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AIRCRAFT PRODUCTION COSTS AND PROFITS 


THURSDAY, FEBRUARY 16, 1956 


House or REPRESENTATIVES, 
CoMMITTEE ON ARMED SERVICES, 
SUBCOMMITTEE FOR SPECIAL INVESTIGATIONS, 
Washington, D.C. 

The subcommittee met at 10 a. m., the Honorable F. Edward Hébert, 
chairman of the subcommittee, presiding, and the following members 
present: Messrs. Hess, Gavin, Rivers, Cunningham, Fisher, Bates, 
Hardy, and Miller. 

Mr. Hésertr. The committee will come to order. 

Before we proceed the Chair desires to make this statement. 

The subcommittee has had assigned to it a study of the cost of pro- 
curing aircraft for the Air Force and for the Navy. We have been 
charged to review contracts relating to the current inventory of these 
two services from 1952 to 1955. 

Prior to that time, the Renegotiation Board had reviewed these 
contracts, 

Our inquiry this morning will concern itself with cost figures, 
profits, and production pat Fi We know the contract price to the 
Government. 

The subcommittee has held an executive session primarily to bring 
us up to date on the data which has been assembled. Informal sessions 
and discussions have been had with the various company representa- 
tives throughout the last several months. So, we feel there has been a 
full understanding of the nature of the data which will be presented. 

I want to emphasize that this is not a punitive expedition. Nor do 
we intend by suggestion or innuendo to indicate from our inquiry that 
there has been any wrongdoing; nor by the order of appearances of the 
companies, that any company is the target of the subcommittee’s in- 
quiry—such is far from the case. 

For that’ reason, as everyone is advised, the subcommittee has not 
disclosed the names of any of the companies to whom an inquiry was 
addressed (although it would not require a very enterprising reporter 
to know that the industry is, after all, limited in greater part to some 
15 to 20 companies). We have not disclosed the questions that were 
asked nor the answers given; and we will not do so until they are 
presented here before us in open session at these hearings in the pres- 
ence of company representatives. 

We do not propose to have a partial inquiry. The total picture of all 
procurement for Navy and Air Force must be viewed against the total 
acing of industry as such, represented by different companies pro- 

ucing these very necessary weapons of defense. 
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I emphasize a second point: The information which will be dis- 
cussed is that presented by the companies themselves, from their own 
books. We shall not, at this time, discuss the position of either Air 
Force or Navy with relation to their contracts. 

It may be that this inquiry will lack of glamour, but we believe it 
will be productive of information for solid thinking and sound judg- 
ments on a subject which involves such a continuing and heavy ex- 
penditure on the part of the taxpayers. 

Part of our studies will be a consideration of the production sched- 
ules as reflected by change orders affecting each particular contract. 
These will be considered not only so far as they affect costs, but as they 
bear upon the question of production schedules of various model types. 

This inquiry will be a complete one. It will cover all major pro- 
ducers. The fact that one company is first and another last on the list 
results from the accident of choice. Someone must be first and some- 
one last. 

In general, the subcommittee plans to consider those companies 
which are almost exclusively producing for the Government and then 
to consider those companies who have some commercial contracts. 
Within that framework, we will undertake this inquiry. As we pro- 
ceed to conclusion, the subcommittee will make no determinations of 
any kind nor reach any conclusions until the study has been completed. 

I hope that the companies and all concerned will bear with us as we 
proceed. It may become tedious and monotonous. But our purpose is 
to consider the total picture as it is disclosed by the companies from 
their own books and by their own officials. So far as I know, this will 
be the first time all major producers of aircraft in the current inven- 
tory of Air Force and Navy, will have had an opportunity of present- 
ing their own story of their own contracts. 

There has for some time been an element of mystery about this sub- 
ject simply because the whole story has not been told. There have been 
suggestions of excessive profits, of unfortunate or inopportune con- 
tracts; there have been failures ascribed to a multiplicity of things. 
But failures must be measured against the successes. 

We believe in this subcommittee, that Americans want to know only 
the truth, the whole truth, and nothing but the truth about this vast 
production of vital defense requirements, so that they will have a sense 
of security on the state of the production program and an assurance 
concerning the contractual arrangement wherein public moneys are 
expended. Anything less than a complete job would be a disservice; 
and anything more is not required. 

Therefore, with your patience and understanding of the purposes of 
the subcommittee, we will proceed with a discussion of the answers to 
the questionnaire of the subcommittee, and the witnesses for each day 
will be announced at the conclusion of each hearing. 

Now, members of the committee, in addition to that formal state- 
ment, I want to again remind the committee of the decision which was 
reached yesterday at the executive session as to the conduct of the 
hearing. 

It was agreed that we will allow Mr. Courtney, our counsel, to exam- 
ine the witness completely before any member of the committee is rec- 
ognized to ask a question on the subject matter of the questionnaire. 
And I ask the indulgence and cooperation of the members of the com- 
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mittee, which I am sure I shall receive, but I do again emphasize that 
I will enforce the ground rules rigidly. I will not recognize any mem- 
ber of the committee at any time until Mr. Courtney has completed his 
examination. I understand that Mr. Atwood has a prepared statement 
here this morning which he has asked permission of the committee to 
read and which will be granted him when he does begin, he will not be 
interrupted. 

After his statement, the members of the committee, of course, can 
ask him any question as related to the statement which he has made. 

After that is completed, Mr. Courtney then will examine the wit- 
ness and I shall recognize no member until Mr. Courtney has com- 
pleted his inquiry, and after that, each and every member of the com- 
mittee will certainly be allowed to explore the questionnaire as far as 
he likes and as far as he desires. I repeat that to indicate that there 
is no intention on the part of the Chair to shut off any member from 
asking questions. It is just that we want orderly procedure, because 
this, as indicated already, is going to be a very, very tedious hearing 
at times and the only way we can expedite it is to conduct it in an 
orderly fashion. 

Mr. Courtney. Mr. Atwood. Mr. Chairman, may the record show 
that North American Aviation, Inc. has responded to the questionnaire 
of the committee and there is here present a committee document 
prepared by the company in response to the committee’s 32 questions, 
complete in every detail, to which reference will be made as we pro- 
gress in the inquiry. 


QUESTIONNAIRE 


1. The following questions are addressed to your company concerning your 
undertaking to build for the Department of the aircraft known as 

For identification, please fill in the detail requested in questions 
2 to 7, inclusive. The subcommittee questions commence at No. 8. In 
answering these questions, please use the number corresponding to the 
question. Indicate where the questions are inapplicable to the particular 
contracts and state reason. Otherwise, answer with such detail as will 
fully inform the subcommittee. 

. The contract number. 

The type of contract (e. g., CPFF, price redetermination, etc.) 

Date of contract or letter of intent. 

Date when authorized to proceed. 

. Total sales price agreed upon. 

. Unit sales price. 

. State costs and expenses as follows: 

(a) Costs of raw material fabricated by prime contractor. 

(0) Direct labor costs expended by prime contractor. 

(c) Overhead claimed against this contract in dollars and percentage of 
company total. 

(d@) Administrative costs claimed against this contract in dollars and 
percentage of company total. 

(e) State the amount of overtime charged against this contract in dollars. 

(f) State the amount of engineering costs charged against this contract 
in dollars, and percentage of company total. 

(g) State the amount of development costs charged against this contract 

in dollars, and percentage of company total. 
State the amount of research costs charged against this contract 
in dollars and percentage of company total. 

(i) State total dollar value of subcontracts and itemize each subcon- 
tract in excess of $100,000, giving name and address of subcon- 
tractor. 

9. State the salary and bonus of every official of company in excess of $20,000; 
and the amount and percentage of total for the company, charged to this 
contract. 








wh 


20 IS OU 


(a 


~ 











1294 AIRCRAFT PRODUCTION COSTS AND PROFITS 


10. State whether stock rights are a part of compensation for any official or 
employee of the company. If so, state the value (amount) assigned to 
each person by name and the percentage of total charged to this contract 
in dollars. 

11. State the total charged as selling expense and itemize major selling expenses 
assigned to this contract in dollars and percentage of total for company. 

12. State the contributions or dues paid to any trade organization or public 
informational media, and itemize each such expenditure in excess of $1,000, 
giving name of payee and amount and percentage of total for company 
charged to this contract. 

13. State consultation or advisory fees paid to any person or organization by 
the company and the percentage thereof, if any, charged to this contract. 

14. State amount of traveling expenses and entertainment expenses charged to 
this contract. 

15. State total profit claimed on this contract. 

16. State profit claimed per airplane. 

17. State amount claimed for depreciation and percentage of total claimed on 
this contract. 

18. State whether or not any amount is carried in any other item or category 
on your books as reserve for depreciation, past, present, or future, or any 
other similar accumulation of funds and give the amount and the per- 
centage of total claimed on this contract. 

19. State the amount of amortization, if any, charged to this contract and the 
percentage of the total for the company. 

20. State whether any reserve for amortization is carried in or as a part of any 
other item on your books. If so, state the amount assigned to this contract 
and the percentage of the total for the company. 

21. State the number of change orders or modifications of the contract, giving 
dates, scope, and monetary value. 

22. State the percentages of Government sales against sales to other sources, 
made by the company annually, commencing in 1952 and continuing through 
1953, 1954, and 1955 to date. 

23. State the net worth of the company in 1952. 

24. State the net worth of the company in 1955. 

25. State the amount of outstanding stock in 1952 and 1955. 

26. State the amount of the dividends paid per share in 1952, giving the number 
of outstanding shares in each year. 

27. State the amount of paid-in capital, 1952 and 1955. 

28. State the amount of surplus in 1952 and 1955. 

29. State the amount and kind of Government-owned property, real or personal, 
if any, being used by the company in the performance of: 

(a) This contract: 

(b) Any other Government contract; 

(c) Any other contract being performed by the company, and give par- 
ticulars as to contract and vendee. 

30. State the rental, if any, paid on any item in question 29. 

31. State the amount of salary, bonuses or fees, or anything of value, paid to 
any retired officer of the United States Military Establishment, giving 
name of individual, amount paid, dates paid since 1952, and subject for 
which paid and amount thereof, if any, claimed against this contraet 
directly or indirectly. 

32. Furnish balance sheets of company for years 1952, 1953, and 1954. 


Mr. Courtney. The first witness this morning, Mr. Chairman, is 


the president of North American Aviation, Inc., Mr. J. LL. Atwood, 
who is here. 


Mr. Héserr. Mr. Atwood, you have a prepared statement ? 


TESTIMONY OF MR. J. L. ATWOOD, PRESIDENT, NORTH 
AMERICAN AVIATION, INC. 


Mr. Arwoop. Thank you, Mr. Chairman and members of the sub- 
committee, Mr. Courtney, and Mr. Fogo. 

I want to express my appreciation for this opportunity to appear 
on behalf of North American Aviation and express my views on the 
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important matter the subcommittee has undertaken to study. I assure 
you of our desire to cooperate with the subcommittee in its examina- 
tion, and we certainly share the view that, insofar as security require- 
ments permit, the American people should have the facts about mili- 
tary aircraft procurement at all times. In view of our past efforts 
and achievements, I know that you are aware of our dedication to the 
interests of national security, and I need not stress the point. 

I hope that I may be able to contribute in a constructive way to your 
important study. Certainly I shall try—both through this brief pre- 
pared statement and through whatever subsequent testimony you may 
require. 

North American Aviation experienced a gradual buildup from a 
few hundred employees in 1935 to a substantial engineering and manu- 
facturing organization of 5,000 employees at the point when Presi- 
dent Roosevelt delivered his 50,000-airplane message in May 1940. 
The great expansion of aircraft production during World War Il was 
well exemplified by our company’s experience. 

Utilizing our original plant in Los Angeles, we expanded our out- 
put with the subsequent addition of Government facilities to more 
than 1,400 planes a month, and altogether delivered more than 40,000 
airplanes during the war period. No other company produced as 
many. Our employment during this period rose to more than 90,000. 
Most important of all, our production efficiency and the capability of 
our aircraft in combat were second to none. 

The well-known T-6 Texan combat trainer, P—51 Mustang fighter, 
and B-25 Mitchell bomber, our three principal wartime types, were 
among the very few aircraft in the world that proved so versatile and 
useful that they were continued in production throughout the entire 
war period. 

The wholesale cancelation of war-production contracts in 1945 re- 
sulted in our backlog falling from 8,000 planes to 24 planes in a period 
of 2 months. At our low point early in 1946 our organization was 
down to 5,000 employees, 30 percent of whom were engaged in engi- 
neering activities. 

After the initial postwar readjustment we moved along in a gradual 
buildup to about 22,000 employees in 1948, largely as a result of our 
success in coming up with advanced aircraft through our intensive 
technical effort. Among these aircraft was the F-86 Sabre jet fighter 
that enabled the United Nations to establish air superiority in Korea, 
emerging with a combat ratio of almost 14 to 1 over the Russian-built 
MIG-15 fighter. 

You will recall that in 1948 the Joint Congressional Aviation Policy 
Board and the President’s Air Policy Commission made urgent rec- 
ommendations for buildup of the Nation’s air strength. However, the 
trend of our employment was downward through 1949 and until the 
start of the Korean War in the summer of 1950. At that time our 
total employment was approximately 17,000. 

We now employ about 45,000 people in our aircraft operations, with 
an additional 17,000 engaged in guided missile and related develop- 
ment work, a total of about 62,000 people. We may be approaching 
another period of some downward trend in the volume of aircraft 

roduction, although certainly continued effort at a substantial level is 
indicated. President Eisenhower aptly reflected the character of our 
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times when he pointed out some time ago the significant change from a 
“moment of danger” to an “age of peril” concept. He went on to say: 
We must think and plan and provide so as to live through this age in freedom 
in ways that do not undermine our freedom even as we strive to defend it. 

To complete this review, I should mention that we are today makin 
major contributions in guided missiles, large rocket engines, an 
electromechanical autonavigation and control devices. We have been 
able to attain our position in these new fields because we applied the 
same caliber of scientific and engineering effort that we have found 
is the key to success in aircraft work. It is significant that in each 
of these new areas of effort we have helped to fill a void that existed 
in this country at the end of World War II and that constituted a 
serious threat to the Nation’s security. 

It has been apparent to all groups examining our problems in the 
past that our operations are carried on under unusual conditions and 
involve certain business risks beyond those of a typical manufacturing 
company. I feel that it may be pertinent to the work of this subcom- 
mittee to outline these aspects of our business: 

(1) A single large customer: In the instance of North American 
Aviation, the United States Government is virtually the only customer, 
About 99 percent of our sales in 1955 were to the Government. 

For strictly economic reasons, any company would like to have a 
thousand small customers rather than one large one. 

Secondly, we have a violently fluctuating demand. The total market 
requirements of our major customer may fluctuate violently due to 
factors that are neither predictable nor within control. While some 
stability has existed in these requirements for the past 5 years, and 
while the Government has indicated the necessity for a measure of 
stability in the future, the facts of past experience cannot be overlooked. 

(3) Intense competition for available business: Within the total 
market requirement there may be violent fluctuations of any in- 
dividual company’s volume resulting from the intense competition 
for available business—a competition oriented primarily toward 
design capability. 

(4) Rapid technological progress: The sharply accelerated rate 
of technological progress that has occurred since World War II has 
served to increase competitive hazards at the same time that it has 
increased the capital requirements of the business through accel- 
erated obsolescence of development and production facilities. 

I would like to elaborate on this point, concerning technological 
progress, and the job we have ahead. That is the most fundamental 
aspect of this activity we are engaged in. And I would like to par- 
ticularly stress the job we have ahead from a technical point of view. 
And in that respect I have a few charts I would like to show the 
committee. 

Chart No. 1 is entitled “Air Weapon Design Trends Which Increase 
the Complexity and Research Requirements.” The chart lists higher 
speeds involving high temperature structures, temperature control 
systems, greater propulsive power of military weapons, high-speed 
bombing systems, ccakamenit navigation, improved flight controls, 
maintenance of combat range. 

Advanced armament: Under this there is provision for special 
weapons, all-weather combat capability, more accurate bombing and 
fire control, electronic countermeasures, new bomber defense systems. 
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AIR WEAPON DESIGN TRENDS WHICH INCREASE 
COMPLEXITY AND RESEARCH REQUIREMENTS 


HIGHER SPEED 


HIGH TEMPERATURE STRUCTURES 
TEMPERATURE CONTROL SYSTEM 
GREATER PROPULSIVE POWER 

HIGH SPEED BOMBING SYSTEM 
HIGH SPEED NAVIGATION 
IMPROVED FLIGHT CONTROL 
MAINTENANCE OF COMBAT RANGE 


ADVANCED ARMAMENT 


SPECIAL WEAPONS 
ALL WEATHER COMBAT CAPABILITY 

MORE ACCURATE BOMBING AND FIRE CONTROL 
ELECTRONIC COUNTERMEASURES 

NEW BOMBER DEFENSE SYSTEMS 


ELIMINATION OF CREW FUNCTIONS 


AUTOMATIC EQUIPMENT 
MORE RELIABLE EQUIPMENT 
GUIDED MISSILES 


Elimination of crew functions: Automatic equipment, more reli- 
able equipment, guided missiles. 


Those are some of the highlights. 


Now I have another chart here, gentlemen, which you have prob- 


ably seen before. 


But I want to present it to you as background for 


this job we are going to have to do in the future. 
Chart No. 2 is entitled ‘ ‘History of Aircraft Velocity versus Cal- 


endar Time.” 
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This is only the graphic presentation of official aircraft speed 
records since the first speed record was made in the early 1900’s. These 
speeds are in miles per hour. The other scale gives the equivalent 
_in what we call Mach number, which is merely a ratio of the speed 
of sound. Mach No. 1, 756 miles an hour at sea level, is the speed of 
sound. But the principal thing I would like to point out to you is 
the nature of this curve. You will notice its ever-increasing. pitch. 
And it doesn’t take much imagination to look 5, 10, 15 years ahead 
and realize the types of speeds military weapons are going to be 
operating at. 

You will notice that the North America F-86 has a speed record 
here, in 1948. The F-100C set a speed record of 822 jadios an hour, 
considerably faster than the speed of sound, here in 1955. But the 
main thing I want to point out is the rate, the ever-increasing rate 
of speeds. 

In connection with these speeds, I would like the committee to take 
a look at this chart No. 3, which is temperature that an airplane 
experiences when it goes to higher and higher speeds. 

This is speed in miles per hour, from 500 miles an hour to 2,500 miles 
an hour. This is temperature, degrees of Fahrenheit, in which some 
parts of the airplane will be subjected and the entire airplane might 
be subjected to temperatures of this nature. 
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Now this is a simple mathematical curve and it is experimentally 
and theoretically accurate. You will notice I have placed on here 
these M-1, M-2, M-3 and M-4 figures. Those correspond to Mach 
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numbers. They represent multiples of the speed of sound. Mach 1, 
; the speed of sound. The temperature is here, somewhat less than 100°. 
But you will notice before we get to Mach 2, or about 1,350 miles an 
4 hour, we reach the temperature at which water boils, we pass that 


temperature. Water boils at 212°. And, incidentally, these tempera- 
tures are recorded for altitudes of 40,000 to 100,000 feet. In that band 
of altitudes the temperatures at these Mach numbers will be essentially 
' the same. 





: When we reach approximately Mach 214, 214 times the speed of 
3 sound, aluminum alloys begin to lose their strength. When we reach 
i thespeed of about Mach 31,, titanium, which is a temperature-resistant 
; metal, begins to lose its strength. 


As we approach Mach 4, 4 times the speed of sound, stainless stee! 
is beginning to lose its strength. 

So as you see, we project the speeds spectrum into these higher 
regimes. This is the type of temperature problem we have to cope 
with. 

One other facet of this ever-increasing speed problem is that of 
air weapon propulsion requirements, shown in chart No. 4. This is 
a typical airborne weapon, not related to any one in particular. We 
plotted the power required against the speed in miles an hour, cor- 
; responding to Mach number reference points. You will notice how 
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Now the F-86 flies a little slower than the speed of sound at level 
flight. Hereis Mach1. It develops about 9,000 horsepower for that 
speed. We go to Mach 2 and we approach 50,000 horsepower for the 
same configuration. We approach Mach 3 and we reach 90,000 horse- 
power. And if we could go to Mach 4, under the same conditions, we 
reach the total installed horsepower in the largest aircraft carrier, 
some one hundred and fifty or one hundred and sixty thousand horse- 
power. 

That is another aspect of this fight to increase the performance. 

Chart No. 5, entitled “Aircraft Development Trend,” is a picture of 
the engineering time that was involved in developing certain aircraft 
we have built. The P-51 was developed in the 1940-42 period. It re- 
quired about 250,000 man-hours of engineering and design over a 
period of something like 2 years. The F-86A, which we developed in 
the 1945-49 period required 1,700,000 hours of engineering and design 
time. 





AIRCRAFT DEVELOPMENT TREND 


CALENDAR TIME AND ENGINEERING MAN HOURS 
Required From Start of Design to Acceptance of 200th Unit 
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The F-86D, an all-weather interceptor, with automatic fire control 
and rocket armament: We put in 2,800,000 hours to design and engi- 
neer and test that plane, over a period of about 314 years. 

The F-100A, our present supersonic fighter, required 4,800,000 
engineering man-hours, over a period of a little over 4 years. 
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I want to underline that point I have made here of the technical 
complexity of the job we have and the job ahead. 

The next point, the fifth point: We have a longtime cycle. Be- 
cause of the nature of the product, we have an unusually long design 
and manufacturing cycle. This further magnifies the competitive 
hazards of the business, since technical innovations or changed require- 
ments may render a line of development obsolescent and result in a 
company having no production potential in that category for a period 
of several years. 

I have one more chart, chart No. 6, and I think it will be of interest 
to you in that connection, in connection with the longtime cycle. 


TELESCOPING OF DESIGN, DEVELOPMENT, PRODUCTION 
F-86 SABRE DAY- FIGHTER PROGRAMS 
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It is a simple graph of timing of our F-86 contracts. The XP-86 
was first contracted for in the middle of 1945. We incorporated some 
new ideas—swept-back wing and other aerodynamic refinements which 
were new. That design started at that time, right about the end of 
the war. The first flight of that plane was made in late 1947, the 
very first. This particular plane—there were three on order. These 
planes were not completely tested until early in 1949. And this was 
the very first configuration. 

Subsequent contracts were placed. So, notice that the next order, 33 
planes, was placed late in 11946, well before the first flight of the first 
experimental P-86. An additional order for 188 was placed almost 
immediately after the first flight. Ifthe Government had waited for a 
complete test of the X P-86 before ordering the type into production, 
we would have had the first flight off that production line late in 1950, 
at which time these planes were already deployed in Korea in actual 
fighting. 

So when these planes were ordered, this specification wasn’t com- 
plete. The plane was being developed. And so on down the line. 
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I havent’ set forth every quantity and every contract. The early 
contracts that I catalog here are orders for 33 planes, 188 planes, and 
333. These are the subsequent orders. And improvements were made 
as we went along. 

That gives you an idea of the time cycle involved. ‘The F-86, by 
present-day standards, is a relatively simple airplane. 

The sixth point I make in connection with the unusual conditions 
under which we operate is the system responsibility. 

As the contractor responsible for design and satisfactory perforn- 
ance of the complete weapon system, which must incorporate engines, 
electronic gear, and many other intricate equipment items not within 
our control, we have not only the problem of making all these things 
work together but the very serious risk of losing the entire program if 
one item cannot be brought up to acceptable performance. 

We do not manufacture nor do we design the engines that go in 
our aircraft, the radar gear, automatic pilots, and many other items. 
But we have to make them all work together as a satisfactory and 
serviceable air-weapon system. 

The seventh point I would make in connection with these unusual 
conditions is specialized capabilities and facilities. 

Our wind tunnels and other costly development facilities, much of 
our production equipment, and most of our organizational skills and 
capabilities are adapted exclusively to the peculiar problems and re- 
quirements of aircraft, missile, and related work. 

So let me recapitulate these unusual conditions a company such as 
ours is operating under. 

First a single large customer, second, a violently fluctuating demand 
over a period of years, intense competition on a design basis, rapid 
technological progress and very heavy demand ahead, longtime cycle, 
complete system responsibility, and lastly the specialized nature of our 
capabilities and facilities. 

Despite these unusual conditions and business risks, we have steadily 
increased our own contribution to the total facilities necessary to per- 
form the work. Prior to 1941 North American Aviation used no Gov- 
ernment-owned facilities, yet had multiplied its plant area more than 
sixfold over a period of 4 years. At the peak of World War IT pro- 
duction, 7+ percent of the 8.7 million square feet of floor area in use by 
the company consisted of Government-owned plant, 74 percent. ‘To- 
day the company is utilizing 10 million square feet, but only 47 per- 
cent is Government-owned. The balance of 53 percent is furnished by 
the company. 

We have endeavored with some success to meet our growing work- 
ing-capital requirements and at the same time invest a substantial 
part of our retained earnings in the most critically needed research and 
development facilities, as well as various production and production- 
supporting needs. The record, I think, is quite impressive. 

During the past 5 years North American Aviation has expended 
approximately $40 million for capital additions consisting of land, 
buildings, and equipment. Most of this expenditure represents build. 
ings and equipment having a very specialized and limited usefulness, 
in that they are directly related to the development and production of 
equipment for national defense. 

This is not a temporary situation but a continuing trend. Our com- 
pany plans additional capital investments through September 30, 
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1956, amounting to $26,600,000. We know that future requirements 
to meet the increasing technical challenge and operating needs of ow 
business will be even higher. 

Whatever the pohcy of the Government may be in the future, we feel 
that we must have a capability to invest our own capital in certain 
types of development and supporting facilities if we are to realize the 
full technical and production potential of our organization. No Gov 
ernment agency can make all these decisions for us without hopelessly 
restricting the freedom to explore and improvise that lends strength 
and vitality to our competitive system of aircraft development. ‘These 
decisions involve value judgments by individual organizations that 
could not possibly be reduced to a set of workable Government policies 
applying fairly to all companies. 

Merely being in the aircraft manufacturing business does not guar 
antee that you will be successful, either technically or financially, re 
gardless of the award of contracts by the Air Force, the Navy, or any 
other Government procurement agency. You have to be capable of 
building a large, efficient, and dedicated organization to achieve what 
has been accomplished by North American and others in the industry 
Yet, for all of this, out of every dollar paid to North American for 
our efforts since the close of the war, only a little more than 3 cents i 
compensation for work done by way of profit. 

At this point, I am not urging that our compensation should have 
been higher. I am more interested in a sound program for the future 
than to argue over events of the past. We take pride in the aecom 
plishments we have made under the responsibilities assigned us by th 
Air Force and Navy, and we are hopeful that the policies of the futur 
will not interfere with similar accomplishments in the coming year 
[ think it is well, however, to look at the number of cents out of each 
dollar of sales, after taxes, which other industries in this country re 
tain, and I, therefore, include in my statement the following tabula 
tion for the record. I will not read the tabulation, but IT ask the 
record to include it. 

(The tabulation follows :) 
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I would like to call your attention to two figures. 

For the years 1946 to 1954, inclusive, the average profit of North 
American Aviation after taxes is 3.32 percent of sales. The average 
of all United States manufacturing companies for the same period 
is 6.4 percent of sales. 

Obviously, there is a vast difference between the portion of the 

sales dollar retained by North American and others in the aircraft 

manufacturing industry, compared with other industries. ‘There may 
be adequate reasons for this differential. However, if the policy of 
the Government should be to widen this discrepancy, I believe that it 
will tend to retard the development of the aircraft-manufacturing 
industry with resultant detriment to the national interests. 

Many of us have had the privilege of being a part of this industry 
for a good many years. One of the greatest hazards to the sound 
development of the industry and the maintenance of our national de- 
fense has been the fluctuating cycle to which the industry has been 
subjected. 

The study of the subcommittee is particularly timely, therefore, 
because I believe that if we continue to regard our policies and pro- 
cedures relating to the development and maintenance of our military 
strength as something temporary in duration, we are treading a road 
which can lead to very serious consequences. 

The industrial capabilities of the country must at all times b2 able 
to maintain a defense establishment that will guarantee the preserva- 
tion of peace or the successful prosecution of war. The defense in- 
dustry has become a vital part of our industrial strength. 

The aircraft industry itself must be permitted to continue to build 
up its capital assets, the same as every other industry has in the past. 
Failing in this, there can only be an increase in the buildup of Gov- 
ernment-owned industrial facilities. 

I am not unmindful of the fact that, with the way the industrv has 
grown up in the past, certain Government-owned facilities will be 
essential and, as unexpected crises arise, there will never be sufficient 
private capital to provide all of the industrial facilities to maintain 
an adequate Defense Establishment. I am talking about what our 
objective should be, not the status of the industry at the present time. 

There are only two ways of building up capital assets by private 
industry, either by allowing appropriate retention of profits for this 
purpose or by financing through securities or equity capital. In fact, 
both sources of funds must be “available to a company such as ours or 
we will be severely handicapped in discharging our responsibilities 
as an important part of the industrial structure. Unless the returns 
for our efforts permit the retention of fair and reasonable profits, 
there cannot possibly be any financing undertaken adequate to pro- 
vide the capital facilities which the industry will need in the coming 
years. 

The subcommittee has expressed interest in various aspects of our 
contracts with the Government. I feel that one of the very important 
points bearing on this entire area is the fact that there is intense com- 
petition among aircraft manufacturers for the Government’s aircraft 
orders. With the possible exe eption of the World War IT period, 
when demand was far beyond capacity, this has been true throughout 
the history of the aviation industry. 
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Of necessity, the competition within the industry is primarily 
related to design. By the nature of military requirements, there is 
maXimum pressure upon the armed services to obtain the most ad- 
vanced air weapons that science and industry can conceive and pro- 
duce. This pressure is communicated to us through technical and 

rocurement personnel in the Air Force and Navy who know their 
jobs thoroughly and enforce competitive policies vigorously. — 

To assure fair prices and preserve maximum incentives for cost 
reduction under conditions where design excellence and military 
urgency must take precedence over other factors, the Government 
has developed the incentive-type contract. ; 

Under the incentive-type contract, the initial target price is stripped 
of contingencies that would normally be provided for in a fixed-price 
contract, and represents less than a minimum expectation of what the 
ultimate price will be. When negotiations are subsequently held for 
the purpose of fixing the final target, there has been considerably more 
experience, both in the company and in the Government with the 
actual costs involved. The inevitable changes which occur in the 
course of manufacture are generally known by this time, and the 
price is more closely related to the facts than the initial target price 
determined at the outset. The representatives of the Air Force and 
the Navy who carry on the price negotiations are capable and expe- 
rienced people. 

Moreover, they have access to the costs of all manufacturers, which 
serve as guideposts in arriving at a fair and reasonable final target 
price. They are eminently equipped to do an honest and efficient job 
from the standpoint of the Government. Following the establishment 
of the final target price, the objective obviously is ultimately to arrive 
at a final price which beats the target and, thus, effect a saving for the 
Government, which benefits much more than the manufacturer if the 
target is beaten. In most instances, we have bettered the final target, 
while in some we have failed. In any event, I know of no better 
method of contracting under existing conditions, in view of the com- 
plexities of the engineering and manufacturing problems associated 
with present-day military aircraft. 

As a result of this process, we have seen that the profits of this com- 
pany since the war have amounted to a little over 3 cents for every 
dollar spent. In the light of the performance of our aircraft, no 
one can successfully contend that any other system of procurement 
could have achieved comparable results. 

The subcommittee has also indicated an interest in the compensation 
of the top management of the various companies engaged in defense 
industry. For a publicly held company lke North American, this 
information is publi¢ property. The great contributions and progress 
made in the aviation field would not have been possible without ex- 
perienced management. Compared with other industries, the com- 
pensation of top management in this industry is reasonable. The de- 
fense industry requires managerial ability at least equal to the stand- 
ards of other great industries. Yet one of the most serious shortages 
in this industry lies in the availability of capable executives in suf- 
ficient numbers to do the job that has been entrusted to us. We must 
be able to compete with other industries, not only to acquire the right 
kind of management but to hold onto it. As a matter of interest, the 
entire compensation of all officers and directors of this company in the 
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past year was approximately one-tenth of 1 percent of our sales during 
1955. 

Let me say that we are more concerned with the adequacy of our 
technical efforts than with guarding ourselves against potential 
criticism. Indeed, if we fail in those technical efforts we may thereby 
risk not only the safety of ourselves and our families but all the 
processes of democracy, including the cherished right of the people to 

examine matters of public concern through their “elected representa- 
sivta-the very process here involved. I know that this subcommittee 
and every Member of Congress shares this interest in the quality of our 
technical work. 

The work undertaken by North American in the manufacture of 
military aircraft, guided missiles, rocket engines, and navigation 
and control equi ment is of tremendous importance to the country. 
Our success has ‘ye due to our ability to combine engineering and 
scientific skill with manufacturing techniques and the maintenance of 
a capable supporting or ganization for almost a quarter of a century. 
The problems of the pz ist and the present, as far as we are concerned, 
have grown out of the peculiar status which the industry has in re- 
lation to other industries in our national life. Iam sure that the mem- 
bers of the subcommittee, recognizing that the defense industry must 
exist as a stable part of our economy, will contribute immeasurably 
through their hearings to the welfare of the country in years to come. 

I am grateful to the chairman and members of the ‘subcommittee 
for the opportunity to make this statement. 

Mr. Heserr. Thank you, Mr. Atwood, very much. 

Any questions, Mr. Hess ? 

Mr. Hess. No questions. 

Mr. Hésertr. Mr. Rivers? 

Mr. Rivers. Mr. Atwood, | was interested in your statement. I 
notice you say one of the troubles your company has is keeping techni- 

cal people, due to the great advancement in technocracies of the whole 
aviation industry. 

This committee, the big committee, has had legislation up to assist 
in the procurement of technical men and trained men for all these 
various gadgets we have in the guided-missile field and in the airplane 
business. 

You spoke of the wonderful planes your company has made, the 
T-6, the P-51, B-25, and the F-86, and all those things. I guess your 
company still has the slogan that the North American never made a 
bad airplane, has it not ? 

Mr. Arwoov. We certainly do, sir. 

Mr. Rivers. Now, is the competition in the field of procuring these 
qualified people to deliver the best product of which you are capable— 
isn’t that a great factor in the reflection of the cost of the end products? 

Mr. Arwoop. I don’t think you would find the actual procurement of 
the people as an important element of cost at all, Mr. Rivers. 

Mr. Rivers. I mean the procurement and the retention of them. 
Chat is what I meant. 

Mr. Arwoop. Salaries of engineers have gone up. But there is a 
big problem of engineering shortages. There are fewer engineering 
students in our engineering schools today than there were in 1950. 

Mr. Rivers. A great demand for them’? 
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Mr. Arwoop. And at the same time the requirements for engineers 
have been increasing by leaps and bounds. I don’t know why the en- 

rollment in engineering schools is dropping off. It may be that the 

young engineer in looking forward to a career may feel that the pres- 

ent demand for engineers is sparked by defense activity and they 

may have some misgivings about.the solid nature of the future defense 

activities. I don’t know. The fact remains that it looks as though 

we are going to be short of technical personnel for the indefinite 

period ahead. 

Mr. Rivers. In response to my question, then, you say it does not 
necessarily reflect the higher price for the end product? If there 
is a shortage, there is competition for the men, isn’t there, and natur- 
ally the prices go up ? 

Mr. Atrwoop. There are two factors there. The salary of the en- 
gineer himself is part of the cost. 

Mr. Rivers. That is right. 

Mr. Arwoop. As the salaries go up, they are reflected in the cost. 
The salaries of the engineers in the aircraft industry are no higher 
than in all other industry. They are about the same. But the larger 
element of cost is the amount of engineering work that has to be done. 
And that has gone up many, many times, as fast as other costs. 

That chart I showed indicated the increasing number of engineering 
and design man-hours required to perfect one of these advanced 
weapons. 

So engineering costs are a large part of the total cost; yes, sir. But 
it is because of the amount of engineering rather than the specific rates 
of pay that engineers are receiving, in my opinion. 

Mr. Hépsert. Mr. Gavin? 

Mr. Gavin. I have no questions. 

Mr. Heéperr. Mr. Fisher? 

Mr. Fisuer. No questions. 

Mr. Héperr. Mr. Bates? 

Mr. Bares. I have none. 

Mr. Héperr. Mr. Hardy? 

Mr. Harpy. Mr. Chairman, just one question. 

Mr. Atwood, in your statement you inserted a table (p. 1503) and 
you referred to that table, making a comparison of North American’s 
arnings with other manufacturers, based on a percentage of sales. 

Mr. Atrwoop. Yes, sir. 

Mr. Harpy. Did you also make a comparison of North American’s 
earnings with other companies as a percentage of equity capital ? 

Mr. Arwoop. I did not include any such comparison, Mr. Hardy, 
but I would appreciate the opportunity to comment on that subject. 

Our activity is measured by work, by sales, or any other measure of 
activity and has been quite high with respect to the amount of capital 
we have in our company. 

We have been able to accomplish sales in 1955 of $800 million in 
aircraft, with a total net worth of some $90 million or $95 million. 

If we had rented all our facilities and owned none at all and done 
the job, it seems to me that the measure of the worth of that job would 
have been substantially the same. 

Most contractors in construction and other businesses do rent their 
facilities. It is quite a common practice. 
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Now, I feel that the fact that we have a job to do, of the magnitude 
expressed, namely, $800 million, and the amount of money we own, 
the total worth of our company, are merely coincidences. 

Mr. Harpy. Well, I didn’t mean to get into a wide discussion of 
that subject, now. I am sure there will be many ramifications to a 
discussion of that kind. 

But in view of the fact that you have presented a comparison based 
on—as a percentage of sales—I wondered whether you had the figures 
as a percentage of equity capital and what kind of a comparison that 
would make. 

Mr. Atwoop. The committee has published a very complete analy- 
sis of that, sir, as you know, and I did not reproduce any of that. 

Mr. Hépertr. We have not published anything. 

Mr. Courrney. I think you mean Senator Johnson’s committee 
report. 

Mr. Hérerr. The Senate committee, as I understand it, Mr. Hardy, 
which was referred to yesterday in our executive session report, con- 
tained figures which were almost lifted bodily out of the SEC. 

Mr. Harpy. Apparently I missed that part of the discussion. 

Mr. Héserr. We have not published anything. This is the first 
time this committee has come forward with any study of this problem. 

Mr. Harpy. I did think if we had the figures as a percentage of 
sales, that sometime we should have the figures on the equity basis. 

Mr. Hésert. I am sure, Mr. Hardy, at some time during the devel- 
opment of the entire problem those figures will be presented to the 
committee as related not only to North American but to every aircraft 
company which is engaged in Government work, because it is a very, 
very important factor in our consideration. 

Mr. Rivers. Could I ask, Mr. Chairman, one question ? 

What else do you make besides the F-86? 

Mr. Arwoop. The F—100, fighter. For the Navy we made the FJ-35, 
a carrierborne fighter; the F.J—4, another carrierborne fighter; the T- 
28, an advanced trainer, and certain other products, which include 
rocket engines, electromechanical autonavigating equipment and 
guided missiles work, which I have only referred to in this program. 

Mr. Rivers. Where is the 100 made? 

Mr. Arwoop. It is made now in the Los Angeles plant of our com- 
pany and also in the Columbus plant. 

Mr. Rivers. I see. 

Mr. Arwoop. There are two production lines on that fighter. 

Mr. Rivers. That is all, Mr. Chairman. 

Mr. Héverr. Now, Mr. Courtney—before Mr. Courtney opens his 
examination of the witness, the chairman wishes to ask the cooperation 
of the members of the committee in connection with the ground rules 
which we laid out at the beginning. The chairman will not recognize 
any member for any questions until Mr. Courtney has finished and then 
the Chair will recognize every member for as long as he wants to 
interrogate the witness. 

Mr. Courtney. Mr. Chairman and Mr. Atwood, I am sure you 
understand. 

The pattern of presentation follows the pattern of the questionnaire. 
It is our purpose first to consider the prices per unit of the so-called 
production models. There are some 35 contracts in the case of North 
American immediately involved. And after that, the purpose is to 
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examine the overall picture of the company as developed from 
its income. 

We start on the premise announced by Mr. Atwood that it is, for all 
practical purposes, under the period under consideration of a 100 per- 
cent Government contractor. That is to say, all of its income results 
from Government contracts. 

Mr. Atwood, you have the questionnaire before you, and you also 
have this tabulation by number, and we will proceed just as rapidly as 
we can, highlighting only the individual aircraft. 

Now, the first contracts that we will consider have to do with 
the F-86D, and into that, I believe you would explain, have been 
merged all of the contracts which finally brought it up to the model 
known as the F-86D. 

Mr. Arwoop. The F-86D is a development of the basic aerodynamic 
configuration of the F-86A, E, and F, but it is a rather completely 
new airplane internally. 

Mr. Courtney. Internally ? 

Mr. Arwoop. Yes, sir. 

Mr. Courrney. But by ordinary progression in the development of 
the art, it has come to be known as the F-86D? 

Mr. Arwoop. Yes, sir. 

Mr. Courrney. Through a series of contracts? 

Mr. Arwoop. Yes, sir. 

Mr. Courrnry. Now, we are concerned at the moment with the unit 
cost as developed through these contracts. 

And I believe that your record shows that the unit cost is $535,680.83. 

Mr. Atrwoop. Yes, sir. This is a contract for 155 aircraft. 

Mr. Courtney. Now, let me ask about that figure. Is that the con- 
tract figure or is that a figure which you have adjusted by reason of 
your experience ? 

Mr. Arwoop. That figure has been adjusted by experience and has 
been finally settled. That contract has been completed. The con- 
tract has been settled. That was the price we received. 

Mr. Courtney. So then there is no question but what it is in fact 
the present contract price ¢ 

Mr. Arwoop. It is the price of the first F-86D production contract. 

Mr. Hésert. May I interrupt 1 minute, Mr. Courtney ? 

For the members of the committee, I just want to call attention to 
the fact that each one has a book in front of them in which is a blank 
set of questions, the questions to which Mr. Courtney is directing his 

interrogation of the witness. 

The individual members of the committee may make their notations 
and fill in the blanks as they go along, to help them later on when 
they want to interrogate the witness. 

As each company comes here, a new set of questionnaire blanks will 
be supplied each time. The chairman just wishes to direct the atten- 
tion of the members of the committee, in order to expedite and assist 
them when the time for the question period does come. 

Mr. Courtney. Now, Mr. Atwood, referring, then, to the second 
of these pages relating to the costs and other figures entering into the 
total contract unit price which you just referred to, the total percent- 
age of the overhead of the company which was charged to this con- 
tract was 5.27 percent, according to your statement. 

Mr. Arwoop. Yes, sir. 
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Mr. Courtney. Now, Mr. Atwood, will you amplify that to state 
over what period of years that percentage was determined. ‘The life 
of the contract, or is it for the year of this report ? 

Mr. Arwoop. It is for the life of the contract. It covered a period 
of years. 

Mr. Courtney. In all events, it is an adjusted figure, is it—I don’t 
want to presume, but is it an adjusted figure over the life of the con- 
tract from all overhead in that period of 4 years? 

Mr. Arwoop. That is right. 

Mr. Courtney. Now, so we may be clear as we proceed—and this 
may be laboring it for the initiated but not for the uninitiated, what 
do you include within the figure “Overhead” as you have presented 
this statement? 

Mr. Arwoop. You will notice we have a breakdown involving mate- 
rial, direct labor costs, overhead, administrative costs, and engineering 
costs. 

The labor of everyone actually is applying himself to the first work 
of building the airplane, driving rivets, running machines, cutting 
materials, assembling parts, being direct labor. 

Overhead consists of many, many things. It includes: all supervi- 
sion. It includes transportation of parts. It includes planning. It in- 
cludes material purchasing, and the clerical work that goes with 
material requirements and purchasing, including plant guards, the 
maintenance personnel of all kinds, and it includes certain account- 
ing expenses; it includes certain contract administration expenses, 
and in fact all the expenses we classify as supporting activities. 

Mr. Courtney. Supporting activities. 

Mr. Arwoop. Yes, sir. 

Mr. Courtney. Let me go back to the material costs. Within the 
material costs as you have outlined it here are included the amounts 
paid out to subcontractors, is that correct ? 

Mr. Arwoop. Yes, sir. This includes all things we buy that go di- 
rectly into the airplane, mind you. 

Mr. Courrney. Yes. 

Mr. Arwoop. Now, some expenses of maintenance materials go 
into overhead. 

Mr. Courtney. Very good. 

Now, let’s pass to the item of administrative cost, which is 6.4 per- 
cent of the total company overhead for the period of this contract, 
correct ? 

Mr. Arwoop. That is right. 

Mr. Courtney. That amounts—I will put in the amounts in the 
record, Mr. Chairman—for engineering costs, which is 5.94 percent 
of your total company costs. 

Mr. Arwoop. During that period of time; yes, sir. 

Mr. Courtney. Yes, sir. 

Now, what is included within the figure “Engineering costs,” so 
we may be clear? 

Mr. Arwoop. The engineering costs include both the direct engi- 
neering and the supporting activities. We carry draftsmen, detail 
designers, senior designers, and aerodynamics specialists, thermody- 
namics people, structural engineers, standards engineers—all that 
type of technical personnel, charged directly to the contract for the 
time he is working on that contract. 
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That includes ali of the costs specifically applicable in our engineer- 
ing work to this particular contract. It includes flight testing also and 
many other things. 

Mr. Courtney. Now, if you will pass to page 3 (see p. 1393 of testi- 
mony) for the moment, Mr. Atwood. 

In the course of the questionnaire we asked for the overtime which 
was charged against this contract. The explanation I will read 
into the record. 

Overtime charged against this contract amounted to $3,502,671.22. This sum 
is the estimated amount paid for time over 40 hours a week or 8 hours a day 
for direct manufacturing and engineering labor. It does not include overtime 
paid to employees whose salaries and wages are included in any classification 
of overhead— 
which you have just described. 

All overtime charges referred to herein are included principally in B and F 
above— 
and they are the items of direct labor cost and engineering costs. 

The second part of that portion of the questionnaire had to do with 
research and development costs which might have been charged to 
this plane. And you state in answer to that question: 

Since this contract provided for the designing, development, and construction 
of an advanced type of airplane, there were certain development costs charged 
thereto. However, the company’s records do not provide a basis by which the 
amount of such development costs may be determined. All such costs would 
have been included under engineering costs in F above— 
and that is engineering costs as you have described them. 

Mr. Atrwoop. Yes, sir. 

Mr. Courtney. We have not asked the companies to vary from their 
established accounting systems, in order to get these figures. 

Now, with respect to research costs as distinguished from the others 
of that category, the specific question with relation to that is, or 
answer is under H: 

Research costs are included in the costs of this contract in part as direct 
items and in part as elements of overhead. The amounts included as direct items 
cannot be determined from the corporation’s records. The amounts included as 
a portion of administrative costs relate to research costs not covered by con- 
tracts and are estimated at $361,038.56. This is 3.86 percent of the total research 
costs of the corporation, not specifically covered by contracts. 

Has that contract—has that sum been agreed upon by you and the 
Government, your company / 

Mr. Atwoop. The $361,000? Yes, sir; as far as I know, it is ap- 
plicable costs. 

Mr. Courtney. So we are dealing with final negotiated figures in 
respect of this contract ? 

Mr. Arwoop. Yes, sir. 

Mr. Courtney. Now, in answer to the total of subcontracting, the 
total value, the total dollar value of subcontracts applicable to this 
contract is $48,296,059. 

That is, Mr. Atwood, not quite 45 percent of the total contract price 
agreed upon, is that correct? The total contract bottom line figure 
is $107,793,536. 

Mr. Atwoop. I think that is right, yes, sir. 
Mr. Courtney. Let me ask you right there: 
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Did you include the total of the $48 million in subcontracts in deter- 
mining the percentage of profit which would be assigned to this con- 
tract ! 

Mr. Arwoop, It was included directly in all our negotiations, yes, 
sir. But I have made some inquiry with respect to that figure, and 
you will notice that it is somewhat more than the total figure for 
material on the previous page. 

Mr. Courtney. I observed that. 

Mr. Atwoop. Which is $42 million. 

Now, this $48 million—we had to interpret this request. for the value 
of subcontracts in this way: 

We included in that everything we bought or purchased. It is very 
difficult to make any fine determination as to what is a purchase and 
what is a subcontract. This is the total of purchases that apply to 
this contract. And the reason that this $48 million is more than the 
total material finally charged to the contract, of $42 million, is this: 
These purchases were made with respect to this contract and so re- 
corded. But some of the material was transferred to following con- 
tracts, through administrative procedures. And the final material 
applicable to this contract was less than the amount actually purchased. 

Mr. Courtney. By $6 million ? 

Mr. Arwoop. For that contract; yes, sir. 

Mr. Courrney. So what we are saying, then, very simply, is that 
$6 million of these subcontracting purchases will appear in another 
item against another plane or contract? 

Mr. Arwoop. They will, and follow-on contracts for this particular 
airplane; yes, sir. 

Mr. Courtney. The subcommittee has several questions with respect 
to overhead and administrative costs. You were asked specifically 
the total of management salaries that were assigned to or charged 
against this contract. And your report is $165,270.64, which is 5.76 
percent of the total of those items as they appear in a later exhibit. 

Mr. Arwoop. Yes, sir. 

Mr. Courtney. Has that sum been agreed upon between you and the 
Air Force as contractor 4 

Mr. Arwoop. As far as I know, it has. These are purported to be 
final figures, and I feel sure that this has been finally allocated to this 
contract. 

Mr. Courtney. We will not repeat this question as we go along. 
But you were asked whether or not management obtained any stock 
rights or any other compensation not included within that figure, and 
your answer is “No.” 

Mr. Atrwoop. That is right. 

Mr. Courrnry. And you were asked specifically whether or not 
there were any selling expenses as such charged against this contractor 
or any of your other contracts, and we will not repeat that question, 
and your answer is “No.” 

Mr. Atrwoop. (Nods.) 

Mr. Courrnry. You were asked about contributions or dues paid 
to any trade organization or public informational media, and the 
itemization of such expenditures, giving the name of the payee, for 
the period October 1, 1947, to July 31, 1955. 

So we may be clear, the contract commenced in 1947 and the ques- 
tionnaire was received by you and a reasonable cutoff date was July 31, 
1955, shortly prior to the questionnaire. 
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Mr. Arwoop. Yes, sir. 

Mr. Courtney. Now, of that amount, and without specification, 
which we will touch on later, $34,158.08 of such expenditures were 
charged against this contract; that is, 7.92 percent of the aggregate 
of all such expenses for the period to which me have made reference. 

Mr. Arwoop. Yes, sir. 

Mr. Courtney. May I ask whether that item has been agreed upon 
by the Department of the Air Force? 

“Mr. Arwoopn. I believe it has, sir. Sin 

Mr. Courtney. The thirteenth question with relation to the individ- 
ual contracts had to do with consultation or advisory fees to any person 
or organization, attorneys, accountants, et cetera, and without detail 
as to amount, you have stated that 1.45 percent of all such expenditures 
for the period covered was charged against this contract 

Mr. Arwoop. (Nods.) 

Mr. Courtney. And would your answer be the same, that that per- 
centage of money has been allowed against these contracts ? yf’ 

Mr. Atwoop. This particular one I feel sure has, because it is a 
settled contract. 

Mr. Courtney. Question 14 had to do with traveling expenses 
charged to this contract, and your answer to that is $1,227,938.76 of 
your total traveling expenses was charged directly to this particular 
contract, and that has been detailed in the later exhibit; that is, the 
totals have been detailed in the later exhibit. 

Mr. Atwoop. Mr. Courtney, that is not the way we prepared this. 

Mr. Courtney. Will you please explain it so we will understand one 
another ¢ 

Mr. Arwoop. Yes, sir. 

These traveling expenses were charged with respect to personnel 
who were working on this airplane contract. 

Now, in the early stages of this development, as I mentioned pre- 
viously, we had a completely new problem. The F-86D was to be the 
first single-seater, all-weather fighter armed with rockets and an auto- 
matic fire-control system. We had a great deal of technical difficulty 
in bringing these planes up to completely effective operating stand- 
ards. Many planes were in the field and at various test stations over 
quite a period of time. The traveling expenses relate primarily to 
engineers and service personnel and persons of that type who were 
working in the field with the Air Force with respect to this contract. 

You will tind that on this contract the traveling expenses are much 
higher than on any other. And this contract required much more 
travel in that respect than any other contract we have experienced in 
recent years. So this is not related to the exhibit. 

You referred to the exhibit which sets forth the traveling expenses? 

Mr. Courtney. Yes, sir. 

Mr. Atwoop. I don’t believe we have an exhibit on traveling 
expenses. 

Mr. Fogo. They are shown for each individual contract. 

Mr. Courtney. I am sorry, I think you have been confused. 

Mr. Arwoop. Yes. 

Mr. Courtney. Actually, in the preparation of this exhibit, the 
totals were distributed over the contracts. 

Mr. Arwoop. That is right. 
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Mr. Courrney. And $1,227,000 is the figure assigned to this con- 
tract. 

Mr. Arwoop. That is right. 

Mr. Courtney. Now, so we may be clear, does this travel account 
or travel amount which you have indicated cover the travel of manage- 
ment, or was it limited to the direct labor item ? 

Mr. Arwoop. It covers primarily the direct expenses, but as it states 
here, “as well as estimated portion of such expenses charged to this 
contract as an element of burden, reported in response to questions 
8-C, D, and F.” 

Mr. Courtney. Yes. 

Mr. Arwoop. So there is an allocation. 

We tried to break out as best we could any and all travel that was 
charged to overhead, and allocate a portion into this amount to give 
you the picture. 

Mr. Courtney. To sum it up, this is the composite of all expenses 
for travel that were paid for any person charged as a direct laborer, 
any person charged as coming within the category of overhead such 
as you have described. And the administrative travel. 

Mr. Arwoop. It includes all direct charge plus an allocation or a 
proration of the overhead. 

Mr. Courtney. Yes; of the total paid for the different categories. 

Mr. Atwoop. That was our attempt, to do that. 

Mr. Courtnry. Now, has this figure been agreed upon, if you know, 
between yourself and the Air Force? 

Mr. Atwoov. I believe so, Mr. Courtney. 

Mr. Courtney. Now, a specific question has to do with entertain- 
ment expenses of any of these travelers, whether or not that is charged 
in any way to any of these contracts with the Government, and your 
answer to that is no. 

Mr. Atwoop. That is right 

Mr. Courtney. Asa matter of fact, under the accounting procedures 
in the Air Force and Navy regulations, that item is specifically ex- 
cluded, is that correct ? 

Mr. Arwoop. Yes, sir. 

Mr. Courtnry. Now, question No. 16 had to do with the final profit 
agreed upon for the unit, and in this case that computation comes 
to $38,505.73, which is averaged over the number of units covered by 
their contract. 

Mr. Atrwoop. Yes, sir. 

Mr. Courtney. And the unit price agreed upon was $535,000. In 
round figures. 

Mr. Arwoop. Yes. 

Mr. Courrnry. That is before both Federal and State taxes, is that 
correct ? 

Mr. Atwoop. Correct. 

Mr. Courrnry. You were asked what percentage of depreciation or 
what total in dollars and what percentage of the company depreciation 
was charged against this contract, and your answer to that question is: 

Depreciation is generally charged against contracts as an element of burden, 
which is included in the sum reported in response to questions 8—C, D, and F. 


Now, 8-C, D, and F have to do with the direct charges against the 
contract. 
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You have answered the question in this way: 

It is estimated that $778.155 has been charged to this contract. This sum rep- 
resents 5.3 percent of the total provision for depreciation made by the corpora- 
tion during the period from October 1, 1949, to September 30, 1954— 
which was the last date of computation. 

Mr. Arwoop. Yes, sir. 

Mr. Covrrney. Can you tell us whether that depreciation—tell us 
to what that depreciation related. Was it to tools or to plant? 

Mr. Arwoop. It relates to plant and equipment. 

Mr. Courtney. Plant and equipment ? 

Mr. Arwoop. Yes, sir; not contract tools, such as fixtures, which are 
direct contract charges. But it does include machinery. 

Mr. Courtney. It includes machinery and plant? 

Mr. Atrwoop. Yes. 

Mr. Courtney. As distinguished from the other items ? 

Mr. Arwoop. Yes, sir. 

Mr. Courtney. Which are a direct charge to direct labor, or are ex- 
hausted in performing the contract, is that correct ? 

Mr. Arwoop. That is right. 

Mr. Courtney. And that sum is 5.3 percent of the total provision 
for depreciation, which was made by you over the period in question ¢ 

Mr. Arwoop. Yes, sir. 

Mr. Courtney. Are you able to state whether that sum has been al- 
lowed to you? 

Mr. Arwoop. I am sure'that it has. 

Mr. Courrney. Now, you were asked whether or not thers were any 
amounts taken out for amortization or future depreciation or other 
prospective costs or other contingencies, and your answer to that is: 

The corporation understands that the depreciation as used herein means the 
writing off of the cost of a property over its estimated useful life to the corpora- 
tion. Accordingly, depreciation reported herein includes an amount representing 
the amortization of improvements to certain leased properties. 

Now, may I ask whether or not the depreciation rate which you used 
in arriving at this figure was that allowed by the Bureau of Internal 
Revenue under its established schedules or was that an agreed rate of 
depreciation between you and the contractor ? 

Mr. Arwoop. This depreeiatton rate we use is the rate agreed upon 
between ourselves and the Bureau of Internal Revenue. It represents 
a fair estimate of the useful life of the items being depreciated. 

Mr. Courrney. Then there were no rates agreed upon between your- 
self and the contractor in determining whether or not these costs would 
be allowed? 

Mr. Arwoop. No; nor have we gone to the Defense Department to 
get a determination as to amortization, rapid amortization, with re- 
spect to our facilities. In other words, we don’t include any—— 

Mr. Courtney. What you might do for your own fiscal purposes is 
not the figure that is represented here, is that correct? 

Mr. Atwoop. Well, it is exactly what we do for our own fiscal 
purposes. 

Now, as we understand it, depreciation represents the amount of 
money fairly charged against the estimated useful life of an item 
of equipment or a building. Amortization, on the other hand, would 
be an drtificial, agreed-upon rate of depletion which you might 
apply to a contract. , 
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We have used the word “amortization” here with respect to leased 
facilities. 

Mr. Courtney. Yes, sir. 

Mr. Arwoop. In that installations we put in a leased plant might 
revert to the owner at the end of the leased period and would be 
depreciated over the period of that lease, irrespective of the esti- 
mated useful life. So that is an artificial rate of depletion. We 
use that on a leased facility only. We don’t use any arbitrary or 
agreed-upon amortization in charging our contracts. We use true 
depreciation, which we have agreed upon with the Treasury. 

Mr. Courtney. Well, then, the question is answered in this way, 
that these are rates that are agreed upon between the Bureau of 
Internal Revenue and your company ? 

Mr. Atwoop. That is right. 

Mr. Courrney. And represent no contractual arrangements with 
the Air Force? 

Mr. Arwoop. That is right. 

Mr. Courtney. Then, with reference to amortization, in this sum, 
which was a separate category or a separate question. 

Mr. Arwoop. Yes. 

Mr. Courtney. In this sum of $778,000 or 5.3 percent of your com- 
pany total is included all items of depreciation and all items of amorti- 
zation. 

Mr. Arwoop. Yes; and amortization only applies to certain leased 
facilities, as we stated here. . 

Mr. Courtney. Yes, sir. 

Mr. Arwoop. Right. 

Mr. Courrney. Mr. Chairman, I think—so we may follow the 
remaining questions and the percentages which have been assigned— 
it would be appropriate at this time to go to the general company 
figures from which these sums have been taken and have been applied 
to this contract. 

One further question before we proceed with reference to deprecia- 
tion of your plant and the like as it will appear on these later figures. 

You were asked whether or not you had any rapid tax amortiza- 
tion allowances and the like and whether those are reflected in any way 
in the company figures. 

Mr. Arwoop. We have a few items on which we have certificates 
of necessity. I think they are very few. But that would be used 
only for a tax computation and not for a contract charge in any case. 

Mr. Courtney. Any allowances made by you between yourself and 
the Bureau of Internal Revenue with reference to certificate of neces- 
sity rapid amortization is not then reflected in the figures which you 
are using here in determining contract costs and allowances? 

Mr. Arwoop. That is right. In order to incorporate it in the con- 
tract, we would have had to get a determination from the Defense 
Department as to the amortization rate we have used. We have not 
asked for nor received any such determination. 

Mr. Courtney. Then another way of stating it is that none of those 
items are reflected in the depreciation and amortization which you 
have shown here? 

Mr. Arwoop. That is right. 

Mr. Courtney. With respect to change orders, we will discuss those 
as we go as an overall subject, Mr. Chairman, with your permission. 
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Mr. Hesert. Yes. 
Mr. Courtney. The question with respect to Government sales dur- 
ing the period of this contract was asked in terms of percentage, and 
the answer for the year ended September 30, 1952, was 97 percent; 
for the following year, September 1953, 99.2 _—— for 1954, 99.56 
percent, and for the 10 months of your fiscal year—which preceded 
the receipt of the questionnaire—99.61 percent. 
Now, on the subject of net worth, which will not be repeated but is 
applicable to all these contracts, you were asked the question as to the 
net worth of the company at the inception of this Government business 
or the commencement of this particular contract, and the net worth as 
of September 30, 1955, and your answer to that is: 
On September 30, 1952, the net worth of the company was $57,440,750; that the 
net worth on September 30, 1955, was $94,686,484. 
Those figures of course are all a part of the corporate account of the 
company and are for that matter public information ? 
Mr. Arwoop. Yes, sir. 
Mr. Courtney. Isn’t that correct? 
Mr. Arwoop. Yes, sir. 
Mr. Courtney. Then, you were asked with reference to the amount 
of outstanding capital stock during the life of this contract, and your 
answer to that is that as of the closing date there were 3,435,033 shares 
of stock, which were issued. 
Mr. Atwoop. (Nods.) 
Mr. Courtney. And in the hands of private owners; is that correct ? 
Mr. Atwoop. Yes, sir. 
Mr. Courtney. During this period. 
You were asked for the amount of dividends paid per share in 1952, 
and the answer was $1.25 per share on the same amount of outstanding 
shares. 
Mr. Arwoop. Yes. 
Mr. Courtney. The number of shares does not vary during the 
period we are considering; is that correct ? 
Mr. Atwoop. That is right. It hasn’t changed in over 20 years. 
Mr. Courtney. All right. 
Then, you were asked for the amount of paid-in capital in 1952 and 
1955, and for that purpose we will turn to—it is No. 27, Mr. Atwood, 
on your tab. 
Now, the answer to that question is the complete financial picture of 
your company, and I will repeat it, if I may, for the record. 
Mr. Arwoop. Yes, sir. 
Mr. Courrnry. The total paid-in capital since its inception—and 
when you speak of the inception, you go back to 1928. 
Mr. Arwoop. Yes, sir. 
_ Mr. Courrney. Well, didn’t you become North American Aviation 
in 193-47 

Mr. Arwoop. No, sir. The company was formed in 1928. 

Mr. Courrnry. Total paid-in capital since inception, cash and other 
assets—what would be the other assets, so we can understand ? 

_Mr. Arwoop. The original structure of the company included pos- 
sibly some stocks involved in mergers. I don’t have too clear a picture 
of the formation of that company. But it was mostly cash. There 
might have been some equities paid in at that time. But I don’t know 

What they were, frankly. 
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Mr. Courrney. All right. 

Mr. Atwoon. But it was nearly all cash. 

Mr. Courtney. The next item which you show under that is less 
paid-in capital returned to shareholders, and you itemize that as liqui- 
dating dividends and retirement of capital stock. And that item is 
$9,309,373.84. Now, do you know when that distribution occurred 

Mr. Arwoop. Well, not precisely, but I have a pretty good idea of 
what it was. Yousee, when North American was originally formed it 
was sort of a holding company, with interests in many aviation firms. 
It had some shares in various manufacturing companies and certain 
airlines. 

In 1934 I believe the airmail act was passed and that type of an 
arrangement became contrary to the law. The company therefore 
disposed of certain assets through distribution to individual stockhold- 
ers of shares in certain companies and retained only certain manufac- 
turing facilities which formed the nucleus of North American Aviation 
as a manufacturing company. 

Mr. Hézerr. Mr. Atwood, would you please raise your voice just 
a bit ¢ 

Mr. Arwoop. I will try to, yes, sir. 

Mr. Courrney. When you come downto the figure $21,216,000, 
which is the third item in order, that represents the paid-in capital 
from all sources of the company after these other concerns had been 
taken out of the capital structure ¢ 

Mr. Arwoop. Yes, sir. That would be the part left of the original 
paid-in capital. 

Mr. Courtney. Now, then, you have less losses and writeoffs 
charged against paid-in capital, $14,671,178.21. Now the writeotfs 
of course would represent what? I shouldn’t say of course. I know 
what they represent. 

Mr. Arwoop. Possibly bad debts or worthless assets. Of course 
the company experienced large losses during the thirties and, having 
no other resources, these were charged against paid-in capital. So 
they are primarily losses which were experienced, say, from 1928 
through 1935, 1936, somewhere in there. 

Mr. Courtney. Now let me go back so the members clearly under- 
stand how you arrive at the $6 million. 

Mr. Arwoop. Yes, sir. 

Mr. Courtney. Which is your present paid-in capital. The $30 
million which is the starting figure at the beginning of the contract 
represents what ? 

Mr. Arwoop. The initial investment of stockholders when the com- 
pany was formed. 

Mr. Courtney. And at that time it represented holdings in com- 
panies other than the manufacturing company which it now is? 

Mr. Atrwoop. Yes, sir. 

Mr. Courrney. And those have since been sloughed off or have 
been separated ? 

Mr. Arwoop. Well, the equities have been distributed or the asso- 
ciation has been dissolved in one way or another. 

Mr. Courtney. So the next figure of $9 million represents dis- 
tribution made at that time and for that purpose ? 

Mr. Arwoop. That is right. 
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Mr. Courtney. Which brings us down to the $21 million figure, 
which is the third item ? 

Mr. Arwoop. Yes, sir. 2D. 

Mr. Covurrney. Then with reference to the $14 million item of 
losses and writeoffs, that represents the liquidation out of capital of 
certain losses which the company experienced 4 

Mr. Arwoop. Yes, sir. all 

Mr. Courtney. And does it also represent items of depreciation 
allowed to you out of income? ale 

Mr. Arwoop. Undoubtedly the losses did include some depreciation 
figures at that time. 

Mr. Courtney. You mean the $14 million represents 4 

Mr. Arwoop. The $14 million must have represented normal depre- 
ciation—must have included some normal depreciation. 

Mr. Courrnry. So from that you arrive at a net paid-in capital 
on September 30, 1952, of $6,544,971, which is the figure to which you 
have referred earlier in your testimony 4 

Mr. Arwoop. Yes, sir. 

Mr. Courtney. And as it appears on your financial statement then, 
the capital stock has a par value, a stated value of $1 a share? 

Mr. Arwoop. Yes, sir. 

Mr. Courtney. Sothat there would be a capital stock at par value of 
$1 a share, of $3,435,033 ? 

Mr. Arwoop. Yes, sir. 

Mr. Courrney. And the figure additional, paid-in capital of $3,- 
109,938, represents the balance of capital assigned to the individual 
shares of stock without regard to par ? 

Mr. Arwoop. That is what is left of the paid-in capital after the dis- 
tributions and the losses. 

Mr. Courtney. That is what is left of the paid-in capital of $21 
million after taking your losses and distributed over the number of 
outstanding shares without regard to par value? 

Mr. Arwoop. Yes, sir. 

Mr. Courrnry. Now the next question had to do, Mr. Atwood, with 
the amount of Government property used in the performance of this 
business or in the possession of your company. Now the total of those 
figures—that contribution amounts to $95,413,948, as computed from 
the figures shown in answer to the questionnaire ? 

Mr. Arwoop. Yes, sir. 

Mr. Courtney. I believe that in that figure is not included any as- 
signed amount for Air Force plant 16 and related facilities, as to which 
you have not received an assigned value; is that correct ? 

Mr. Arwoop. Yes, sir. 

Mr. Courtney. So that the amount of $95 million would be in- 
creased by whatever the value of that plant may be? 

Mr. Arwoop. (Nods.) 

Mr. Courtney. Now let me ask you this: Are you using and have 
you used in the performance of the contract we have under discussion 
this plant 16 and its related facilities ? 

Mr. Atrwoop. I believe that the plant 16 is located in Downey, Calif., 
and it is used primarily for the development of our missile and 
related equipment. 

I don’t believe that plant has been used to any appreciable degree, 
unless it would be some very, very minor element of the cost, in connec- 
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tion with this particular contract. It is devoted completely to this 
missile development work. 

Mr. Courtney. Then in your opinion it has no relationship so far 
as the contracts we have under consideration here this morning? 

Mr. Atwoop. No. It is generally 

Mr. Courtney. Charged to research and development ? 

Mr. Arwoop. Charged to research and development, although I 
might say there are some contracts included in this document which 
were partially performed in that plant before it was completely de- 
voted to missile and control equipment. The T-28 was manufac- 
tured there for a while, that is, assembled there, and the early AJ-1 
airplanes were assembled there. But I don’t know whether that work 
was out of the plant before 1952 or not. It was removed at about 
that time. 

Mr. Courtney. The other two questions that were asked you with 
reference to distribution from other accounting items had to do with 
officers’ salaries and contributions. 

Just so we can be clear, the amount of rental returned by your com- 
pany up to August 31 for the use by way of reimbursement by the 
Government for use of any of its properties is $1,133,611. I think 
you will find that total correct. 

Mr. Chairman, this is a relatively small amount and it is spread 
over a number of contracts by way of accounting distribution and 
represents the total reimbursement against all contracts of this com- 
pany. 

Which are officers’ salaries. And we begin in the year—with this 
particular contract we have under consideration—1949, is that correct ? 

Mr. Arwoop. 1948. 

Mr. Courtney. 1948. ITamsorry, 1948. In 1948 you were asked to 
specify and to indicate the amount charged against this contract 
which we have under consideration for the F-86D—you were asked 
to itemize the officers’ salaries in excess of $20,000, and you have done 
that over the period, and the amount assigned to this contract under 
consideration was 5.76 percent of the total amount spent over the 
period. And it came to $165,270.64. And that would be computed 
over the period 1949 to 19554 

Mr. Arwoop. October 1, 1949, to September 30, 1954, according to 
item 9. ‘ 

Mr. Courtney. Item 9, yes, sir. 

That amount was computed from these items, which I shall read. 

We commenced in the year 1949 with five officers whose earnings, whole 
salary exceed $20,000 as specified in the questionnaire. 

The chairman of the board, Mr. Kindelberger, $125,000; yourself, 
Mr. Atwood, as president, at $85,000; Mr. R. A. Lambeth, as vice 
president-financial treasurer, $30,000; Mr. R. H. Rice, vice president, 
engineering, $42,000; and Mr. J. S. Smithson, vice president, manu- 
facturing, $30,000; total, $312,000. 

Now these salaries remained constant in the next year, with the 
exception of one addition, Mr. A. T. Burton, is that correct ? 

Mr. Atwoop. That is right. There was a change in some of the 
salaries in 1950. I don’t know whether you want to make a point of 
it or not. 

Mr. Courtney. Well, is it a significant change ? 
anything by way of incentive or bonuses ? 
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Mr. Arwoop. No, sir. 
Mr. Courtney. It was an adjustment, then, in salary over that fiscal 


year by way of raise ? 


Mr. Arwoop. Yes, sir. 

Mr. Courtney. Then neither yourself—your own salary, nor that 
of Mr. Kindelberger, were raised in 1950, but Mr. Lambeth’s was, 
to $33,675; Mr. Rice to $43,837.50; and Mr. Smithson to $33,675; with 
Mr. Burton for a short period, $1,538,¢a total of $322,726. 

Now we come to the year 1951, with the addition of several other 
officers, Mr. Burton at $25,000; Mr. Gallant, from March, at $17,397; 
Mr. L. L. Waite, from March, to $17,000; Mr. S. G. Anspach, secretary, 
at $21,000, a total of $417,584.35. 

For the year 1952, the same officers, with an increase of salary in 
the case of the chairman of the board, $140,578.64; president, $100,- 
970.13; Mr. Lambeth, the treasurer, vice president and treasurer, 
$46,999: Mr. Rice, the vice president for engineering, $53,894; Mr. 
Smithson, the manufacturing vice president, $46,999; Mr. Burton, 
the vice president, $26,947; Mr. Gallant, $33,738; and Mr. Waite, vice 
president, $33,738; Mr. Anspach, the secretary, $22,917; a total of 
$506,080.68. 

We come to the year 1953, and we have the same officers indicated, 
and total salary of the chairman of the board at $150,000, there is 
added $41,137, making a total compensation for that period of $191,137. 

With respect to yourself, your salary was increased from $100,000 
in round figures to $110,000, with an incentive of $34,007, making a 
total of $144,007. 

Mr. Chairman, I have, for the members, itemized these accounts. 

I wanted to ask a question now—well, let me finish reading the 
1953, which is the first time that incentive appears. 

Mr. Arwoop. (Nods.) 

Mr. Courtney. Mr. R. A. Lambeth, $50,000 salary and $20,843 in- 
centive; Mr. Rice, $56,000 salary and $21,940 incentive; Mr. Smithson, 
$50,192.63 salary and $20,843 incentive; Mr. Burton, $28,107 and 
$10,531 incentive; Mr. Gallant, $36,416 for salary and $16,455; Mr. 
Waite, $36,138 for salary and $13,712 for incentive; Mr. Anspach, 
secretary, $24,092, and $7,898 for incentive. 

So that in the year 1953 total salaries were $540,947, and of in- 
centive, $187,366. 

Now since this is the first time that that item appears and since it 
is apparently charged against these contracts, would you explain 
what this incentive compensation is, how it is arrived at? It seems to 
be an odd figure in many instances. And also, whether or not it has 
been allowed by you by the contractors. 

Mr. Arwoop. Yes, sir. 

I might say, to begin with, that as you can see, the size and scope 
of our company has been rapidly increasing. It has involved the 
assignment of new officers and greatly broadened the responsibility 
for each of them. 

Now the incentive compensation plan we have was originated in 
1938. It was designed to provide incentive for not only the officers 
of the company, but for all principal supervisors and technical people. 

It is distributed from a fund which has been set up in each case 
on a formula. The incentive compensation is related to the profits 
of the company. It is related to the profits because it is the best meas- 
ure we have of the accomplishment of our organization. 
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So in each year that the incentive compensation plan is applicable 
and effective, we establish a fund for incentive compensation to officers 
and key employees. 

In 1955 the fund was distributed to about 1,000 people, including our 
general foreman, principal engineers, and scientists and all other 
people having to do with the effectiveness of our company. 

This incentive-compensation fund was made available and paid in 
the years 1938 and 1939 as well as 1940. At the time the war started 
the incentive-compensation plan was suspended. It was felt that dur- 
ing that period the activity of the company could not be so well related 
to profit and that the nature of the war emergency did not lend itself 
to that type of remuneration for officers and key employees of the com- 
pany. 

So it was suspended throughout the war years. It was not reinstated 
during the postwar period. It has been considered from time to time. 
But the Korean war began in 1950. Again it didn’t end until the sum- 
mer of 1953. It seemed the year 1953 was a propitious time to reinstate 
this incentive-compensation plan. 

Now, the total fund available for incentive compensation is deter- 
mined approximately as follows: 

The total profits of the company after taxes are determined and a 
deduction of 10 percent of the worth of the company—— 

Mr. Courrney. Of the net worth ? 

Mr. Atwoop. Of the net worth of the company is made. Of the 
remaining amount—I beg your pardon. Seven percent of the net 
worth of the company is deducted. Of the remaining amount, the 
fund is established representing 10 percent of the remaining profits. 
after taxes. That fund is distributed in the discretion of our board 
of directors to these key officers and supervisory and technical per- 
sonnel. 

The total incentive-compensation fund is determined in that man- 
ner. 

Going over to the year 1955, there was a total incentive compensa- 
tion paid to officers of the company of $399,000. The total fund for 
incentive compensation for all the supervisory and technical people in 
the company was about $2,400,000. So the balance was paid to non- 
officer personnel and supervisors. 

Now we have an important factor in this incentive-compensation 
payment. The amounts shown here are awards. Those are not pay- 
ments. 

In order to receive the full amount of the award, it is necessary for 
the officer or the recipient to continue with the company 5 consecu- 
tive years. The award is paid over those years in 5 equal install- 
ments. 

It is an incentive-to better the effectiveness of the company. It is 
an incentive to all our key people to remain with the company, in order 
to receive this very compensation. 

We consider it an extremely effective plan. It is, as I say, related to 
the profits of the company because that is to us a more effective measure 
of our contribution than sales or any other simple yardstick. 

So that is the basis on which these awards are made and in which 
our incentive-compensation plan operates. 

Mr. Courrney. Well, then, to continue, for the year 1954, the 
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figure for salaries rose on the same individuals from $540,000 to 
$556,000 and the incentive compensation for the same officers rose to 
$338,000, making a total of $894,162. 

And in the year 1955, which is the last year we are considering, with 
the addition of 1 officer at $12,000, with incentive compensation of 
16.000, the total salaries of this bracket rose to $594,250. The incen- 
tive to $399,000. Making a total of $993,250.01. 

Mr. Atwood, the sum of 5.76 percent of that over the period which 
we have just covered of those items was charged against the F-86D? 

Mr. Arwoop. Yes, sir. The period of that contract, October 1, 1949, 
through September 30, 1954. 

Mr. CourTNEY. That is correct. 

Now may I ask: Have all of these sums been allowed and all of 
these rates been allowed by the negotiating officers in the Department 
of the Air Force’ If you know. 

Mr. Arwoop. We expect that they will be allowed, in that we feel 
that these correspond to armed services procurement regulation defini- 
tions of reasonable compensation, which regulations refer to Treas- 
ury Department definitions of reasonable compensation. 

We do not have final determinations on this, Mr. Courtney, and 
I can’t say that they are allowed. But we think they should be allowed 
and we think that they will be. 

Mr. Courtney. But so far as the computation of costs of the indi- 
vidual aircraft with which we are concerned, they were used by you 
and they have been distributed by you to the individuals named, and 
for the basis for the 5.76 percent assigned to this particular contract ? 

Mr. Arwoop, Well, you will note that contract was largely executed 
throughout the years prior to September 30. 

Mr. Courrnry. That is before the incentive became effective? 

Mr. Atwoop. Largely so. Whether there is any incentive included 
in that or not, I can’t tell you. But there may be. There may be 
some. It would be a relatively small amount in that case. 

Mr. Courtney. Now another question. Of course I assume all these 
sums have been paid ¢ 

Mr. Atrwoop. ‘They have been awarded and as I indicated, they are 
to be paid if the officer remains in good standing with the company 
over a per iod of years. 

Mr. Courrney. One further question. The last period of renego- 
tiation of your company was what ¢ 

Mr. Atwoop. The year 1952 has been. 

Mr. Courrnry. 1952 was the last year? 

Mr. Arwoop. Has been settled ; yes, sir. 

Mr. Courtney. Has been settled. Were any of these sums renego- 
tiated, those that referred to the year 1952, if you know? 

Mr. Arwoop. Any executive compensation ? 

Mr. Courtney. Yes, sir. 

Mr. Atrwoop. No, sir. 

Mr. Courtney. Now, then, with reference to the item of trade asso- 
clations and so forth, $34,158, of which- 

Mr. Foco. Question 12—contributions ? 

Mr. Courrnery. Yes. 

Mr. Arwoop. Yes, sir. 
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Mr. Courtney. Now we come in the case of this particular contract 
to the year 1949. I believe that would be—the most convenient, I be- 
lieve, would be October 1; is that right? 

Mr. Atwoop. Very well. 

Mr. Courtney. Now in that year there were $58,384.74 paid to 6 
associations and 

Mr. Atrwoop. I am not keeping up with you, Mr. Courtney. 

Mr. Courtney. I say in the period October 1, 1949, to September 
30, 1950. 

Mr. Atwoop. I see. 

Mr. Courtney. Which is the first of the fiscal periods related to the 
F-86 contract, $58,384 were paid to 6 associations. Now we distin- 
guished in our questionnaire between that grouping and consultants’ 
fees. 

Mr. Arwoop. That is right. 

Mr. Courtney. So that none of these represent consultation for any 
technical purpose, is that right ? 

Mr. Arwoop. That is right, except to the extent that the Aircraft 
Industries Association helps coordinate certain overall technical 
factors. 

Mr. Courtney. Now, then, in the last period covered by this con- 
tract, the period, October 1, 1954, to July 31, 1955, the total of these 
contributions rose to $101,449.37, and a percentage of that which we 
have just indicated and covered in the testimony of those total ex- 
penditures for those years was assigned to and paid out of the F-86 
contract ? 

Mr. Atwoop. Yes, sir. 

Mr. Courrney. Now let us take the last of these items. The first 
item is $70,266.92 to the Aircraft Industries Association of America. 
Now will you explain to the committee what service is rendered for 
that sum? 

Mr. Arwoop. Yes, sir. The Aircraft Industries Association is our 
trade association in connection with all aircraft and related to equip- 
ment manufacture. The association is governed by a board of gov- 
ernors who are principal executives of the various companies repre- 
sented. There are 26 governors, representing 26 companies in avia- 
tion activities. 

It operates on a budget which is determined from year to year and 
the contribution of each company is related to its total sales. There 
is an agreement or a proration. So that the amount of dues we pay is 
somewhat variable, Louuiiion on the sales which we report in a par- 
ticular year in the aviation business. 

Mr. Courtney. Now, does that relate to sales to the Government 
‘sales to private concerns? 

Mr. Arwoop. Total aviation sales. 

Mr. Courtney. Total sales of each of the participating companies? 
Mr. Arwoop. Only their aviation sales. 

Mr. Courtney. Aircraft? 

Mr. Arwoop. Aircraft sales. For instance, the General Electric 
Co. belongs to it and they contribute to it with respect to their engine 
and related development. Westinghouse belongs to it and supports 
it with respect to their aviation work. 

Our company, being 100 percent aviation, pays with respect to all 
those sales which are aviation sales. 
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ct . Mr. Courtney. Finish, please. 
B- a Mr. Atwoop. Shall I talk about the functions of the Aircraft Indus- 
tries Association ¢ 
E Mr. Courtney. Do you have it for the Manufacturers Aircraft 
6 > Association, as well? 
3 Mr. Arwoop. I can discuss the Manufacturers Aircraft Association 
© also, if you like. 
r z Mr. Courtney. At this point. 
i Mr. Arwoop. The Aircraft Industries Association serves as a chan- 
> nel for coordinating all aviation activities within the purview of this 
e trade association. It serves as a communication medium for Govern- 
- > wment-industry relationships, directed toward the development at the 
3 : lowest possible cost and with the least effort and delay, with the highly 
> advanced military and commercial aeronautical products required by 
* the Nation, to coordinate engineering, manufacturing, inspection, and 
y ) administrative activities of the aircraft industry in areas where co- 
+ operative endeavor and uniformity of procedures and processes con- 
t ) tributes to the productivity and efficiency of individual members. To 
l ) promote through an exchange of ideas and information the solution 
,’ of the industry’s problem and to keep the industry advised of Gov- 
- > ernment trends and regulations affecting the design, performance and 
2 > manufacture, and procurement of aircraft. ‘To help establish policies 
. > and standards leading to the most efficient and economical industry 
- ) practices and to promote the recognition and application of such poli- 
j ; cies to the cognizant Government agencies and other organizations. 
r I won't go any further with this. There are many, many functions. 
. But— 
, i Mr. Courtney. Are those the prime functions? 


| Mr. Arwoop. Yes, sir. We have an industry planning service, 
’ which includes industrial relations committee, a quality control com- 
mittee, an industrial security committee, a patent committee, statistics 
und reports committee, a tax committee, spare parts committee, a 
preservation and packaging committee, an accounting and comp- 
trollers committee, a legal committee, a materials committee. 

Then we have technical services, and under that we have an air- 
craft technical committee, an airworthiness requirements committee, 
an aircraft research and testing committee, engineering contract re- 
quirements committee, national aircraft standards committee, an 
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; accessory and technical equipment committee, an electronic equipment 
‘ committee, an engine technical committee, a guided missile committee, 


a manufacturing methods committee, a propeller technical commit- 
tee, a rocket technical committee, a noise control committee. 

Then we have a helicopter council and a utility aircraft council, 
traffic service, export service, and a public relations service. 
i _ These committees are participated in by representatives of substan- 
tially all the major companies and do a great deal of work in im- 
; proving the effectiveness of our industry. 
; Mr. Courrney. Mr. Atwood, in answer to the question with respect 
to selling expenses as they appear in your response to the interroga- 
tories relating to the F-86D and your explanation of the functions 
of this association to which you have just made reference, are the 
i selling expenses which might be charged in normal practice against 
contracts and as this sum is charged against this contract—are they 
the services that are rendered by this association ? 
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Mr. Atwoop. No, sir. This association has nothing to do with 
selling of aircraft, nothing whatsoever. 

Mr. Courtney. So that you would not denominate it as a selling 
expense in the normal acceptance of that term ? 

Mr. Arwoop. No, sir. 

Mr. Courtney. Now, the next larger of the largest of the items is 
that of the Manufacturers Aircraft Association, at $13,244.95, which 
appears for the year 1954-55 ? 

Mr. Atrwoop. Yes, sir. 

Mr. Courtney. And then again to the year 1953, the same associa- 
tion appears at $65,000, with a reimbursement in the following year of 
$19,000. 

Would you explain to the committee what that association does and 
what relationship it has to the performance of your contract with the 
Government on the F-86D? 

Mr. Atwoop. The manufacturers aircraft committee was formed 
about 1919 or 1920 to deal with the patent aspects of the aircraft manu- 
facturing business. It is an agency that we use, and all aircraft manu- 
facturers, so far as I know, belong to it. It is an association, an or- 
ganization which gives us a channel for handling patents that we have 
which apply to aviation products, primarily aircraft. 

The procedure of this committee is to—it is that each company when 
it gets a patent and claims some patent rights with respect to it, sub- 
mits its patent to the Manufacturers Aircraft Association, which form 
a committee, an arbitration committee, to determine the worth of that 
patent. And in that respect it establishes an award relating to the 
patent. 

The members are bound by this award. The awards have been gen- 
erally quite small. It isa method of preventing patent litigation, and 
it is an orderly procedure for determining the value of patents and 
the awards that should be granted to the designer or the inventor of 
the patent. 

Mr. Courtney. Is that a legal service, then ? 

Mr. Arwoop. It is partly legal and partly administrative. 

Mr. Courtney. In answer to one of the questions with respect to the 
F-86D, without segregating you stated that roughly 1.45 percent of 
the total expenses of your company for legal, professional, and ac- 
counting services was charged to the contract of 86D, and likewise that 
this portion of this fee, or these fees, was charged to the same con- 
tract, $34,158.08, or a total of 7.92 percent of the total of all of these 
expenditures for the year of the contract account charged to, and I 
take it vou say allowed by the contracting officer. 

Mr. Atrwoop. Yes, sir: I believe so. 

Mr. Courtney. Now, let me see here. 

Off the record. 

(Discussion off the record.) 

Mr. Courtney. We finished with the F-86D as far as the record is 
concerned. 

Mr. Hénert. We will recess now until 2 0’clock. The committee will 
recess until 2 o’clock. 

(Whereupon, at 12:15 p. m., the subcommittee adjourned, to recon- 
vene at 2 p.m.) 
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AFTERNOON SESSION 





Mr. Hézert. The committee will come to order. 
(Present: Mr. Hess, Mr. Gavin, Mr. Bates, and Mr. Miller.) 

Now at the recess, Mr. Courtney, you had just concluded your 
interrogation in connection with the figures as related to—what 1s 
the name of the plane? 

Mr. Courtney. The F-86D. 

Mr. Hésert. The F-86. 

Mr. Courtney. Mr. Chairman, I think there is one point on which 
there may have been some misunderstanding. I want to be sure the 
record is straight on it. 

Referring particularly, Mr. Atwood, referring to the incentive 
bonus, last year was $388,000 

Mr. Arwoop. $399,000. 

Mr. Courtney. $399,000 was paid to the 8 officers whose names are 
mentioned in the tabulation—so the record may be clear, that incentive 
is paid over a period of time, is it not ? 

Mr. Atwoop. Yes, sir. The award is listed here. The money will 
be paid over a 5-year period, one-fifth in the year in which the award 
was made, one-fifth in each subsequent year, providing the person 
remains an employee of the company. 

Mr. Courtney. But supposing the person does not remain an em- 
ployee of the company, what becomes of it ? 

Mr. Atrwoop. If the employee resigns his employment or is dis- 
charged for cause, the money reverts to the company treasury. 

Mr. Courtney. So that it is subject to forfeiture under certain 
conditions ? 

Mr. Arwoop. Yes, sir. A part of the incentive is to maintain sta- 
bility of employment of these key people. 

Mr. Courrnrey. Mr. Atwood, so we may have a rounded picture 
from which these percentages that we discussed this morning ap- 
plicable to the F-86D are taken, may we refer now to the balance sheet 
for the year 1954, which is the latest of the balance sheets, to get 
the relationship between these total figures and the percentages as 
applicable to the F-86. 

And I refer now to the balance sheet of the company for the year 
ending September, 1954. I will ask you whether or not the year 1955 
would substantially reflect the same relative percentages, if you know ? 

Mr. Atrwoop. I have the 1955 figures, Mr. Courtney. I am not quite 
clear as to what percentages you referred to. 

Mr. Courtney. Percentages which are taken from this sheet with 
reference to depreciation and the like and applied percentagewise 
to the F-86D contract. 

Mr. Arwoop. The property account 

Mr. Courtney. We will refer to the latest balance sheet. The last 
one in the exhibit which you presented is 1954? 

Mr. Arwoop. Yes, sir. 

Mr. Courtney. If there is a more recent one, it would be helpful 
to use it. Are the same questions asked and answered? I believe 
they are. 

_ Mr. Arwoop. Yes. But I can work with the 1954 balance sheet, 
if you will proceed. | 
Mr. Courtney. Very good. 
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Mr. Chairman, so far as these depreciation and amortization and 
other figures are concerned, insofar as the capital investment is con- 
cerned, the assets on the balance sheet on September 30, 1954, were 
as follows: Cash $38,483,990; accounts receivable, principally from 
the United States Government, $61,440,777. 

Now that is the year in which all but 0.34 percent, or 0.44 percent 
of your income would have been from the Government ? 

Mr. Arwoop. Yes. 

Mr. Covurrney. Now that relates not only to plane contracts, but 
to all work done for the Government ? 

Mr. Atrwoop. Yes, sir. 

Mr. Courtney. Is that correct ? 

Mr. Atwoop. Yes, sir. 

Mr. Courtney. Now, then, you have listed under inventories of 
raw materials, parts, supplies, and work in process, generally at cost, 
not in excess of market ? 

Mr. Arwoop. (Nods.) 


Mr. Courtney. Less progress payments on contracts under which 
title to related inventories, vests in the United States $216,405,875. 
Then in your assets column you carry $114,508,510. That figure 
represents what ? 

Mr. Arwoop. That represents the corporation’s investment in these 
inventories. The sum of $114,508,000 and the $216,405,000 added 
together represent the value of the total inventories in our plants. 

Mr. Courrney. The total inventory ? 

Mr. Atwoop. Yes, sir. 

Mr. Countney. Of which $114 million is company money ? 

Mr. Arwoop. Yes, sir. 

Mr. Courtney. Is that correct ? 

Mr. Arwoop. That is correct. And the $216 million is progress 
payments against actual expenditures, which the Government has 
made. 

Mr. Courtney. So that in addition to what appears on the asset 
sheet, you have actually received $102 million on that basis, of progress 
payments in advance of expenditures? 

Mr. Arwoop. We haven't received anything in advance of expen- 
ditures, Mr. Courtney. The whole $216 million has been paid, but 
the products have not been delivered. It is as though you had a 


house built and the foundation is finished where you pay a certain 
percent. 


Mr. Courtney. I see. 

Mr. Atwoop. When the roof is on you would pay an additional 
amount. 

Mr. Courtney. Yes. 

Mr. Atrwoop. We have done the work. The planes aren’t com- 
pleted. But progress payments have been made. 

Mr. Courrney. And title has passed ? 

Mr. Arwoop. Title is in the Government. 

Mr. Courtney. Yes. 

Mr. Atrwoop. Title is vested in the Government for anything on 
which progress payments have been made. 

Mr. Courtney. So that still appears at that point in the assets 
column of your balance sheet for that year? 

Mr. Arwoop. Yes, sir. 
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Mr. Courtney. Now let’s pass to the property account. Land, im- 
provement to land, and leaseholds, buildings, machinery and equip- 
ment, and so forth, at cost, $33,622,220. Less accumulated deprecia- 
tion and amortization, $15,584,072. Leaving a remainder for a net 
book value of that account at $18,038,148. 

Under liabilities you have notes payable to bank, $26,500,000. And 
will you state, please—unsecured—generally what that item 
represents ? 

Mr. Arwoop. They are short-term notes. 

Mr. Courtney. Short borrowings? 

Mr. Arwoop. Yes, sir. 

Mr. Courrney. For payment of material accounts or labor? 

Mr. Arwoop. For current operation ; yes, sir. 

Mr. Courrney. And passing very rapidly through that, you have 
accounts payable for accrued wages, $47,559,000? 

Mr. Arwoop, Yes. 

Mr. Courtney. Then you have estimated savings refundable to the 
United States Government under incentive type contracts, $52,950,- 
476. Would you briefly explain that item to the committee? 

Mr. Arwoop. Yes, sir, I can explain that. 

Under our incentive contracts, which I have touched on in my state- 
ment and in answer to some previous questions, our major contracts 
are on a basis of a firm target price which is arrived at after some 
experience has been gained in the initial stages of production. 

Mr. Courrnry. Could you be specific now? Could you take the 
F-86D? 

Mr. Arwoop. Yes, 

Mr. Courrnry. And let’s start with that as a basis and work back 
to It. 

Mr. Arwoop. The first contract of F-86D’s involved 156 aircraft. 
We started out with a tentative target price of $82 million, I believe. 
Our records will show. 

Mr. Courtney. (Nods.) 

Mr. Atwoop. There wasn’t a very complete idea of the scope of the 
project at that time. I have indicated to you it was a major develop- 
mental type, for a completely new type of plane, involving a new fire- 
control system, a new powerplant, a new method of armament, and 
certain all-weather capabilities which had never been built into a 
single-seat airplane before. 

We undertook the engineering, the tooling, the development, and 
the flight test. We were producing the early planes concurrent with 
that work. During the early stages of the project most of the engi- 
neering changes, most of the design development work, had been 
accomplished and the final configuration of the airplane became 
apparent. 

We had an arbitrary point. I believe it was for delivery about the 
35th or the 40th airplane, where we had a complete negotiation to 
determine what the nal target price of that production lot of air- 


craft would be. We made that with the benefit of some hindsight. 
We had a good idea of what the engineering would cost, the tooling; 
we had a good idea of the testing involved, refinements, and modifi- 
‘ations having been incorporated, and some experience had been 
gained on production costs. 












1330 AIRCRAFT PRODUCTION COSTS AND PROFITS 


So we negotiated a final target price. The target price was ma- 
terially higher than the initial pro forma target with which we started. 

Mr. Courtney. That is at the 35th plane, roughly ? 

Mr. Arwoop. Yes. Now the balance of the cost to finish the other 
110 planes or 120 planes, approximately that number, was estimated. 
It was estimated on the basis of our experience when the target started. 
It was further estimated on the basis of comparisons that the Govern- 
ment officers were able to make with experience on previous contracts, 
both with ourselves and with other firms. . 

We don’t have access to their data on other companies, but they 
utilize it in their judgments. 

So we estimated the number of labor hours, material costs, and other 
production costs that would be involved in completing that contract. 
So we established a final firm target price. 

Then we completed the production. We accepted the variations 
in cost and we finished the contract and then made a final accounting 
of what it did cost us to do the job. 

Now, as it worked out on that particular contract, the total cost of 
finishing that contract was reasonably close to what we estimated. 

We claimed a profit per plane of $38,505, as you developed before, 
on an average unit price of $535,000. 

At that point all accounting was completed. 
determined. 

In our incentive contract we have a provision that if we improve 
on the final target cost, there is a saving. Generally speaking, that 
saving is shared by the Government and the contractor. 

The Government participates to the extent of 75 percent of the 
saving and the contractor 25 percent. If there is an overrun the 
Government bears 75 percent of that overrun and the contractor from 
his own funds, profit, if any, or otherwise, pays the other 25 percent. 

So in completing that contract, we made this final accounting, the 
determinations were finalized, and the final profit before taxes came 
out to be the $38,000 you mentioned, which is some 7 percent in con- 
nection with the price of the airplanes. 

That is the simple statement of the mechanics involved and the 
procedure utilized. 

Mr. Courtney. Referring to this fund of $52,950,000 for the year 
1954 

Mr. Arwoop. Yes. 

Mr. Courtney. Would that represent the accumulation of moneys 
due in the incentive type contract to the United States for work in 
progress ? 

Mr. Atwoop. Yes; that is substantially what that represents. It 
is an accumulation against various contracts wherein we have deter- 
mined or estimate that we are going to have to make a refund as soon 
as final accounting is completed and we can be paid the money. 

Mr. Courtney. And that is the purpose of that fund as it appears 
in the statement for 1954 and in the other years? 

Mr. Arwoop. That is right. That is exactly right. There may be 
other adjustments other than that particular one, but that is the bulk 
of the money. 

Mr. Courtney. Well, it does represent the principal source, then, 
from which you would expect to make any contract adjustments? 

Mr. Arwoop. Yes, sir. 


The actual cost was 
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Mr, Courtney. In your incentive-type contracts? 

Mr. Arwoop. Yes, sir. 

Mr. Courtney. And this year it happens to be an accumulation of 
$52 million ? 

Mr. Arwoop. Yes, sir. 

Mr. Courtney. Could you readily refer to the year 1955 and tell 
us what that fund is? 

Mr. Arwoop. Yes, I can. At that time 

Mr. Courtney. This is for the end of this fiscal year. 

Mr. Arwoop. Our fiscal year ends September 30. 

Mr. Courtney. Yes, sir. 

Mr. Arwoop. And for the year ended September 30, 1955, we re- 
ported $41,915,410 as refundable to the Government, a little bit less 
than 1954. 

Mr. Courrnry. Very good. 

Let us pass down now to the other item, and I would like to compare 
1954 with 1955. Under stockholders’ equity—we have been over the 
capital stock and we have been over the additional paid-in capital 
which is represented by the capital stock. Now you have an item: 
Earnings retained for use in the business, $71,249,986, and the sources 
of that is—— 

Mr. Atwoop. The source is earnings, cumulative earnings retained 
since 1934, I believe. 

Mr. Courtney. Since 1934? 

Mr. Arwoon. 1933 or 1954, 

Mr. Courrnrey. 1934. Could you give us the same figure now for 
the year 1955 from your most recent sheet ? 

Mr. Arwoop. Yes, sir. 

Mr. Courrnery. Actually, the questionnaire reached you before the 
end of your fiscal year ? 

Mr. Arwoop. Yes. 

Mr. Courtney. Which explains the difference ? 

Mr. Arwoop. For September 30, 1955, earnings retained for use in 
the business: $88,141,513. 

Mr. Courrnry. So then as we look at these sheets progressively from 
the year 1952, which is the time the first question was asked, that figure 
is the same with additions per annum, for the fiscal year, is that correct ? 

Mr. Arwoop. We have consistently added to our earnings retained 
in the business; yes, sir. 

Mr. Courtney. For example, in the year 1952, the first year we start 
with, is $50,895,000, and in the last year it is 88, all accumulated out 
of the business. I think I have one further question for clarification 
only. I have not asked you—Mr. Chairman, I have not asked Mr. At- 
wood about the change orders. But so we may be precise, the change 
orders, financial and otherwise, with respect to the F-86D are all con- 
tained in answer to the questionnaire. 

Mr. Arwoop. Yes, sir. 

Mr. Courtney. And are all reflected in the total price ? 

Mr. Arwoop. Yes, sir. 

Mr. Courrnry. And rather than take a specific question, we will ask 
a general question, Mr. Chairman, at the conclusion of the witness’ 
testimony, if it is agreeable. 


Mr. Hepertr. (Nods.) 
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Mr. Courtney. Now, Mr. Chairman, I should like to request that 
for the sake of detail which is lacking, of course, in an examination, 
that we be permitted to interpolate into the record at an appropriate 
time the detailed figures on which the final figures discussed this morn- 
ing have been based. 

Mr. Hésert. Mr. Courtney, do you intend to pursue at this time—I 
understand there are five model-type aircraft from which a fixed figure 
has been arrived at, is that correct ? 

Mr. Courtney. I think so. I would say five, and be subject to cor- 
rection, fixed in the sense that Mr. Atwood has answered with respect 
to the F-86D. 

Mr. Heéserr. That is correct. 

Mr. Arwoop. Yes, sir. 

Mr. Courtney. As to the others, they are in various stages of work. 

Mr. Atwoop. Yes; that is right. 

Mr. Courtney. And the explanations for them will vary slightly. 
The purpose this morning was to develop the means by which this 
price of $535,000 per unit was arrived at and to do that, of course, we 
had to consider the percentage figures and ultimately the total figures 
from which the percentages were derived for application to this 
contract. 

Mr. Hésertr. Before the committee interrogates Mr. Atwood, will 
you list those in the same situation as the first aircraft? 

Mr. Gavin. F-86. 

Mr. Hésert. F-86, giving the unit price at which it was sold, the 
price of manufacture, and the profit. 

Mr. Courrnry. So the committee may understand, each question 
with respect to each contract series is identical. 

Mr. Héperr. That is correct. 

Mr. Courtney. The percentages vary. 

Mr. Hesert. And you may put into the record later the details as 
related to these specific contracts. 

Mr. Courrnry. No.2 is the F-86F. At the bottom of the page I be- 
lieve we have the adjusted unit price. 

Mr. Arwoop. Yes, sir. 

Mr. Courtney. Now, this F-86F, contract No. AF33038-14801, is 
for F-86E and F airplanes. Without going into the detail, the adjust- 
ed final price on these planes, Mr. Atwood, from the record is $129,- 
426.96 per unit. 

Mr. Arwoop. (Nods.) 

Mr. Courtney. With a profit of $8,510.82, derived from the total 
production of this contract and applied as a unit figure. 

Mr. Arwoop. Yes, sir. 

Mr. Henerr. That is the second one? 

Mr. Courtney. That is the second of the large contracts. 

This is the F-86H. There we have a production contract with the 
determined price according to your figures of $460,396 per unit with a 
profit of $37,153 Be unit, determined in the same fashion as with re- 
spect to the F-86D. 

Mr. Arwoop. Yes, sir. 

Mr. Courtney. Now let us pass to the next. Now—and I think this 
is the last. I was wrong. 

Mr. Chairman, at this point we get into the incomplete contracts and, 
therefore, we do not have the company’s final figures. 
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Mr. Hésert. Well, you can’t determine at this time 
Mr. Courrney. Those are not determinable at this time. 
Mr. Hésert. Have you completed those 
Mr. Courtney. Just a minute. 

Now we come to the F-100A. There you have—you state a nego- 
tiated average unit price. Do I understand that negotiations are com- 
plete? Ts ; tee 

Mr. Atrwoop. Not final negotiations, according to this record. This 
is the negotiated average unit target sales price, which is a final target 
price, but 

Mr. Courrney. It is not a final 

Mr. Arwoop. It is a final target price. 

Mr. Courtney. It is. 

Mr. Arwoop. But it may be adjusted as a result of final auditing. 

Mr. Courtnry. But that would be subject to adjustment in the 
fashion you have indicated ? 

Mr. Arwoop. Yes. 

Mr. Courrney. And accumulated into a fund similar to the $50 
million, is that correct? 

Mr. Arwoop. Yes; when the audit is complete. 

Mr. Courrnry. Very good. 

The price on that, the unit price estimated at this point, is $663,354, 
with a profit per airplane of $52,422. 

Mr. Arwoop. That, too, is tentative, Mr. Courtney, the profit. 

Mr. Courtney. The profit is tentative; yes. 

Mr. Arwoop. Yes. 

Mr. Courtney. We understand that. 

Mr. Arwoop. Yes. 

Mr. Courrnrey. Now we come to the AJ-1. You have an adjusted 
average final unit price. Now, will you explain just a little bit. That 
is different language than the one previous. 

My. Arwoop. Well, that contract was completed some years ago. 
The figures are final. : 

Mr. Courtney. Have you been negotiated on that ? 

Mr. Arwoop. Yes, sir. 

Mr. Courtney. Or renegotiated, I should say. 

Mr. Arwoop. Final determinations have been made. 

Mr. Courrney. So for all practical purposes it is a completed 
contract ? 

Mr. Atrwoop. Yes, sir. 

Mr. Courtney. On which you have a settled price of $1,321,972. 
Question 16: A loss per airplane of $33,570, correct ? 

Mr. Arwoop. Yes, sir. 

Mr. Courtney. That was an incentive price contract ? 

Mr. Atrwoop. Yes, sir. 

Mr. Courtney. In which the 25 percent applicable to the contractor 
has been applied ? 

Mr. Atwoop. (Nods.) 

Mr. Courtney. Resulting in this figure per unit? 

Mr. Arwoop. Yes, sir. 

Mr. Courtney. Then we pass on to the AJ2 and the AJ2P. You 
have—which is the final figure—off the record a minute. 

(Discussion off the record.) 
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Mr. Arwoop. There were two kinds of airplane, that is they were 
outfitted differently. 

Mr. Courtney. Yes. 

Mr. Arwoop. So there were two prices on that particular contract. 

Mr. Courrney. Is there a difference in the profit 4 

Mr. Arwoop. Y es,sir. Thisisreallytwoplanes. The first of them, 
the AJ2P, has a unit price of $993,504, with a profit per unit of 
$103,769.07. 

Mr. Courrney. Let me ask you this: Is that a final figure, Mr. 
Atwood, if you know? 

Mr. Arwoop. I believe that is a final figure, Mr. Courtney. 

Mr. Courtney. Now, then, with reference to the AJ2, you have a 
unit price of $739,545. Is that, if you know, a final price? 

Mr. Arwoop. Yes, sir; I believe that is a final price also. 

Mr. Courrnry. And a charge—a profit estimated against that of 
$65,472.27. 

Mr. Arwoop. Yes, sir. Those were rather large airplanes and the 
AJ2P was outfitted for photographic missions and the AJ2 was pri- 
marily for bombing missions. 

Mr. Courtney. It is a difference in the 

Mr. Arwoop. In the installations. 

Mr. Courtney. Installations ? 

Mr. Arwoop. Yes, sir. 

Mr. Courtney. Which accounts for the difference in the unit price, 
of extras put on one as against the other, is that correct ? 

Mr. Atwoop. Largely so; yes. 

Mr. Courtney. We have the AJ2P under a different category here. 
1s the explanation the same for it ? 

Mr. Atrwoop. This was a follow order for AJ2P’s 

Mr. Courtney. Do you have a unit price which is pretty high here, 
isthat right? Take your time now so we get this straight. 

Mr. Arwoop. I was looking for the dates of this contract. 

Mr. Courtney. July 31, 1955. 

Mr. Atrwoop. I am looking for the date of the contract. Definitive 
contract on that was August 18, 1950, and the definitive contract on the 
AJ2P’s was February 10, 1951. 

Mr. Courtney. 1951. 

Mr. Atwoop. So I believe—my memory isn’t crystal clear on this, 
but I believe that these 23 AJ2P’s came before the 7 AJ2P’s on the 
other contract. 

Mr. Courtney. Very good. And the unit price on that, then, was 
$1,481,843 ? 

Mr. Arwoop. Yes, sir. 

Mr. Courtney. With a profit of $147,942 per unit ? 

Mr. Arwoop. I believe that is a final figure. 

Mr. Courtney. So far as you know, that isa final figure ? 

Mr. Arwoop. Yes, sir. 

Mr. Courtney. As reflected from the records and without detail? 

Mr. Arwoop. Yes, sir. 

Mr. Courtney. We have the FJ3. Is this the first of the series? 

Mr. Arwoop. The first of the J3’s. 

Mr. Courtney. Is it? It is under 12. 

Mr. Arwoop. Well, you passed the FJ2’s. 

Mr. Courtney. Sorry. It must have rubbed off, excuse me. The 
F'J2 is the first of the series? 
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Mr. Arwoop. That is correct. 
Mr. Courtney. And on that you have an established price of $511,- 
304, with an estimated profit per unit of $46,767, is that correct, as 
shown by your records? 

Mr. Atwoop. Yes, sir. I believe these are final figures, also. 

Mr. Courtney. That work commenced in 1951 and presumably is 
currently adjusted. 

Mr. Atrwoop. Yes, sir. 

Mr. Courtney. No. 12, then, is the second of the FJ series, No. 3? 

Mr. Atwoop. Yes, sir. 

Mr. Courtney. And there you have a unit price of $252,667. 

Mr. Atwoop. That is a negotiated firm target price, Mr. Courtney. 
It hasn't been finally settled. 

Mr. Courtney. In other words, that is not a final figure. And the 
profit—— ! 

Mr. Arwoop. The profit is also tentative. 

Mr. Courtney. The profit on that is tentative. There is a page 
missing from that book. 

Mr. Arwoopn. I can read it. 

Mr. CourtNey. Will you give it to me, please? 

Mr. Arwoop. The tentative profit based on the firm target price 
negotiations is $28,168. 

Mr. Courtney. That completes that series of planes, does it not? 

We have now the F.J4’s._ Is that the last of the series? No. 

Mr. Arwoop. The last of the FJ series; yes, sir. 

Mr. Courrney. All right. On that we have a tentative price of 
$490,988. Is that a final figure or is that 

Mr. Arwoop. That is tentative, Mr. Courtney. 

Mr. Courtney. Tentative. And, again, the profit which has not 
been determined ? 

Mr. Atrwoop. (Nods.) It has not been determined. The firm target 
price negotiations—the firm target negotiations have not yet been 
held. This plane is in the early stages of development. 

Mr. Courtney. In the very early stages of development. 

With respect to the T-28A, which I believe is the last—the T-28A. 
Let’s take that. We have $88,322 for a target price. 

Mr. Arwoop. That is the final unit price. 

Mr. Courtney. Is that a final unit price ? 

Mr. Arwoop. Yes. sir, Mr. Courtney. 

Mr. Courtney. With a profit of $4.985 per unit. 

Mr. Arwoop. Yes, sir. 

Mr. Courtney. And the 28B, the 28B, the same plane, at $88,672, 
with a profit of 

Mr. Arwoop. That is negotiated. 

Mr. Courtney. That is a negotiated figure? 

Mr. Arwoop. It is a somewhat different plane, Mr. Courtney. 

Mr. Courtney. Well, a different plane than the previous one. 

Mr. Arwoop. It is different from the 28A. It was redesigned for 
carrier landings. 

Mr. Courtney. And there you have a tentative profit of $7,474 per 
unit? 

Mr. Arwoop. Yes, sir. 

Mr. Courtney. Now, I think that completes the so-called work in 
progress, Mr. Chairman. 

-4 
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And applicable against all of those in percentages which will appear 
in detail in this folder are the items of salaries and contributions and 
consultation fees and depreciation and amortization, overhead, engi- 
neering and administrative costs, similar—-not similar in application 
but different in amount from the various years. 

Mr. Hésert. Now, there is one thing, Mr. Courtney, I want to ask 
you for the record. 

This morning when you were listing the contributions, did you list 
all the contributions? 

Mr. Courtney. No, I did not. 

Mr. Héserr. Will you put that in the record? 

There are about 5 or 6 different associations. So we have the iden- 
tity of the associations who received contributions 

(Discussion off the record.) 

Mr. Courtney. There is one $2,500 one here 

(Discussion off the record.) 

Mr. Hésertr. Read them out, will you? 

Mr. Courtney. For the last year, 1955: 
The Aircraft Industries Association of America, Inc., $70,266.92. 

The Atomic Industrial Forum, Inc., $2,000. 

California Manufacturers Associtaion, $2,187.50. 

Columbus Industrial Association, $1,350. 

The Institute of Aeronautical Sciences, Inc., $5,000. 

Manufacturers Aircraft Association, mentioned this morning, $13,244.95. 
Merchants and Manufacturers Association, $2,400. 

National Association of Manufacturers, $2,000. 

National Security Industrial Association, $500. 

Radio Electronics Television Manufacturers Association, $2,500. 


Mr. Atwoop. Correct. 

Mr. Courtney. Making a total of $101,449.37. 

All of those firms do not appear in each of the preceding years, 
but this is the last one, is the maximum. 

Mr. Atrwoop. This is typical. 

Mr. Courrney. And current. 

Now, those total sums have been applied as was indicated this morn- 


ing against various contracts in various percentages over the various 
years. 


Mr. Atrwoop. Yes, sir. 

Mr. Héserr. Are you finished now, Mr. Courtney? 

Mr. Courtney. I think so. 

Just a minute. 

Mr. Hépert. Mr. Hess, any questions? 

Mr. Hess. Yes, Mr. Chairman 

Do you have any more? 

Mr. Hesert. Are you finished, John? 

Mr. Courtney. Yes. 

Mr. Hess. Just a few questions. 

Mr. Atwood, I believe you stated that you have been renegotiated 
every year by the Government Renegotiation Board? ‘ 

Mr. Arwoop. Every year, including 1952, that the renegotiation 
law was applicable; yes, sir. 

Mr. Hess. Up to 1952. 

Mr. Arwoop. Through 1952, Mr. Hess. 

Mr. Hess. So that these salaries which were set out here this morn- 
ing in 1952 have been passed upon by the Renegotiation Board? 
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Mr. Arwoop. They are incorporated in our overall proceedings, and 
they have certainly been considered ; yes, sir. 

Mr. Hess. The reason I bring that up: During the noon recess I 
heard some comments about the size of some of the salaries and incen- 
tive compensations that have been paid, and I have no doubt that 
when I pick up the evening paper there will be some comment about 
the size. 

For some time now we have been hearing about take-home pay. 
Could you give us any idea, just roughly, what the take-home pay 
might be—let’s take the 1955 figures. 

Mr. Kinpevpercer. This is just on the income from North America. 


Mr. Atwoop. Yes, sir. 

Mr. Hess. Of $264,000, which includes $150,000 salary and $114,000 
incentive payment. 

Have you any idea what his take-home pay out of that would be? 

Mr. Arwoop. His actual compensation during that year was prob- 
ably quite a bit less than that because of the deferred nature of the 
incentive compensation. 

Mr. Hess. That is right, one-fifth of that. 

Mr. Atwoop. But say it is in the neighborhood of $200,000. 

Mr. Hess. All right. 

Mr. Atwoop. Somewhere in that bracket. 

I don’t have the income-tax tables with me, of course. Mr. Hess, 
and I would just be making an offhand statement, that he might retain 
$65,000. 

Mr. Hess. That would be his take-home pay out of that. if he had 
no other income? 

Mr. Arwoop. That would be my 

Mr. Hess. If he had other income, it would be less? 

Mr. Atwoop. Yes, sir. 

Mr. Hess. Would you care to give us what your take-home pay was 
in 1955, or have you figured that ? 

Mr. Arwoop. I haven’t completed by tax return yet, but I rather 
expect it is going to be in the neighborhood of $50,000 or $55,000. 

Mr. Hess. So that the balance goes to the Government in the pay- 


ment of income taxes ? 

Mr. Atrwoop. Yes, sir. 

Mr. Hess. And the actual take-home pay is about one-fourth, or 
sometimes a great deal less. 

Mr. Atwoop. Certainly up in that bracket for the incentive com- 
pensation payments, yes. 

Mr. Hépert. Is that all? 

Mr. Hess. No. Just amoment. 

I noticed also, Mr. Atwood, that in these profits that were men- 


tioned by you on the F-86D and these other planes—that they varied. 
Mr. Arwoop. Yes. 
Mr. Hess. Some of them were 7 percent and others went as high as 


11 percent. Can you account for that? 
Mr. Atwoop. Why it is—yes; I would like to start over again. 


The nature of these incentive contracts of course is to minimize— 


let me start again. 
The intent of the incentive contracts is to minimize the extreme 


fluctuations that we experience in the costs of developing these ad- 
vanced military aircraft. 
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The reason we don’t give a fixed price and the Government doesn’t 
accept a fixed price is just because of our inability to figure completely 
the precise cost of completing a contract. 

There are too many things that have to be done, too many specifica- 
tion changes and too many improvements as we go along to make that 
type of a computation meaningful. 

So we have this variation just because of our inability to foresee 
and predetermine exactly what the cost will be. 

These fluctuations are relatively minor, from 5 to 10 percent, you 
might say, is a pretty good spread on what we have experienced 
recently. If we had a fixed price with no sliding scale of participa- 
tion such as the 75-25 percent ratio, if they were fixed prices, these 
profits would fluctuate at least four times that much, as you can see. 

So there would be rather extreme profits in some cases and rather 
‘atastrophic losses in others. 

But the spread of the bracket we have here is merely an expression 
of the fundamental uncertainties we face when we arrive at a firm 
target price. When we have the firm target price, it is to our advan- 
tage to save all the money we can for our own benefit as well as the 
Government’s. But there are many contingencies which cause our 
estimates to be relatively inaccurate. 

The sliding scale type of contract, with its incentive provision, wa- 
ters down these contingencies very greatly but still leaves the incentive 
for cost reduction. 

Mr. Hess. These profits weren't net profits but profits before taxa- 
tion ¢ 

Mr. Atwoop. That is correct, sir. 

Mr. Hess. So that the net profit would be less than 50 percent of 
the amount that you were paid? 

Mr. Arwoop. Yes. 

Mr. Hess. That is all I wanted, Mr. Chairman. 

Mr. Hevert. Mr. Miller. 

Mr. Mitier. Mr. Atwood, you showed some charts this morning. 
If I remember rightly, the number of hours to develop the F-100 
was around 1,400,000. 

Mr. Arwoop. I think it was 4,800,000 on the F—100. 

Mr. Minter. 4,800,000. Of course all of that is paid for by the 
Government directly or indirectly, isn’t it? 

Mr. Atwoop. Yes, sir; it is, as a direct cost. 

Mr. Miuier. As long as we develop these airplanes in that way, 
doesn’t this question of profits become quite complicated and wouldn't 
it be better for the Government to determine or develop through an 
agency of its own the type of airplane and then farm them out after 
they have been developed ? 

Mr. Arwoop. Well, of course we don’t think so, Mr. Miller. 

Bureaucratic type of development of rapidly changing technical 
products have never proven to be dynamic and effective and it would 
involve a bureau of such size and involve such complexities that 
certainly the administration would be awkward. And in our opinion 
I think we have good reason for our opinion—competitive designing 
groups working under normal profit and accomplishment incentives 
of private industry, both for perpetuation of the company, for profit, 
for the individual’s well-being and for the team spirit that goes with 
competition—we feel that by far the best and most effective means of 
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developing and designing aircraft is by private industry, arrayed 
one against the other in a competitive manner. : 

Mr. Mitier. But Government is in this field along with you. Now 
if we accept your thesis, shouldn’t we abolish the NACA, that I 
always thought made great contributions in the field : 

Mr. Arwoop. I certainly agree, Mr. Miller. The NACA is an 
excellent, hardworking, and effective group. It is a relatively small 
part of the aeronautical development going on in this country. The 
NACA has addressed itself primarily to theoretical problems in the 
frontiers of aerodynamic science, propulsion science, toward arriving 
at general perimeters which will be useful in advanced aircraft design. 
They have some very fine facilities which Congress has provided. 
They are doing an effective job. They are every year contributing 
materially to our background of science and engineering knowledge. 
But they do not undertake to relate that scientific knowledge to any 
products directly. They don’t have anything like the organization 
to undertake design of aircraft or airborne weapons or engines or 
any of the other things they work on. If they were to grow to such 
size, | think their effectiveness in their scientific regimes would be 
seriously impaired. 

Mr. Miniter. Of course they do the preliminary work, do they not, 
in most of these fields? ‘They do the original research and original 
science ¢ 

Mr. Arwoov. They do a lot of it. 

Mr. Mintier. You pick it up from there. 

Mr. Arwoop. We utilize data they provide daily. We also utilize 
data we originate. They get information from the universities, from 
wind tunnel test facilities. We don’t follow NACA or anybody else 
inastep-by-step manner. We utilize day-to-day data as partial back- 
ground to the development and engineering work that we are doing. 

Mr. Mituer. Well, if they pioneered in the field, wouldn’t it be 
possible to expand them along with the scientific work that the Air 
Force and the Navy have done in related fields to set up an agency 
whereby the Government could develop and determine the type of 
air instrument it wants and then farm out the construction of that 
instrument ¢ : 

Mr. Atwoop. We don’t have any indications that that would be 
effective. In my opinion it would not. I don’t know how the Russian 
Government handles its work, but being a different type of a country 
and a different kind of economic system, they probably have different 
relationships. 

But we do very definitely have indications that they form the 
equivalent of our companies under designers and managers to inde- 
pendently develop, presumably in competition with other groups, their 
air Weapons. 

I don’t have any experience of any government in a monopolistic 
way designing all the aircraft and having them built here and there. 
It may have been tried a few times, but I have no knowledge of any 
background of a successful air force being built on that basis. 

Mr. Mitter. Would you say they couldn’t be built that w: 

Mr. Arwoop. I would conceive that it could be done, but 
believe that it is effective and constructive as a way to do it. 

_ Mr. Minter. Certainly it would not be to the interests of the airplane 
industry to see it done that way, would it ? 
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Mr. Arwoop. It certainly would not. 

Mr. Miter. In other words, maybe we wouldn’t have to set $88 
million aside in Government money in your possession to be reclaimed 
by the Government at a later time. 

Mr. Arwoop. I firmly believe that you would spend much more 
money for less effective weapons under such a centralized, bureau- 
cratic system. 


Mr. Miter. Well, I have no thoughts on the matter. I was trying 


to get yours. 

Mr. Arwoop. Yes, sir. 

Mr. Mitier. To probe it. Because the Government has been suc- 
cessful in other fields and most of the work that has been done in the 
field of artillery and other weapons has been done by the Government, 
and certainly they haven’t lagged behind any government, any other 
in the country in those fields. I still feel that we could perhaps look 
into this thing further. 

Mr. Arwoop. I am in no position to comment on the activity of the 
Bureau of Ordnance, but I can say this: I believe the type of weapon 
changes much less drastically than aircraft, air weapons. I think the 
matter of design and engineering and research is much more limited 
and can be handled with a much smaller group. But I can’t comment 
as to the effectiveness of those activities. 

Mr. Mitirr. I don’t have any more questions at this time. 

Mr. Heserr. Mr. Gavin. 

Mr. Gavin. I might ask the gentleman: 

Returning to the salaries and incentive payments which you have 
submitted for the record, I wonder if the gentleman would prepare for 
the record, so we can actually see—anybody listening to the testimony 
this morning about the salaries and incentives that have been paid, 
without actually their take-home pay—it wouldn’t give them a proper 
perspective of what the man was actually getting. Therefore, if you 
would prepare for the record the approximate take-home pay opposite 
ach one of the employees, so we can make it part of the | and 
actually understand what the man is receiving after the tax deductions. 

Mr. Arwoop. I will be glad to do that, and have it filed. 

Mr. Gavin. We might assume that if a man had other income out- 
side of what he is receiving from your corporation, why, it would 
throw him in a higher bracket, or he may have some particular type of 
business where he has made certain allowances and it may throw him in 
a lower bracket. But just approximate, so we have a fair—anybody 
reading the testimony will actually know what they are getting and not 
as it is presented to us here. 

Mr. Atrwoop. I will, sir. 

(For the information requested, see p. 1546.) 

Mr. Gavin. Now, you talked this morning about contract adminis- 
tration expenses. What did you mean by that? 

Mr. Arwoop. Why, each of these contracts calls for many, many 
services. In addition to engineering design and production, it calls 
for spare parts, it calls for training aids, it calls for field-service 
activities and many, many other things in support of the Air Force. 

Now, the contract itself provides many conditions under which we 
operate, such as conditions of inspection and control of materials and 
method of charging your accounts and that sort of thing. 
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We have a centralized group, relatively small group, who abstract 
these contracts, send detailed instructions to the various departments 
and divisions of our company as to their duties under the contract the 
company is undertaking to fulfill. They follow up on that and they 
make reports and collect in an overall sense the material needed to 
faithfully execute the contract and to report on it properly. So that is 
our contract administration. 

Mr. Gavin. That is all within your corporation itself. 

Mr. Atwoop. Oh, yes, sir. 

Mr. Gavin. One point I am interested in is—the figures up on the 
board indicate that Government-owned property of $95,413,948 was 
provided. And I presume that that figure would represent from 1947 
to 1955, various installations and equipment furnished over a period 
of years. 

Mr. Arwoop. That represents the value which the Government has 
placed on properties and facilities that we are utilizing. It is not 
depreciated—in other words, there is no depreciation reserve recorded 
with respect to that. But presumably it is the Government book 
figure with respect to its cost. The major item in that, I think I 
should point out is the large Navy-owned plant we operate at Colum- 
bus, Ohio. It is a facility of over 314 million square feet, well 
equipped with production machinery and all other necessary equip- 
ment for aircraft manufacture. 

That plant was built during the war for the Navy and another com- 
pany operated it for the wartime period and until 1950. 

This company elected to get out of the airplane manufacturing busi- 
ness, having dropped to a very low ebb. It was the Curtiss-Wriglit 
Corp., which concentrates on engines. So at that time, of course, the 
Korean war had developed and production schedules were being 
accelerated and the production base was being broadened. 

We were asked if we would be interested in operating that plant. 
Of course, we were. We had pretty heavy production commitments 
and foresaw more. 

So we were allowed to occupy that plant, to be occupied under a 
lease with the Navy, and we utilized it for the production of Navy and 
some Air Force airplanes. 

The value of that plant is recorded here. I think it is sixty-odd—— 

Mr. Fogo. Sixty million. 

Mr. Arwoop. Sixty million, out of that 95 million. So we are 
utilizing it. We are putting it to use to which it would not have been 
put if we hadn’t taken it over during that period. We have 13 or 14 
thousand employees there now. We are producing the F—J2—I think 
we finished that, the F—J3, the Navy fighter, the F—J4, the T-28B for 
the Navy, and a line of F—100 fighters for the Air Force. 

Mr. Gavin. Well, what are your contractual arrangements with the 
Government on your leasing or rental? What basis do you operate 
under ? 

Mr. Arwoop. Well, now, in view of the fact that this plant is used 
essentially 100 percent 

Mr. Gavin. Well, we take this plant and any other equipment that 
the Navy furnished, machinery and other items that may not be in 
the plant. I mean overall. 

Mr. Arwoop. Our lease with respect to that plant has been on a 
5-year term. We have just completed one 5-year occupancy term, 
and we have negotiated another 5-year agreement. 
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Mr. Arwoop. It certainly would not. 

Mr. Mixer. In other words, maybe we wouldn’t have to set $88 
million aside in Government money in your possession to be reclaimed 
by the Government at a later time. 

Mr. Arwoop. I firmly believe that you would spend much more 
money for less effective weapons under such a centralized, bureau- 
cratic system. 

Mr. Mixer. Well, I have no thoughts on the matter. I was trying 
to get yours. 

Mr. Arwoop. Yes, sir. 

Mr. Miter. To probe it. Because the Government has been suc- 
cessful in other fields and most of the work that has been done in the 
field of artillery and other weapons has been done by the Government, 
and certainly they haven’t lagged behind any government, any other 
in the country in those fields. I still feel that we could perhaps look 
into this thing further. 

Mr. Arwoop. I am in no position to comment on the activity of the 
Bureau of Ordnance, but I can say this: I believe the type of weapon 
changes much less drastically than aircraft, air weapons. I think the 
matter of design and engineering and research is much more limited 
and can be handled with a much smaller group. But I can’t comment 
as to the effectiveness of those activities. 

Mr. Mitirr. I don’t have any more questions at this time. 

Mr. Heperr. Mr. Gavin. 

Mr. Gaviy. I might ask the gentleman: 

Returning to the salaries and incentive payments which you have 
submitted for the record, I wonder if the gentleman would prepare for 
the record, so we can actually see—anybody listening to the testimony 
this morning about the salaries and incentives that have been paid, 
without actually their take-home pay—it wouldn’t give them a proper 
perspective of what the man was actually getting. Therefore, if you 
would prepare for the record the approximate take-home pay opposite 
ach one of the employees, so we can make it part of the record and 
actually understand what the man is receiving after the tax deductions. 

Mr. Arwoop. I will be glad to do that, and have it filed. 

Mr. Gavin. We might assume that if a man had other income out- 
side of what he is receiving from your corporation, why, it would 
throw him in a higher bracket, or he may have some particular type of 
business where he has made certain allowances and it may throw him in 
a lower bracket. But just approximate, so we have a fair—anybody 
reading the testimony will actually know what they are getting and not 
as it is presented to us here. 

Mr. Arwoop. I will, sir. 

(For the information requested, see p. 1546.) 

Mr. Gavin. Now, you talked this morning about contract adminis- 
tration expenses. What did you mean by that? 

Mr. Arwoop. Why, each of these contracts calls for many, many 
services. In addition to engineering design and production, it calls 
for spare parts, it calls for training aids, it calls for field-service 
activities and many, many other things in support of the Air Force. 

Now, the contract itself provides many conditions under which we 
operate, such as conditions of inspection and control of materials and 
method of charging your accounts and that sort of thing. 
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We have a centralized group, relatively small group, who abstract 
these contracts, send detailed instructions to the various departments 
and divisions of our company as to their duties under the contract the 
company is undertaking to fulfill. They follow up on that and they 
make reports and collect in an overall sense the material needed to 
faithfully execute the contract and to report on it properly. So that is 
our contract administration. 

Mr. Gavin. That is all within your corporation itself. 

Mr. Arwoop. Oh, yes, sir. 

Mr. Gavin. One point I am interested in is—the figures up on the 
board indicate that Government-owned property of $95,413,948 was 
provided. And I presume that that figure would represent from 1947 
to 1955, various installations and equipment furnished over a period 
of years. 

Mr. Arwoop. That represents the value which the Government has 
placed on properties and facilities that we are utilizing. It is not 
depreciated—in other words, there is no depreciation reserve recorded 
with respect to that. But presumably it is the Government book 
figure with respect to its cost. The major item in that, I think I 
should point out is the large Navy-owned plant we operate at Colum- 
bus, Ohio. It is a facility of over 314 million square feet, well 
equipped with production machinery and all other necessary equip- 
ment for aircraft manufacture. 

That plant was built during the war for the Navy and another com- 
pany operated it for the wartime period and until 1950. 

This company elected to get out of the airplane manufacturing busi- 
ness, having dropped to a very low ebb. It was the Curtiss-Wriglit 
Corp., which concentrates on engines. So at that time, of course, the 
Korean war had developed and production schedules were being 
accelerated and the production base was being broadened. 

We were asked if we would be interested in operating that plant. 
Of course, we were. We had pretty heavy production commitments 
and foresaw more. 

So we were allowed to occupy that plant, to be occupied under a 
lease with the Navy, and we utilized it for the production of Navy and 
some Air Force airplanes. 

The value of that plant is recorded here. I think it is sixty-odd—— 

Mr. Fogo. Sixty million. 

Mr. Arwoop. Sixty million, out of that 95 million. So we are 
utilizing it. We are putting it to use to which it would not have been 
put if we hadn’t taken it over during that period. We have 15 or 14 
thousand employees there now. We are producing the F—J2—I think 
we finished that, the F—J3, the Navy fighter, the F-J4, the T-28B for 
the Navy, and a line of F—100 fighters for the Air Force. 

Mr. Gavin. Well, what are your contractual arrangements with the 
Government on your leasing or rental? What basis do you operate 
under ? 

Mr. Arwoop. Well, now, in view of the fact that this plant is used 
essentially 100 percent 

Mr. Gavin. Well, we take this plant and any other equipment that 
the Navy furnished, machinery and other items that may not be in 
the plant. I mean overall. 

Mr. Arwoop. Our lease with respect to that plant has been on a 
5-year term. We have just completed one 5-year occupancy term, 
and we have negotiated another 5-year agreement. 
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We don’t pay monetary rent on that plant, nor does any depreciation 
with respect to that plant go into our cost. We maintain the plant. 
We modernize the machinery. We keep it up to date as part of our 
normal maintenance procedure. 

Mr. Gavin. That enters into the cost to the Government; I mean on 
any contract you enter into? Any additions that you put into the 
plant or any equipment you furnish? 

Mr. Atrwoop. Yes, sir; is part of the cost. If we do any work that 
doesn’t go to the Government, we pay a fee in lieu of rent with respect 
to that particular work. We have a few odds and ends we make now 
and then, but it is very, very small, such as a spare part for component 
or some foreign country that might still be using our planes. And 
when we make a foreign sale or a “sale not to the Government, we pay 
a fee with respect to that part in lieu of rent. But we pay no rent 
with respect to Government work. 

Mr. Gavin. Well, could you give us some idea? Do you pay 114, 
2, or 21% percent on the total amount of the investment the Government 
has made? How do you arrive at what is fair payment to the Govern- 
ment for using these facilities, plants, or equipment ? 

Mr. Arwoop. We don’t pay anything in way of rent, Mr. Gavin, 
for using these facilities for Government contracts. The considera- 
tion to the Government is the production—-utilization of the facilities 
for production and development purposes. The plant was there. We 
occupy it. We are utilizing it to good advantage. We aren’t paying 
a direct rental. 

Mr. Gavin. Don’t you think you should pay? We have an invest- 
ment. The American taxpayer has an investment of some $16 million 
and it is being utilized on most of your work. In fact, all of your 
work is Government work. 

Mr. Atwoop. Mr. Gavin, if we rented that building from the XYZ 
corporation and paid a rent on it, that rent would be a logical cost, 
legitimate cost, item. The Government would have to reimburse it- 
self for this rent. 

Mr. Gavin. The Government would have to reimburse itself for the 
rent ? 

Mr. Arwoop. Yes, sir. If we paid a rental on the Columbus facil- 
ity based on its 

Mr. Gavin. Actual cost. 

Mr. Atwoop. Commercial rental value, that would be a legitimate 
item of cost in executing our contracts and that rental fee would have 
to be paid by the Government as part of the cost in executing the 
contract. 

Mr. Gavin. Well, as an explanation, at least in a case of this kind 
you would be operating on a basis where the American people would 
know just exactly what you are paying for the use of this equipment, 
which totals $95 million. If your figures are correct, as reported 


on the board here this morning, from 1947 to 1955, a rental of 
$1.947,000 


Mr. Fogo. $1,133,611. 

Mr. Gavin. $1,133,000, it appears to me, doesn’t seem to be a very 
great amount of money to pay on an investment that the Government 
has made of some $95,413,000. You certainly ought to be able to 
operate very effectively with that sort of an arrangement. 
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Mr. Arwoop. This is a matter of policy concerning the payment of 
rental for the utilization of these facilities on Government production. 
We also utilize certain Government test facilities. We have never 
paid anything for flying at Edwards Air Force Base, even though that 
installation cost the Government a lot of money. We have not paid, 
except with respect to this exhibit here. | 

I can explain this if you are interested in why we did pay some 
rental. 

Mr. Gavin. Certainly I am interested. We all are. 

Mr. Arwoop. Why we did pay some rental. 

The bulk of this rental we have paid to the Government with respect 
to facilities contracts stems from this: 

At the end of the war the War Assets Administration had custody 
of a number of plants that it had taken over from the Defense Plants 
Corporation and certain buildings were advertised for sale, for lease, 
and that sort of thing. 

We bid on certain buildings and offered rental, that is, offered to 
lease them on a basis of paying rent. 

Now, eventually those buildings through Government transfer re- 
verted to the Air Force or the Navy and at that time, or near that 
time, the rental payments were suspended. During the time we were 
leasing from the War Assets Administration we were paying rent. 
When they reverted to the military, the rental was discontinued. 

Mr. Gavin. Does that mean buildings and equipment, too? 

Mr. Arwoop. Primarily buildings, Mr. Gavin. 

Mr. Gavin. Well, let me ask you about equipment. 

Supposing the Government installs considerable machinery and 
equipment in there to produce certain parts for planes or planes them- 
selves. How do you handle that? On a rental or leased basis or ap- 
proximately what do you return to the Government on the invest- 
ment they make? 

Mr. Atwoop. We have paid some rental on machinery when it was 
under the War Assets Administration custody. But at the present 
time I don’t believe we are paying any rental to the Government with 
respect to utilization of machinery on Government contracts. I don’t 
think we do pay any rental. These figures 

Mr. Gavin. Well, that is a nice operation. It would be quite diffi- 
cult for any other competitor to reach in to secure any Government 
contracts if he had to operate against a situation such as that. I 
don’t know how he would be able to get in where buildings and equip- 
ment are furnished, if on an investment of $95 million we only receive 
a return of $1,131,000. There certainly ought to be some renegotia- 
tion on that, at least to my way of thinking. I just put some figures 
down here. 

At 6 percent, that amount would bring in $572,485 a year and for 
8 years it would bring in $4,579,883, if my figures are correct, and 
even if the Government was returned 3 percent, we would at least 
get $2,289,000. I think that there should be some negotiation to see 
if certain rentals or fees commensurate with the size of these plants 
in operation shouldn’t be paid the Government in lieu of the fact that 
we are now out of that stage where these plants can be utilized. We 
can utilize them now. 

Mr. Arwoop. Well, I can only say that there are about 15 companies 
manufacturing Government aircraft. They all have facilities of vary- 
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ing degrees, to a varying degree. Most of them have received from 
time to time during war periods, particularly, some Government as- 
sistance in facilities. It is all related to the ability to provide facilities 
just when they are needed for certain financial stringencies which exist 
in all these companies. 

Now I think you will find in every case these facilities were pro- 
vided by the Government on the basis of some urgent development 
or production need, toward some specific end. 

Of course in the case of the Columbus plant, it was there and it could 
be utilized. We were allowed to utilize it. 

Mr. Gavin. I think it is a good thing to utilize it. But I think it 
should be paid for. Of course if your profits jump up from 1952 
of $50,895,000 to $88,141,000 in 1955, and we have made an investment 
of $99,413,000, there should be some returns made to the Government 
for the investment that has been made now in view of the fact that 
these plants are being utilized and this machinery and equipment is 
being furnished and utilized. 

Mr. Arwoop. You mean to say our total worth or total earnings 
that we accumulated over a period of years increased from 50 million 
to 88 million. 

Mr. Gavin. It was 50,895,000 in 1952 and it is now 88,141,000. 

Mr. Arwoop. I understand you to say our profits increased that 
much. 

Mr. Gavin. No. Your surplus. What do you think? 

Mr. Arwoop. About rental payments on Government facilities ¢ 

Mr. Gavin. And on machinery and equipment. 

Mr. Arwoop. Frankly, Mr. Gavin, I don’t think it would benefit the 
Government directly or indirectly. I don’t think it would add any- 
thing to the overall capabilities, from the standpoint of the Armed 
Forces. 

It would be quite a simple thing to pay a rental and charge it back 
as a legitimate cost under the contract. But I don’t think any partic- 
ular purpose would be served. That is my opinion. 

Mr. Hesert. Is that all, Mr. Gavin? 

Mr. Gavin. I think there is room for doubt there. If you went out 
tomorrow to build a plant and furnish it and equip it, it would enter 
into your operation and cost to do business. It would be an entirely 
different complexion than being given a plant and you are operating 
it rent-free with equipment furnished. I can’t imagine that that sit- 
uation is such that it wouldn’t affect your whole operating costs all the 
way through. 

Mr. Hess. It would be more expensive. 

Mr. Gavin. It may be, but nevertheless, I feel that it is a practical 
way of doing it, that the Government should be reimbursed for the use 
of the plant and for any equipment. 

Mr. Hésert. Is that all, Mr. Gavin. 

Mr. Gavin. That is all. 

Mr. Héserr. In other words, if you did pay rental on a Government 
facility where you are using that facility solely for the purpose of 
manufacturing a Government product, it would only add to the cost 
of the product ? 

Mr. Atwoop. That would be logical; yes, sir. 

Mr. Hess. Plus your bookkeeping? 
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Mr. Héserr. Plus your bookkeeping expenses ? 
Mr. Atwoop. That is right. 

Mr. Héverr. And that would be about the only purpose served, 

would be to show an actual cost to the Government through this book- 

keeping procedure. _ cw 

Mr. Arwoop. That is my opinion, sir. 

Mr. Hésert. Mr. Bates? 

Mr. Bates. Mr. Chairman, I think the comments of Mr. Hess and 
Mr. Gavin concerning the incomes of these gentlemen should be men- 
tioned a little bit further because the same thought occurred to me. 
And I would like to incorporate in the record, Mr. Chairman, the 1955 
tax rate schedule, and then anybody that wants to figure it out can. 

Mr. Héperr. You have been listening to quiz shows. 

Mr. Bares. Mr. Chairman, without objection. 

Mr. Hépert. (Nods.) 

(The document above referred to will be found in committee files. ) 

Mr. Bares. As a matter of fact, I kind of computed Mr. Atwood’s 
taxes here as available after taxes—I don’t know what his personal 
income is, but his guess was pretty good. He has to pay between 
$120,000 and $135,000. As a matter of fact if we had a lot of people 
throughout the country paying that kind of money, perhaps we could 
even balance the budget, if we didn’t have them all on Government 
contracts. 

Mr. Atwood, you did mention the question of change orders ? 

Mr. Arwoop. That is right. 

Mr. Bates. Now I have always been very much interested in those 
and contract terminations because they are very, very expensive. You 
don’t touch on them to any great detail. 

Mr. Courtney. We reserved that question. 

Mr. Heperr. Mr. Bates, I think we are reservine that for more 
detail. Myr. Courtney will develop that in more detail after we finish 
this period of questioning. 

Mr. Bares. All right, as long as we are going to get into it. Ihave 
just one other question, Mr. Chairman, I hope we do get into that 
because I think it is a very important factor. 

Mr. Hésert. We will. 

Mr. Bares. I had to leave the room this morning when this ques- 
tion of the net worth came up. I am not sure whether that is new 
money or whether it is the result of operations. What is the situa- 
tion, Mr. Atwood ? 

Mr. Arwoop. We did develop this morning that the paid-in capital 
started at $30 million. Asa result of disbursements through corporate 
changes it was reduced to about $21 million. Then losses in early 
years reduced it to the present figure carried on our books, of some- 
thing like $6 million. 

Everything else is earned surplus since that time—moneys we have 
earned, retained in the business. And the present figure for 1955 fiscal 
year is—in addition to the $6 million of capital surplus—$88 million 
of earned surplus retained in the business. 

Mr. Héserr. Mr. Atwood, I have a few questions to implement the 
record. What is your background? 

Mr. Atrwoop. Mr. Hébert, I have been in the aircraft manufactur- 
ing business for 28 years. I am a graduate engineer. I worked for 
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the Air Force as a junior engineer in 1928-29. I worked for the Doug- 


las Aircraft Co. as a designer and a technical man from 1930 to 1934. 


I went with North American Aviation in 1934 as its chief engineer. 
In 1941 I became senior vice president. In 1948 I was elected presi- 
dent of the company. I have been with North American 22 years. 
Mr. Héserr. Now to recap the profits of the company, 1 wonder if 
you have handy now—Mr. Courtney probably developed them this 
morning—year by year, the overall profit of the company, as reflected 
in your statement, your net profit. 

Mr. Arwoop. I could possibly do that more readily, if it is all right 
with you. 

Mr. Héprerr. Start from 1952, for each year. 

Mr. Atwoop. In 1952 our net income was $7,820,886. 

Mr. Heéserr. As against what contractual sales ¢ 

Mr. Arwoop. Sales volume? I will include that. 

Mr. Heéperr. Yes. 

Mr. Arwoop. The sales for 1952 were $315,270,855—$315 million. 

In 1953, sales were $634,688,156. Net income was $12,773,361. 

1954 sales were $645,821,018. Profits after taxes were $22,179,736. 

In 1955, recorded subsequent to this questionnaire, sales were 
$816,676,329, and profits were $32,349,176. 

Mr. Heéperr. One other question, too, Mr. Atwood. Do you own 
any stock of North American ? 

Mr. Arwoop. I own 900 shares. 

Mr. Hézerr. 900 shares? 

Mr. Arwoop. Yes, sir. 

Mr. Héserr. Out of 3 million? 

Mr. Arwoop. Yes, sir. 

Mr. Courtney. One question, Mr. Chairman—are you through ? 

Mr. Heéserr. Yes. 

Mr. Courtney. If you received a tax-exempt salary, you would be 
about in the same position your company is in on the Columbus 
plant; would you not? 

Mr. Arwoop, (Laughing. ) 

Mr. Courtney. That is all, Mr. Chairman. 

Mr. Héperr. Thank you very much, Mr. Atwood. I will ask you to 
come back tomorrow morning at 10 o’clock, please. At that time 
we want to develop change orders and its effect on contracts. Since it 
is about 3:20 now, and we want to recess each day by 4 p. m., I don’t 
think we can develop anything within that time. So, if you will be 
good enough to come back tomorrow morning at 10, and after we 
conclude with North American, we will take Glenn Martin. 

Glenn L. Martin will be the next company before the committee. 
Thank you very much, sir. 

(Whereupon, at 3:18 p. m., the subcommittee adjorned to reconvene 
at 10 a. m. the following day, Friday, February 17, 1956.) 
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FRIDAY, FEBRUARY 17, 1956 


Hovse or REPRESENTATIVES, 
CoMMITTEE ON ARMED SERVICES, 
SuBCOMMITTEE FOR SPECIAL INVESTIGATIONS, 
Washington, D. C. 

The subcommittee met at 10 a. m., the Honorable F. Edward Hébert, 
chairman of the subcommittee, presiding, and the following members 
present : Messrs. Hess, Gavin, Cunningham, Fisher, Bates, Hardy and 
Miller. 

Mr. Héserr. The committee will come to order. 

Yesterday evening when we recessed until this morning we had come 
to that point in the testimony where we would discuss the change 
orders. However, I understand that Mr. Atwood would like to clear 
up some matters relative to his testimony yesterday, and Mr. Courtney 
also has a few more questions to ask, before we proceed to the change 
orders. 

Mr. Courtney. Mr. Chairman, in discussing the matter of allow- 
ances for the salaries and bonuses which commenced in 1953, we were 
addressing ourselves at the point of question to the year 1955. I should 
like to ask, just for clarification of the record, of Mr. Atwood, whether 
the Department of the Air Force and Department of the Navy, inso- 
far as applicable, have approved and agreed to those items insofar as 
their redetermination is concerned for the years 1953 and 1954, if you 
know. 

Mr. Arwoop. These matters are settled contract by contract. 
Frankly, I don’t know the answer to that question. We have sub- 
mitted these compensation figures as part of our costs with respect to 
each contract. 

You will notice that in the first contract you mentioned there was 
one-hundred-and-sixty-odd-thousand dollars of executive salaries 
applicable to that contract. We did submit that as part of that con- 
tract cost, and that amount was allowed. 

Mr. Courtney. Would this be the situation, without detailing it 
in individual cases? 

In the years 1953 and 1954, as well as 1955, certain of these contracts 
were redetermined, separated from renegotiation with the several 
departments, and final figures agreed upon, and as a part. of those fig- 
ures and those costs and allowances the same figures which vou sub- 
mitted here in the answer to this questionnaire and in response to 
the committee’s question were submitted, so that without going 
through the whole process of redetermination, you would assume that 
those figures were considered and presumptively allowed? 

Mr. Arwoop. Yes. 








1348 AIRCRAFT PRODUCTION COSTS AND PROFITS 


As I pointed out in my statement, the total of these salary and incen- 
tive-compensation figures is in the order of one-tenth of 1 percent of our 
total cost. So in arriving at fixed targets, it would be almost impos- 
sible to come at a figure that was accurate to the one-thousandth part, 

But in each case we have submitted in accordance with our records 
as good costs the items we have recorded here. 

Mr. Courrnry. And so far as you know, they had never been ob- 
jected to by specification ? 

Mr. Atwoop. No, sir. Under the armed services procurement regu- 
lations we feel that they are good costs. 

Mr. Courtney. Well, maybe we can reach it in this way: You have 
never received an objection from the negotiating officer, have you, 
with respect to them ? 

Mr. Arwoop. We negotiate these targets as I say 

Mr. Courtney. Or redetermination; let us use the word “redetermi- 
nation,” which is more appropriate. 

Mr. Arwoop. We have no specific exclusions to my knowledge with 
respect to these costs. 

Mr. Courtney. After all, these contracts are a matter of several 
vears, continuing over several years? So that the total figure for each 
year may not be necessarily applicable to every particular contract? 

Mr. Arwoop. (Nods.) 

Mr. Courtney. Or may be applicable only in whole or in part. 

Mr. Atrwoop. Right. 

Mr. Courtney. Another question respecting our presentation yester- 
day when we were going through the F-86D which was the first of the 
units discussed, the first price which we discussed, if the record is cor- 
rect, had to do with the first order. 

Mr. Arwoop. Yes, sir. 

Mr. Courtney. The unit price. 

Mr. Atwoop. Yes, sir. 

Mr. Courrney. After that price had been determined, the produc- 
tion of additional quantities reduced the unit price, did it not? 

Mr. Arwoop. Yes, sir. 

Mr. Courtney. So we may understand that change, would you just 
refer to the record and give us the change and the change in the profit 
per unit? 

Mr. Atrwoop. There are several contracts of F-86D’s included in 
this document. I believe there are five. 

Without going into the numbers of aircraft involved in each con- 
tract—these numbers were substantial—the second contract, the aver- 
age adjusted final unit price was $154,277.07. And the target pardon 
me. The profit claimed per airplane in that contract was $17,404. 

You will recall that in the first contract the price was $535,000 and 
the profit was $38,505. 

There were additional contracts here. 

The next contract for a different quantity had a final unit price of 
$187,868. 

The final profit claimed per airplane was $19,327. 

Mr. Courtney. In discussing that unit, your explanation for the 
difference between the previous one you have just discussed and the 
seventy-odd thousand dollars by which the third contract was raised 
per unit would be what, Mr. Atwood ? 
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Mr. Arwoop. The first contract—I must go back to the first contract. 

Mr. Courtney. The first. 

Mr. Arwoop. It was the original development contract on the 
F-86D. I had some models brought up to show you the general differ- 
ence between the F-86E and F embodied in this design. 

Mr. Courtney. That is the smaller of the two? 

Mr. Arwoop. Yes, sir; and the F-86D which was developed from 
the original F-86 design. 

You will notice the change in configuration, the radar installation 
nose, the air intake being changed; the engine incorporated an after- 
burner; the tail end of the airplane has been changed, and the entire 
inside installation problem is entirely different. 

So this airplane—the first contract we mentioned, the 156 planes, 
absorbed all the engineering and tooling that went into the develop- 
ment of this new type, and it absorbed very heavy starting costs, 
because nearly everything was new, piece by piece. 

Mr. CourtNey. Yes. 

Mr. Arwoop. So that resulted in the $535,000 price. 

The second lot: There were material savings because production had 
been well developed and the price dropped drastically, as we have 
put on the record. 

About that time, however, we had to tool again for a greatly 
increased rate of production, because the requirements went up. So 
the third contract absorbed considerable tooling cost to enable us to 
go to a much higher rate per month than we had originally planned. 
So there was a stepup in price, from 

Mr. Courtney. 129 to roughly 180? 

Mr. Hess. 154 to 187. 

Mr. Atwoop. From $154,000 to $187,000. 

Mr. Courrney. I am sorry, that is right. 

Mr. Arwoop. Then there is another contract following that. The 
higher rate of production was being developed during this period. 
The next price for a substantial quantity was $154,608. The unit profit 
claimed was $15,910. That is not a final figure. It is a tentative 
figure. 

The last contract in that series that I have recorded is also in- 
complete. The negotiated firm target is $148,038, and the estimated 
profit is $12,739. 

Those are the principal contracts on the F-86D. 

Mr. Courtney. Now, there are other like changes in re-orders on 
the other models which we discussed yesterday. And all of that 
detailed unit price appears in response to the questionnaire and is a 
part of the document which you submitted to the committee. 

Mr. Arwoop. Yes, sir. 

Mr. Courtney. Now, Mr. Chairman, if we may just re-cap for a 
moment. 

_There was a typographical omission of years. In the request for the 
dividend payments from 1952 on, Mr. Atwood, had you responded 
correctly to the incorrect question ? 

Mr. Atwoop. Well, it is easy to give. 

Mr. Courtney. So we can bring it down to date, if you don’t mind. 

For 1952, which was the — of renegotiation ? 

1e 


Mr. Atwoop. These are the years in which the dividends are actually 
paid. 
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Mr. Courtney. Yes, sir. 

Mr. Arwoop. In some instances the dividends are applicable to other 
years, in view of declaring a dividend on one date and paying it on 
another and that sort of thing. be 

First I will give you the dividends in the years in which they were 
actually paid, as we keep our books. 

You wanted to start with the year 19527 

Mr. Courtney. I suggest the last year that final renegotiation took 
place, as being a starting point. 

Mr. Arwoop. That is 1952. In that year we paid $1.25 dividends, 

In the year 1953 we paid $1.50 dividends. 

In the year 1954 we paid $2.75. 

And in the year 1955, as the result of a 50-cent carryover from a 
previous year, we paid $4.50. 

Actually, the dividends are applicable to our final years and in the 
last two would have been $3.25 in 1954 and $4 in 1955. But this is 
the way they were paid. 

Mr. Courtney. Let me understand, then; while you paid $4.50 in 
1955, the simple way of saying it is that you could have and probably 
should have paid the 50 cents extra in the year 1954? 

Mr. Arwoop. Yes. That was our intention. It was applicable to 
1954. 

Mr. Courrney. And the total number of outstanding shares 
were 

Mr. Arwoop. Three million 

Mr. Courtney. 435,033. And that has remained constant, has it 
not, Mr. Atwood ? 

Mr. Atwoop. Yes, sir; that is a constant figure throughout all our 
records here. 

Mr. Courtney. Now, then, let us consider under one heading the 
profit account of Government versus the company. 

In that figure we perhaps better refer to the very last financial state- 
ment that you have. 

The figure for the Government investment in plant, property and the 
like is $95,413,948. Now, the capital investment figure in plant and 
the like of the company as at 1952 was 

Mr. Foco. Property, $27 million. 

Mr. Courtney. What is that? 

Mr. Fogo. $27 million. 

Mr. Courtney. $27,163,751. 

Mr. Atwoop. Yes. 

Mr. Courtney. Upon which you had at that point been reimbursed 
by way of restoration of capital, in the sum of $10,134,548. 

“So that your net remaining capital outlay for that purpose as at 
1952 was $17,029,203. 

Mr. Fogo. That is taken from your statement there. 

Mr. Courtney. Now, coming down to the year 1954, as stated from 
your books, your financial statement, the capital investment in plant 
and the like on the part of the company is $33,622,220. And in the 
interval between 1952 and 1954 there had been an additional roughly 
$5,400,000 amortization. So that the depreciation and amortization 
repaid to the company out of earnings in that interval and finally 
in 1954, was $15,584,082, leaving a book value of your remaining capital 
investment of $18,038,148. 
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So we may be clear, the fifteen-million-odd dollars repaid by 
vav of earnings—depreciation out of earnings is of course tax exempt, 
is it not? 

Mr. Arwoop. The depletion allowances of course are a part of costs. 

Mr. Courrney. As against that, the Government figure 1s $95 
million and the Government has received in rentals over the same 
periods—well, let me say a longer period— 

Mr. Gavin. 1947 to 1955, 

Mr. Courtney. 1947 to 1955, a figure of 1 million—— 

Mr. Gavix. On an investment of $95 million. 

Mr. Courtney. Let me ask a question, Mr, Atwood. 

When did you commence the operation of the Columbus plant, if 
you recall ¢ 
~ Mr. Arwoop. In December 1950. 

Mr. Courtney. December 1950. So that at least for the period 
1952 that we are talking about in general, that was one of the proper- 
ties assigned to you by the Government ? 

Mr. Arwoop. Yes. That was the principal property. Do you 
want the 1955 figures / 

Mr. Courtney. The 1955 figure; yes. [Tam sorry we didn’t have it. 

Mr. Arwoop. I know. It wasn’t here. 

Mr. Courrney. The fiscal year, members of the committee, used 
after the questionnaire had been answered, and we have the 1955 
figures. 

Mr. H&éserr. That was put in the record yesterday, the 1955 figures. 

Mr. Foco. Some of them. 

Mr. Arwoop. I have them here. 

Mr. Courtney. I don’t think they were. 

Mr. Heperr. All right. 

Mr. Arwoop. Property and machinery and equipment cost 
$42,061,614; reserve for depreciation and amortization, $18,261,420; 


+, 
’ 


property net book value, $23,800,194. 

Mr. Courtney. So that as against the figure for 1954, you have 
increased your property account by some $9 million and amortized 
the whole property account by—— 

Mr. Arwoop. $3 million. 

Mr. Courtney. Three-million-some-odd thousand. 

Mr. Foco. Did the Government property account increase / 

Mr. Courrnry. Do you know whether the Government property 
account increased at any time? 

Mr. Fogo. In 1955. 

Mr. Courrney. In 1955? 

Mr. Atwoop. In 1955 there had been some additions to Government 
property. 

Mr. Courrnry. Do you recall the amount of them ? 

Mr. Atrwoop. No, I don’t. I can’t give you the detailed figure. 
Some properties are being put in place right now with respect to 
Government account. They have to do with some specialized facili- 
ties for some very specialized project. 

Mr. Courrney. But so far as the company books are concerne:|, so 
far as your books are concerned, you do not have that figure? 

Mr. Arwoop. No, sir; we don’t have it. We from time to time get 
information on it, but— 
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Mr. Courtney. In all events, that is a figure which is not deter- 4 
mined by your company ? 

Mr. Arwoop. No, sir; it is not. 

Mr. Courtney. It is determined by the Government from its own 
cost accounting ? 

Mr. Arwoop. Where we have a facilities contract, where we con- 4 
tract 

Mr. Courtney. Where you contract to build. 

Mr. Arwoop. For the Government, we know exactly what it costs, 
of course. 

Mr. Courtney. But in the instance you are talking about, in 1955, 
you did not contract, did you? 

Mr. Arwoop. We know what these facilities will cost when they are 
completed, but they are being erected now. 

Mr. Courrney. Mr. Atwood, do you have the total bonus, bonuses 3 
paid to company employees, including the nine that we referred to i 
yesterday for the years 1953 to 1954, and 1955% You said that a por- 
tion of them—a portion only of the total reserved for that purpose. 

Mr, Arwoop. That is right. 

Mr. Courrney. Was paid to the named individuals, but that there 
was approximately $1 million in 1954. 

Mr. Arwoop. I gave you an approximate figure for 1955, but I don't 
have the 1954 and 1953 totals here, because 

Mr. Courrney. Totals for all employees. 

Mr. Arwoop. As applied to all employees; no, sir. I think the 
ratios would be comparatively the same. 

Mr. Courtney. Let us understand the state of the account between 
the Government and yourself for all purposes including the planes 
that have been discussed by model and type here and the other work 
that you are doing for the Government insofar as it is reflected in the 
financial position of the company. 

After having paid all of the costs for material and all of the direct 
labor, the overhead and the engineering and the administrative costs 
of which the salaries and bonuses we spoke of would be a part. Am 
I correct ? 

Mr. Arwoop. Yes, sir. 
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Mr. Courrney. And the dividends which we have just spoken of, , 
there was left to the use of the company out of the income from Gov- ; 
ernment contracts as a part of your net worth and earnings reserved q 
for that use, in the 3 years in question, $37,245,734. ‘ 

Mr. Arwoop. What year was that, Mr. Courtney ? 

Mr. Courrney. I have 1954 only. Iam sorry. It is the last state- } 
ment. } 

Mr. Arwoop. I don’t identify that figure. 

Mr. Fogo. There is a difference between 1952 and 1955. 

Mr. Courtney. That is right. Thirty-seven is the difference be- 
tween 1952 and 1955—I am sorry. It is the year 1955 figure. 

Mr. Hésert. What was that net worth as of now? : 

Mr. Courrney. Well, let me identify it in this way: j 


It is the same figure whether you take it from net worth or from any 
other column. 

In 1952 your net worth increased out of earnings and the like to 
$54,440,750, and in 1955, from your financial statement, which by the 
way, is a public record, is it not 
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Mr. ATWwoopb. Yes, sir. 




















































‘1 
Mr. Courtney. Was $94,686,484. 
So that out of the earnings and income which you received from the 
vn 5 99 percent of Government business, your company has added to its 
capital structure $37,245,734. That is correct, isn’t it? 
n- g Mr. Arwoop. I believe that is so. 
| Mr. Héserr. Mr. Courtney, I am confused on these figures. 
2 The present net worth is ninety—— 
is, 4 Viv. Courtney. $94,686,484. 
: Mr. Hepnerr. The $47 million is what? 
5. Mr. Courtney. That is the difference between the net worth in 1952 
and 1955. 
- Mr. Heserr. The present net worth is $94 million, in round figures. 
Mr. Hess. Right. 
es Mr. Courrnry. And in the company statement it appears under 
to earnings retained for use in the business? 
». Mr. Arwoop. Yes, sir. 
Mr. Courtney. It is the same figure, and is the same difference be- 
tween 1952 and 1955. 
- E Now, a further question, so that we may have all this in one place. 
3 The amount that you have retained and shown in your financial 
* © statement for 1955 of overpayments or moneys that may have to be 
paid back on redetermination of contracts, is what ? 
Mr. Arwoop. $41,915,410. 
7 Mr. Courtney. The figure we used yesterday, Mr. Chairman, in 
1954, was $52,950,476. So it may be assumed that some contracts 
- have been redetermined inthe past year? . 
“4 Mr. Arwoop. There has been some reduction in the amount. 
dk Mr. Courrney. And there has been a reduction in the amount. _ 
“ Phe last renegotiation has been completed, and whatever impact it 
may have had on the company’s structure is all absorbed and reflected 
ot in the financial statements that we have before us. 
“ Mr. Arwoop, For 1951 only. 
: Mr. Courtney. For 1952. 
“ Mr. Arwoop. Yes. The vears 1953 and subsequent are open. 
Mr. Courtney. That is right. Of course the law is still applicable. 
; } Mi. Arwoop, Certainly. 
By q Mr. Courrney. I think that is all on that subject. 
2 
d Have we omitted anything, Mr. Atwood ? 
Mr. Heserr. I would like to ask 1 or 2 questions now and then the 
committee members will finish up on this phase. 
Mr. Atwood, in the reduction of your plane—and I am using round 
‘ figures so we can understand what we are talking about, because these 
figures that are being used by counsel and yourself are a little puzzling, 
I am sure. 
i As I understand the first contract which you discussed yesterday 
was an overall figure of $500,000. 
Mr. Arwoop, Per airplane; yes, sir. 
Mr. Heérrrr. Per unit, I am talking about. 
. Mr. Arwoop. And we mentioned a quantity of 156 planes. 







Mr. Héperr. 535. And in that was a profit of $38,500? 
Mr. Arwoop., Yes, sir. 
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_ Mr. Hesert. The ultimate and final reduction of that aircraft was 
brought down to $100,000—148, and the profit was reduced. What was 
the profit per plane? Wasit 12 0r 17? 

Mr. Atrwoop. I am looking for that. 

The profit on that contract was $12,700. 

Mr. Hézerr. Fine. I understood you to say 17, and the reason for 
the question was that a $17,000 profit would have been a little out of 
line in the reduction because you would have had only a 50 percent 
profit reduction. 

Mr. Atwoon. Yes. 

Mr. Héverr. As compared to practically a 70 percent reduction in 
the cost of the aircraft. 

Now in connection with the salaries, Mr. Courtney, would you read 
the regulation of the Air Force in connection with salaries, of $ $25,000 ? 

Mr. Courrney. Mr. Chairman, the latest revision of regulation is 
January 4, 1956—and I still have another set of 1,000 pages delivered 
to the desk this morning. 

Mr. Heésert. It is purely incidental these new regulations come up 
whenever an investigation starts, Mr. Courtney 

Mr. Courtney. Assuming this has some element of finality about it, 
it bears the date of January 4, 1956, age it is in amendment to Air 
Force pug instructions 37-705-9. And subparagraph B 
amended in this fashion: 





Salaries in excess of $25,000 are subject to special approval as outlined in 
AFPI 54-905. When negotiation of redetermination or incentive-type contracts 
involves analysis of cost proposals, buyers will not give consideration to any 
salaries in excess of $25,000 which have not been properly approved. The buyer 
is authorized to accept the contractor’s recommendation as to the status of 
approval by the administrative contracting officer according to paragraph 54-905, 
unless he has been authorized or otherwise advised by the administrative con- 
tracting officer or Air Force auditor. 


The other, 54-905, assuming that this is the latest revision, reads, 
in pertinent part : 

Wages and salaries of $15,000 or more per annum paid to employees. These 
will be examined on an individual basis. The administrative or contracting 
officer in making such approval will consider all remunerations, including bo- 3 

F 
: 





nuses and payments in any form in computing the total compensation of .an 
employee. When it appears that the compensation paid to an individual or group 
of individuals may be unreasonable, a detailed examination of the case will he 


made. Consideration will be given to the size and type of Government contracts 7 
held by the contractor, the nature of the services rendered by the employee, 
former rates of compensation, the frequency and amount of increases, changes in " 
scope and extent of services rendered by the employee, and any other pertinent 
facts. Wages and salaries of $25,000 or over and any increases thereto cannot : 
be approved by the administrative contracting officer without the prior approval : 
of the director of procurement and production, headquarters A. M. C., or his 7 


designee. Request for approvals will be forwarded to Commander A. M. C 
Attention: MCPPC, and will contain the following. | 
Mr. Bares. Do you get that? | 
Mr. Heéverr. What we are trying to determine now is this, that 
under the Air Force regulations, any salary of $25,000 and above had 
to receive special attention and approval ? 
Mr. Courtney. That is what I would interpret it to mean, Mr. 
Chairman. That is the reason we asked the question whether or not 
the company was made aware of any such determination. 
Mr. Atwoop. Is that regulation applicable to cost-plus contracts? 
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Mr. Courtney. Incentive-type contracts. 

Mr. Heserr. Incentive contracts. 

Mr. Arwoop, And that is dated January of this year? 

Mr. Courtney. As of June 1955 Mr. Atwood. I express no opinion 
beyond that point. 

Mr. Héserr. Well, if there was such a regulation prior to that, you 
didn’t have any cognizance of it? 

Mr. Arwoop. I am not a specialist on these procurement regula- 
tions, but I am generally aware of their content, and it has been my 
understanding that the armed services procurement regulations pro- 
vide for the inclusion of reasonable compensation which will be deter- 
mined in accordance with industrial standards. And I have been 
aware of the controls exercised on cost-plus contracts for some time. 
And as I said before, we have submitted these figures as good costs. 
I do not know how we come out in detail with respect to these amounts. 

Mr. Héserr. Well, you would know this, wouldn’t you, Mr. At- 
wood: If your salary of $110,000 plus $80,000 incentive was challenged 
or approved by the Air Force, you would have cognizance of that, 
wouldn’t you ¢ 

Mr. Arwoop. Actually not. I don’t believe that I would have. 

Mr. Hésertr. Well, who would in your company ¢ 

Mr. Arwoop. In any detail. 

We have to make a final settlement in connection with these con- 
tracts and have to negotiate, and if the settlement officer excludes from 
a $100-million contract, $100,000 that would be applicable to execu- 
tive salaries, I don’t know that I would know it. 

Mr. Hépert. Well, who set your salary ? 

Mr. Arwoov. Mr. Hébert, I don’t set my own compensation, of 
course. I have been responsible over a period of 28 years in consid- 
erable measure for design and production of about $5 billion worth 
of aircraft. My salary is established by men who are not officers of 
our company, are not employees. 

Mr. Héserr. Well, who sets your salary ¢ 

Mr. Arwoop. The directors that are not employees of our company. 

Mr. Hererr. That are not employees of the company ? 

Mr. Arwoop. That is right. 

Mr. Héserr. They set the same salary for Mr. Kindelberger ? 

Mr. Arwoop. Yes, sir. 

Mr. Heperr. In other words, your board of directors sets the 
salary ? 

Mr. Arwoop. Yes, sir. 

Mr. Hénerr. Of these officers ? 

Mr. Arwoop. Yes, sir. 

Mr. Hésert. All right. 

Now—but to your knowledge, these figures have not been challenged 
by the Government? Well you either know it or you don’t know it. 
So let’s—— 

Mr. Arwoop. I do not know. I have a good idea that the final 
settlement takes into account all these matters of executive compen- 
sation, and the records of the negotiating officer are not open to us. 
The final amount that we settle upon is determined by negotiation. 

Insofar as T know, the final settlements, the final figures that the 
Government has determined, have been accepted by us. 
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Mr. Hésert. Well, in other words, the contracting officer of the 
Air Force would, of course, know. That is the reason I said you either 
know it or you don’t know it. There is nothing to be drawn from that 
question. 

Mr. Atwoop. No. 

Mr. Hésert. At all. 

Mr. Atwoop. I honestly do not know. 

Mr. Hépsert. Then you do not know. That answers the question, 
Then we have to find the man who does know. That is all. 

Now there is one other question I want to ask and then I am through. 

You have $6 million as your capital investment, is that correct ? 

Mr. Atwoop. That is our paid-in capital after the deductions that 
have been brought out here. 

Mr. Heserr. And this $6 million is represented by how many 
shares ? 

Mr. Courtney. Three million shares. 

Mr. Héserr. By 3 million shares. At what price? 

Mr. Foco. $1. 

Mr. Courtney. $1 par. 

Mr. Hépert. At $1 par. 

Mr. Courtney. $1 par value. 

Mr. Hésert. $1 par value. Is North American on the board today? 

Mr. Courtney. Yes. I don’t know what board. 

Mr. Hésert. Stockboard ? 

Mr. Atwoop. Oh, yes. Itisonthe New York Stock Exchange. 

Mr. Héserr. What is it bringing today ? 

Mr. Arwoop. It has been selling for around $80 a share in recent 
years, in recent weeks. 

Mr. Héserr. $80 a share? That is an increase of 8,000 percent, 
isn’t it, over the original par value? 

Mr. Arwoop. The original par value was $10. 

Mr. Héserr. Well, who said $1? 

Mr. Courtney. Was that before or after taxes ? 

Mr. Hésert. Don’t let’s get into-that. Let’s find exactly—— 

Mr. Atrwoop. Well, let me run through that. 

Mr. Hépert. Yes—well as you understand, Mr. Atwood, we are 
just trying to get all the facts out on the table, and we are trying to 
find out—the committee is interested to find out—exactly the profit 
margin in the construction of planes which are in effect—you all are 
Government employees. You are doing 99.66 percent of your busi- 
ness with the Government. 

Mr. Atwoop. That is right. 

Mr. Hépert. So you are in the same position—while I am not 
advocating what Mr. Miller suggested yesterday about the construc- 
tion of aircraft solely by Government, in effect that is exactly what 
you in North American are. You are a Government subsidy. You 
are working entirely for the Government. You have 10 directors here 
receiving almost—10 employees receiving almost $1 million a year in 
salaries. 

You also have built up a net worth from $6 million to $94 million, 
and that is after your improvements and your deductions, and your de- 
preciation, and still you are a Government susbidy, and you are tak- 
ing off from that Government-owned facility profits in the form of 
dividends and salaries. 
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Now I am not criticizing that it is not fair or is not just, but I just 
want that full picture to be on the record. So in effect North American 
is a United States airplane company, Government subsidy, which is 
paying dividends to private owners. 

Now that is what the story is. Now have you any explanation; I 
would like to have it. I again repeat, and I am bending over back- 

yard to indicate, that I am trying to say the things that are the facts, 
without coloring or by innuendo, insinuating anything. 

Mr. Arwoop. We are an industrial company performing a service 
in competition with other industrial companies. Our customer is pri- 
marily the Government. The facts have been developed here are cer- 
tainly the—the figures we have developed are certainly the facts. 

I don’t consider that a purchase from a company such as ours is a 
subsidy in the sense that subsidy has ever been used in this country. 

Mr. Hésert. I am sorry; I will change the word “subsidy” to make 
it a subsidiary of the United States Government. 

It isasubsidiary. Well, don’t you think, Mr. Atwood—and we are 
just trying to develop the thinking here—that any businessman here 
in any business venture would be very happy to invest $6 million if 
they were going to get a return on their money such as has been paid, 
if they were guaranteed practically that they would have a product 
which the Government would purchase ? 

Mr. Atwoop. The original par value of our stock was $10 in 1928. 

Mr. Héverr. Now it is selling at $80, the asking price. 

Mr. Arwoop. It was sold for $10 in 1928 and is selling for $80 now; 
yes, sir. 

Mr. Héserr. Do you know what it was selling for in 1952? 

Mr. Atwoop. Not exactly. Somewhere around 20 or 25, I believe. 

Mr. Heéperr. $20 or $25. And now with all these Government con- 
tracts, it has jumped to $80. A handsome profit. 

Mr. Arwwop. The sale price of our stock, of course, is something 
we can’t have anything to do with. These people that own those shares 
are owners of our company. They have a right to buy shares, sell 
shares, or retain their shares. 

Mr. Héserr. Of course, we are not disputing that. IfIhadacouple 
of shares of stock in Fort Knox, it would be mine to do what I wanted 
to do with it. 

And I think I could raise it up, with the collateral behind it. Iam 
not finding fault about the legality of it. I am just thinking and try- 
ing to develop and find out perhaps the philosophy behind such a 
system. 

Mr. Courtney. 3,435,000 shares out. 

Mr. Fogo. $1 a share. 

Mr. Hépserr. That is a dollar a share, of course, but these other peo- 
ple own it at different rates. 

Mr. Gavin. How many stockholders in the company ? 

Mr. Héserr. Would you know that ? 

Mr. Arwoop. There are some 35,000 stockholders. I don’t know the 
exact number, because some stocks are held in brokerage accounts. 

Mr. Héserrt. It isa pretty good trading stock, isn’t it ? 

Mr. Arwoop. It is traded every day in considerable volume; yes, sir. 

Mr. Hepert. It is pretty good. When these Government contracts 
are let by the normal course of events, the stock goes up, doesn’t it ? 
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Mr. Arwoop. I don’t quite know why the stock goes up and why it 
comes down. 
Mr. Héperr. It is purely coincidental. And when you get a good 
Government contract, the next day the market shoots up a little bit 
and if somebody knew that you all were going to get that contract, it 
would go a little higher, wouldn’t it, in the individual’s case ? 
Mr. Arwoop. If I were able to anticipate that, I would have more 
than 900 shares. 
Mr. Héserr. I know you would. 
Mr. Gavin wants to ask some questions. He has to leave. 
Mr. Gavin. I want to make an observation here, Mr. Chairman. 
It is my opinion, after listening to the testimony of Mr. Atwood, 
that we should call in the Department of. Navy and the Department 
of the Air Force to explain to us in detail the arrangements that they 
have with North American for the free use of the plants and equip- 
ment. 
And it would appear to me that other plane manufacturers are 
at a disadvantage with the arrangements—with an arrangement of 
this nature. 
The Government in this instance has given North American a very 
definite advantage by giving this organization a $60-million plant free 
and $35 million worth of equipment rent-free, which places all other 
plane manufacturers in a very difficult competitive position to attempt 
to bid against you, North American, on any contracts with the Gov- 
ernment for the types of planes you are building. 
Now I can’t see how North American can lose, with plant-free 
equipment and plant-free space, and with renegotiated contracts. 
In fact, I think, Mr. Chairman, that they have a guaranteed profit. 
Now I am not adverse to profits, I want to say to Mr. Atwood, and 
North American has turned in a magnificent performance and you 
are entitled to a profit. 
But the situation that has developed here, Mr. Chairman, in my 
opinion—you create a situation that gives North American a very 
distinct advantage over other competitors and it is a rather tough 
proposition for them to attempt to bid against it. 
I can readily see also, Mr. Chairman, with a $6-million capitaliza- 
tion, that.the stock should be of some value, when they can move in 
with their net worth from 1952 to—that 3-year period to that extent. 
Although I presume all these contracts are renegotiated, but the 
Navy and the Department of the Air Force better reexamine their 
renegotiations and give us the answer as to why the Government isn’t 
really getting a little better break out of this situation than they are. 
Mr. Hépert. Mr. Gavin, I assure you and members of the commit- 
tee that before the hearing is completed, the departments will be called 
in and you will be able to ask them all the questions you like. 
Mr. Arwoop. Could I make a statement with respect to Mr. Gavin’s 
remarks ? 
Mr. Heéperr. Yes. 
Mr. Atwoop. He covered two points—the competitive aspect of 
Government facilities and the amount, and the profit that accrues 
from utilizing these facilities. 
With regard to the competitive aspect of it, the facilities we occupy, 
of course, that are owned by the Government, are not unique. Other 
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companies with similar types of assignments, similar jobs to do, have 
Government facilities also. 

And the reason they don’t have them is twofold—the reason they do 
utilize them is twofold. 

First, the facilities were there and should be used. Secondly, the 
companies haven’t had an opportunity 

Mr. Gavin. You say the facilities are there and could be used. 

Mr. Arwoop. Yes—should be used. 

Mr. Covurrnry. Should be used. 

Mr. Arwoop. Secondly, the companies have not had the opportunity 
over a period of time to accumulate enough money to buy everything 
they might need. 

Now on that second point, I would like to discuss the other aspect 
of your question. 

The defense activity that we are participating in is of large mag- 
nitude. The job we have to do is large. Measured in dollars, it is 
$800 million for 1955. Measured in effort, it is tremendous. Measured 
in demands for facilities of all kinds, it is exceedingly great. 

If we had time—you will notice that we have been accumulating 
money out of profits, but we are using that money in large measure to 
add to our own facilities. 

If that process can be continued, we will own more and more of the 
facilities because we need them to do our work and we will acquire 
them to the extent of our financial ability. But for the present time 
it is essential that the facilities be available to us. Not having them 
ourselves, and the defense being vital, there has been no other solu- 
tion but to let us utilize Government facilities. 

Mr. Gavin. I don’t argue that question, except I don’t think they 
should be rent-free or I don’t think the equipment should be rent- 
free. We had the rubber plants. We disposed of the rubber plants. 
Maybe it would be good policy of the Government to dispose of them 
and you pay a fair value for them and then you operate them and 
then negotiate your profits on the increased costs of taking over uhese 
plants. But I just can’t bring myself around to being satisfied that 
any corporation should get rent-free plants from the Government or 
rent-free equipment to operate and then come in and renegotiate and 
be in a position where they practically have an assured profit. There 
is nothing that you can lose on a proposition of this kind. 

Mr. Atwoop. You will notice, Mr. Gavin, that that figure of $95 
million of Government facilities corresponds very closely to the entire 
net worth of our company. In addition to that, we owe the banks 
as of today, $77 million we borrowed to prosecute our business. 

At the present time we could not buy those plants at those prices. 

As time goes on, we will be able to acquire more, if we are allowed to 
retain some appropriate earnings in our business for that purpose. 

So I want you to relate it to the job we have ahead, which I have 
tried to outline yesterday, what we are going to have to do, and as I 
pointed out, there is only one way for us to get money and that is 
through earnings. And if that channel is blocked completely, we will 
make no money. 

Mr. Gavin. I think you are entitled to earnings. I don’t question 
that at all. But nevertheless, the only ones that will accrue from these 
“arnings—you are doing business with the Government, the American 
people. The taxpayer is carrying the load. If your profits are so 
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great to such an extent that you can come in and buy a $95-million 
plant—well, 35,000 people are going to profit, but we are trying to 
bring the cost of these operations down to produce more planes at less 
money and we are not particularly interested in how you are going 
to accrue profits to the extent of benefiting your company or your 
stockholders. 

We just feel, or I just feel—it is my personal opinion—what the 
committee feels about it, I don’t know. This is a matter that should 
be examined more carefully and have the Navy and the Depart- 
ment of the Air Force tell us just what these arrangements are. We 
would like to know. 

Mr. Arwoop. We, too, are dedicated to an efficient, moneysaving 
job in connection with this program we have to do. And I assure you 
that is uppermost in our minds. 

We feel we need to accrue earnings to do a better job. And that is 
our point of view. I think it is 

Mr. Gavin. I would say you are doing very satisfactorily at the 
present writing. 

Mr. Arwoop. We are utilizing that money effectively, in my 
opinion. 

Mr. Hénerr. Is that all? 

Mr. Gavin. Yes. 

Mr. Hépert. Are you finished? 

Mr. Gavin. I am through. 

Mr. Heéverr. Mr. Hardy. ‘ 

Mr. Harpy. Mr. Chairman, just to follow up on his question of rent. 
Actually the rent that would be payable for the Government facili- 
ties is of no particular consequence, is it, Mr. Atwood, because if you 
paid more rent it would simply serve to increase your costs and, 
therefore, increase your price? 

Mr. Arwoop. It would increase prices to the extent that we made 
rental payments, certainly, Mr. Hardy. 

Mr. Harpy. So that it would just be another bookkeeping trans- 
action ? 

Mr. Atwoop. That is the way I look at it; yes, sir. 

Mr. Harpy. Then to be realistic, insofar as governmental facilities 
are concerned, whether or not any space is rented is relatively inconse- 
quential. 

Mr. Atwoop. To the Government it is inconsequential, in my 
opinion. 

Mr. Harpy. As a matter of fact, if you paid a substantial and 
appropriate amount of rent, it would have the effect of increasing your 
cost and thereby increasing your net sales price and therefore justify- 
ing an increase in your percentage of profit based on your sales price? 

Mr. Gavin. Would the gentleman yield at that point? 

Mr. Harpy. Wait a minute—— 

Mr. Gavin. I just want to observe I can’t see any reason, then, why 
Mr. Atwood wants to accumulate any profits to buy these plants if 
the plants are as you say, of no value. It wouldn’t make any differen- 
tial. Why do you want to acquire the plant? 

Mr. Heéeerrr. Just a second. Let’s proceed orderly. Mr. Hardy. 

Mr. Harpy. I am just trying to pursue this point. Actually on a 
basis of paying the Government a fair value of the plant, you would 
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increase your profits if you operate on a basis of a percentage of your 
sales price 

Mr. Arwoop. If the same percentage of profit applies to the rental, 
we would certainly benefit by it; yes, sir. 

Mr. Harpy. So that Uncle Sam gets no consideration for the fact 
that you are operating substantially on his capital. 

Mr. Arwoop. We get no consideration for it. 

Mr. Harpy. Well, I would doubt that. 

Mr. Gavin. I only want to observe that it just increases their profits 
and when they are all through, Uncle Sam will have a lot of wornout 
equipment and a plant that is obsolete and of no value, and you can 
write it off and the American people will pay for it. 

Mr. Harpy. Mr. Chairman, may I finish here? I have one other 
avenue that [ wanted to inquire into. 

Mr. Atwood, at what stage in the performance of a contract is the 
unit price and the profit arrived at? 

Mr. Arwoop. There are two major negotiations in that respect, Mr. 
Hardy. When a contract is undertaken we do the engineering and 
tooling and start our production. After about 20 or 30 percent of 
the airplanes are built, we then arrive at a final target price for all 
the airplanes. That target price is a fixed arithmetical formula. 
When we complete the contract we then submit an order, or a state- 
ment which is generally audited as to what it did actually cost us to 
build those aircraft, the remaining 70 or 80 percent. 

At that time the actual costs are known. The “bogie” was estab- 
lished before. The difference between the final cost and the “bogie” 
of the target represents a saving or an additional cost. We share in 
that saving and we share in the additional cost, to the extent of 25 
percent on the average. The Government shares 75 percent. 

Mr. Harpy. The final calculation is at the conclusion of the con- 
tract ? 

Mr. Arwoop. Yes, sir. 

Mr. Harpy. After all deliveries have been completed and after 
about—did you say 20 percent of the production was when you ar- 
rived at your target figure ? 

Mr. Atwoop. That would be the case in a new airplane. If we had 
a follow-on contract, the new target might be established at the first 
airplane. I am talking of a new type, where a major design is in- 
volved. We would probably establish that target at a 20 or 30 percent 
point in the contract. 

Mr. Harpy. Then, actually at that point you arrive at a computa- 
tion or a system of computation which really serves as the basis for 
the final determination; isn’t that right, except for the saving? 

Mr. Arwoop. It establishes the basis, the immutable basis for the 
final determination; yes, sir. 

Mr. Harpy. And at the point where that formula is established, are 
all of the factors of allowable costs at that time determined ? 

Mr. Arwoop. These things are done by negotiation. 

Mr. Harpy. I understand, and that is what I am talking about. 

Mr. Atwoop. We submit costs. Of course the Government autli- 
tors are in our plant. They know everything about all our accounts 
and records. 

Mr. Harpy. I am not—this is not critical. 

Mr. Atwoop. No. 
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Mr. Harpy. I am trying to understand it. And I am trying to 
see maybe whether there is some weakness in our negotiating pro- 
cedure. 

Mr. Atrwoop. I think the procedure to be adequate. 

Mr. Harpy. I would expect you to on the basis of these figures. 

Mr. Arwoop. Well, as I pointed out in my statement, I haven’t con- 
ceived of a better system for this complex procurement. 

Mr. Harpy. The point I am trying to establish is: At the time you 
work out this formula, agreement is reached as to the allowable costs 
that will be permitted in there, in the contract? Is that or isn’t that 
right? 

Mr. Arwoop, Certainly it is right. 

Mr. Harpy. All right. You mentioned a moment ago that it was 
an immutable formula. That means unchangeable, my recollection 
1S. 

Mr. Arwoop. Yes, unchanged for the life of the contract. 

Mr. Harpy. So that at the time that target is fixed, which is shortly 
after—maybe all your research hasn’t been completed, even, but you 
produced about 20 or 30 percent of your production ? 

Mr. Atrwoop. Yes. 

Mr. Harpy. And you may have a good many changes to make from 
there on é 

Mr. Atwoop. Yes. 

Mr. Harpy. But all of the elements of cost that are agreed will be 
allowed have been established. 

Mr. Arwoop. The cost and accounting conventions that we use are 
generally well understood. 

Mr. Harvy. Well, I know. But at that point—actually, the items 
that are allowable are fixed before your contract has proceeded far 
enough to be too clear as to what all of them are going to amount to. 

Mr. Arwoop. That is right. The labor cost, the material costs and 
tooling, production and all that. 

Mr. Harpy. So that the amount of depreciation that is going to be 
allowable to this contract has been determined, at least a factor has 
heen set up for that purpose. 

Mr. Arwoop. It has been estimated. 

Mr. Harpy. It is an immutable factor, isn’t it ? 

Mr. Arwoop. The price is. The actual monetary figure is. But if 
we knew every dollar and cent that was going to be spent from that 
point on, we wouldn’t need 

Mr. Harpy. The percentage of burden, including officers’ salaries, 
is determined and agreed upon at that time, is that correct ? 

Mr. Arwoon. We agree on a percentage for administrative burden, 
that is correct. 

Mr. Harpy. So that—and frankly, here is the one point that I want 
to establish out of this particular question now—is the time at which 
the Government negotiator agreed to the salary scales. Was that 
at the 20 percent of production ? 

Mr. Atrwoop. That is at about the 20 percent point, that an ad- 
ministrative burden estimate has been put into the monetary figure 
we are using for the target price. 

Mr. Harpy. So that all of these figures, that is all of the items that 
go into your administrative burden, are known to the negotiators 
at the original time? 
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Mr. Arwoop. Yes, 

Mr. Harpy. At the 20 percent point ¢ 

Mr. Arwoop. Everything is known to the negotiators at all times 
insofar as they can have that information. 

Mr. Harpy. Well, my point is this: When you get down to your 
final determination and the adjustment in your final price, there is 
simply an adjustment of a percentage of the savings permitted to you 
and a percentage of the savings taken across the board, insofar as the 
contract is concerned, ' 

And early in the game, before there is too much opportunity to 
consider what this contract is liable to develop into, there is agreement 
with respect to every item, including those which go into the admin- 
istrative burden. 

Mr. Atwoop. A percentage of administrative burden, 

Mr. Harpy. All right, I understand that. Of course, you are not 
voing to take it all. But the amount of that percentage is governed 
by the amount of the figures which are permitted to go into it. 

“Mr. Arwoop. I think I can make this clear if you will let me give 
you some of the relationships here. 
~ Certainly we take a figure for administrative burden. That in- 
cludes many, many things beside officers’ salaries. It includes consid- 
erable measure of our accounting, certain administrative services and 
certain other expenses. Officers’ salaries are a pretty small part of it 
and the amount over $25,000 a year is quite small. It varies from 
month to month and year to year. 

The reason I don’t know whether or not there is a specific allowance 
in each contract for part of my salary over $25,000 a year is that our 
negotiators make a settlement with the Air Force on an overall basis 
and they may tell us in these negotiations that we are only going to 
recognize $100 million on this. We say it should be $100,100,000. We 
settle it for $100 million. 

Mr. Harpy. Mr. Atwood, I don’t believe we are accomplishing too 
much on this and I don’t want to pursue it any further. But the 
point I wanted to bring out—and I will agree with you that the per- 
centage of the total overall cost which is reflected by administrative 
personnel salaries is small, very, very small. 

Mr. Arwoop. Very small. 

Mr. Harpy. But that is an item nevertheless that the American tax- 
payer is going to look at rather critically, just like they look at the 
salaries which we voted ourselves, which represents an insignificant 
amount of the Federal budget. 

Mr. Heéserr. And no incentive payment. 

Mr. Harpy. We don’t get any incentive payment at all. The fact of 
the matter, they even took off our tax-free expense account. 

Mr. CunnincHAm. Would the gentleman from Virginia yield to me? 

Mr. Harpy. I will be delighted. 

Mr. CunnincHam. You are certainly not comparing us with officers 
of this corporation now. 

Mr. Harpy. TI wish we could. 

Mr. Minter. Will the gentleman yield? 

Mr. Harpy. I am through. 

Mr. Mitter. Our salaries are subject to income tax, too. 

Mr. Hitperr. So are all. 
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I am just trying to straighten out the figures again in my mind and 
find out exactly what we are doing. 

Now, there were 3 million shares of stock at a stated par value of $1, 
when it was originally organized. 

Mr. Arwoop. Three million about. 

Mr. Héserr. Just assume. It is give or take a dollar or two, it 
doesn’t make much difference. The fact that we have a figure of 
&6 million indicates undoubtedly that actual cash was paid more than 
the stated par value. 

Mr. Arwoop. Oh, yes. 

Mr. H&épert. So that means—but then you have a $6 million invest- 
ment. Now as I recall your figure in 1952, I think, your recollection 
was that the stock was selling for $20 on the board?’ 

Mr. Arwoop. It was selling i in that bracket. 

Mr. Héserr. In that neighborhood. It doesn’t make much differ- 
ence. It just indicates what I am trying to bring out. So that $6 
million became then, of a marketable value of $120 million, is that 
correct? It would be 20 times. 

Mr. Arwoop. 20 times; yes, sir. 

Mr. Heépserr. 20 times. And then 3 years later, in 1955, as of today, 
the asking price is $80? 

Mr. Atwoop. Yes, sir. 

Mr. Hérerr. So that means that $6 million has grown to $480 mil- 
lion? 

Mr. Atrwoop. Marketable value. 

Mr. Hésertr. Marketable value. 

Mr. Arwoop. It is indicated that that is true from the market prices. 

Mr. Heserr. That is right. So, in other words, if a man has held 
to the original—and this is probably oversimplification, but it is 
demonstrative of what I am trying to do. 

If an individual had invested $6 million 

Mr. Arwoop. I believe—let me get that figure straight. It was 
selling for $80. It would havea marketable value of $250 million. 
Mr. Gavin. I think it is a little higher than that. 

Mr. Courtney. $280 million. 

Mr. Heéperr. 8 times 6 

Mr. Harpy. He hasn’t 6 million shares. 

Mr. Cunnrneuam. There are 3 million some shares. 

Mr. Heserr. 3 million shares. That is right, you are correct. So 
would be worth now—#240 million / 

Mr. Arwoop. Yes. 

Mr. Heésert. That would be a pretty fair profit at that, where you 
had a complete Government operation and the Government was your 
collateral. 

Mr. Arwoop. During the period of this company’s existence, since 
1928, the stock was originally established at a $10 par value and it 
was subsequently revalued because of losses and distributions, as 
Was indicated yesterday, and it achieved its $1 par value in about 
1934, about the time I came to the company. 

Mr. Tlénerr. Now tell me: Of course they are paid, but what fees 
do the directors receive, do you know ? 
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Arwoop. Those that aren’t—— 

Mr. Hésert. Officers. 

Mr. Arwoop. Officers. 

Mr. Hésert. That is right. 

Mr. Arwoop, Of the company; yes I do. 

Mr. Hépsert. What fees do they receive? 

Mr. Atwoop. We have four meetings a year ordinarily and they 
receive $500 for each meeting. 

- Hénerr. $500 for each meeting? 

-- Arwoop. $2,000 a year would be their normal fee. 
. Hésert. Have you any vacancies on that board? 
Arwoop. We have some very fine men on that board. 

Mr. Hésert. How many members of the board do you have? 

Mr. Arwoop. We have 12 people on our board. Do you want to 
know their names ? 

Mr. Hésverr. No; that is all right. I just wanted to get an idea. 

Mr. Arwoop. Six of them are now officers of the company and six 
are not connected with the company in any other capacity. 

Mr. Heépert. I just wanted that. Mr. Hess? 

Mr. Hess. Just a couple of questions. Mr. Atwood, to get back 
to this figure of net worth of $94 million in round munbers, the sur- 
plus retained in the business in 1955 of $88 million. 

I take it that the net worth, $94 million, is all in plant or inventory 
or eanrpenee. It is not in bonds or eash or something of that kind, 
is it f 

Mr. A'rwoop. Some is in cash. 

Mr. Hess. What percentage ? 

Mr. A:rwoop. Well, the annual report is here, Mr. Chairman. 

Mr. Courtney. [ Hands. | 

Mr. Atwoop. Thank you. At the end of 1954 fiscal year, Sep- 
tember 30, 1955, we had cash of $27 million and we owed the banks 
$23 million at that time. As I have indicated today, the borrowings 
have gone up to $77 million as of today. 

Mr. Hess. What were those borrowings for? For purchase of 
material ? 

Mr. Arwoop. They are to finance our part in the inventories and 
work in process, cash requirements for payrolls, and for investment 
in facilities and other things that we use our money for. 

Mr. Hess. Is it customary to have a cash balance of approximately 
$27 million ? 

Mr. Arwoop. Well, that is a very few working days’ payrolls and 
materials bills, so we couldn’t go much under that. 

Mr. Hess. Based on the price of the stock selling on the New York 
Board today, $80 a share, and a net worth of $94 million, I don’t 
know— it doesn’t look like too much of a buy, unless of course it is on 
earning capacity. 

Mr. Arwoop. That is beyond me, Mr. Hess. 

Mr. Hess. Yes. That is all right. Never mind that. 

Let me ask you one more question just for my own information 
here. 

Mr. Hardy pursued it to some length; that is, the question of this 
negotiation. 

Do I understand that you are negotiated at the end of your con- 
tract, at the completion of a contract, or is it at the completion of a 


year ? : 
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Mr. Atwoop. At the completion of each contract; yes, sir. 

Mr. Hess. It is at the completion of each contract ? 

Mr. Atrwoop. Yes, sir. 

Mr. Hess. Now, at that time the Negotiation Board takes into con- 
sideration the salaries and the incentive payments that have been 
paid, whether or not they are excessive ? 

Mr. Atwoop. I presume that they do. The Air Force and the Navy 
negotiate those documents with our representatives. They have 
auditors now in our plant, as I indicated, and have a running, con- 
tinuous record of what we are doing, how we are spending our money 
and how we keep our accounts. And materials applicable to the con- 
tract are included and all the labor, the overhead, the engineering, 
the tooling, and the administrative expenses. There are various ad- 
justments from time to time as we transfer material from one contract 
to another. 

We utilize tooling on two contracts, and we make prorations. But 
we have a very well-established series of accounting conventions 
which are utilized throughout and I believe are meticulous and accu- 
rate and conform to all requirements of the Air Force and the Treas- 
ury Department. 

Mr. Hess. In a negotiation, renegotiation, should the board decide 
that the salaries were excessive and the incentive payments were exces- 
sive, they would reduce the amount of your gross profit by that amount, 
would they not ? 

Mr. Arwoop. They could very well do that, without being specific ; 
yes, sir. 

Mr. Hess. All right, now. In the event they did that, that would 
in no way affect the salary; it would only affect the profit, the net 
profit that you made on the contract ? 

Mr. Arwoop. The profit or the amount of money we were paid for 
the contract as a whole; yes, sir. 

Mr. Hess. That is all. 

Mr. Harpy. Mr. Chairman, might I just follow that? 

Mr. Hess. Yes. 

Mr. Harpy. Because that is not quite what I had understood awhile 
ago. 

Mr. Hess. That is why I wanted to clear it up. 

Mr. Harpy. I wanted to be sure I understood. I understood a while 
ago, Mr. Atwood, that the only matter that was involved in the final 
negotiations was a split of the savings below that—in the costs below 
the target. costs. 

Mr. Arwoop. The total costs have to be agreed on before that could 
be done. 

Mr. Harpy. Yes; but didn’t you say that was arrived at through 
an immutable formula that was established at the 20-percent point? 
That was your word and not mine. 

Mr. Arwoop. I said the target price is immutable. That was nego- 
tiated, but it is a monetary figure. 

Mr. Harpy. Yes: but I understood you to say that you had a for 
mula for determining your final cost figure that was determined at the 
20-percent point, and that at the final negotiation the only thing that 
was involved was a determination of the actual costs and a split of that 
cost under the incentive provisions. 


Mr. Minter. 75-25 split. 
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Mr. Arwoop. As I understand, we have to determine two things: 
One is the target price, and we have those in connection with each of 
these contracts. It is arrived at through negotiations. 

Mr. Harpy. Yes; but that is at the 20-percent point. 

Mr. Hésert. Let him answer, Mr. Hardy. 

Mr. Harpy. I know, but I want to understand what he is talking 
about. ; 

Mr. Atwoop. Trying to arrive at that price is purely an estimating 
job. We estimate the labor hours and we estimate the material costs. 
We estimate tooling and all other factors. Those things are taken al- 
together and a monetary target price is determined, which becomes, as 
I say, unchanged for the duration of this contract. But this is nego- 
tiated. 

Mr. Harpy. I understand. 

The only thing that I really want to be sure that we are in agree- 
ment on, so the record is clear in both places, is with respect to the 
formula that you talked about awhile ago. 

I understood you to refer to an immutable formula which estab- 
lished——— 

Mr. Arwoop. I didn’t say immutable formula. 

Mr. Harpy. Maybe then I misunderstood you. 

Mr. Arwoop. I said price. 

Mr. Harpy. But there was a formula determined which I thought 
or which I understood was the basis that continued right on straight 
through the performance, and at the conclusion you just decided what 
was the saving and that that was under incentive provision. 

Mr. Héserr. I don’t want to interrupt the line of questioning here 
between Mr. Hardy and Mr. Atwood. I think the record will show. 
We can continue almost indeterminably now. I want to get to some 
other members. 

Mr. Harpy. I am through. 

Mr. Hiétperr. All right. 

Mr. Miller. 

Mr. Miniter. I want to get this straight, Mr. Atwood. 

You fix this target price. I believe you said in that target price a 
proportion of the administrative burden of the company was in- 
cluded, is that right ? 

Mr. Arwoop. Yes; all elements of cost are presented in the form 
of an estimate; yes, sir. 

Mr. Mirirr. But that is the price, then, with that administrative 
burden in there, that is not changeable. I wasn’t here, but I assume 
that is where you used the word “immutable.” 

Mr. Arwoop. The price, that is right. 

Mr. Mitrer. In that target price. Then at the conclusion of the 
contract, this adjustment is made up and down, but within that 
immutable price is this administrative burden that contains the over- 
head or the salaries or other factors. I am not so concerned with 
the salaries of 11 men. So that isn’t going to change. 

Mr. Arwoop. You can understand the variations when you follow 
these various prices we have had with these contracts. Our estimates 
may show a certain airplane as going to cost $100,000. After nego- 
tiation we may agree on a target price of only $90,000. Actually, the 

variations sre that great. But it is done on an overall basis. 
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Mr. Mittrr. How much was this airplane? You say it might cost 
how much ? 

Mr. Atrwoop. We negotiate—I say if we—we could estimate that 
it would cost as much as $100,000. 

Mr. Miter. I see. 

Mr. Atrwoop. The Air Force negotiators might disagree. Since we 
don’t know what it is going to cost, we are estimating. As a result 
of these negotiations, we might arrive at a target price as low as 
$90,000. 

That is a resolution of a difference of opinion based on projections 
and negotiations. And in that the Government negotiator might 
specifically feel that he was eliminating $1,000 or $100 or $50 for 
executive compensation. I wouldn’t know. 

Mr. Miiire. Of course there are other factors besides executive 
compensation that go into this thing that I am concerned with. 

Mr. Atrwoop. There are many other factors. 

Mr. Mitrrr. What is your advertising budget? 

Mr. Arwoop. For company advertising—we have two forms of 
advertising. We are advertising for recruiting personnel—engineers, 
primarily, and others 

Mr. Murr. That part of it is part of your personnel problem‘ 

Mr. Atwoop. Yes. 

Mr. Mitier. I mean your display advertising and your goodwill 
advertising and that sort of thing. 

Mr. Héserr. Mr. Cunningham. 

Mr. Miiirr. Wait. 

Mr. Heésert. I am sorry. 

Mr. Atwoop. No. I expect we are going to spend this year on 
company advertising, for our all-divisional activities, about $750,000. 

Mr. Miiier. And yet 99.66 percent of your business is done with 
one unit, the Federal Government. 

Mr. Atwoop. Yes, sir. 

Mr. Miter. One customer. 

Would you say as a taxpayer that the Norfolk Naval Shipyard 
would be justified in spending $750,000 a year to advertise to the people 
of this country the good work that it does, or that perhaps the Naval 
Air Station at Alameda should spend $500,000 of Federal funds for 
that purpose ? 

Mr. Arwoop. I certainly don’t think so. We are an industrial 
company, however, and we have many public relations factors that 
we must contend with. Among them are a reputation which will 
attract scientific and engineering personnel and others that we need 
in the prosecution of our business. 

Mr. Mituer. Well, right there, if Norfolk Shipyard or NAS, 
Alameda, or the National Academy of Sciences were to spend com- 
parable sums, could they attract the scientific personnel that would 
make these Federal institutions capable of designing and competing 
with you in the building of these planes? That is the point I raised 
yesterday. Is that all that it takes? 

Mr. Arwoop. I think it takes a great deal more than that, as I in- 
dicated yesterday, Mr. Miller. I think it takes a great deal of effort 
in many many fields. It all makes part of the picture of an indus- 
trial company. I think we are doing work that has been—that has 
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to be done more effectively than Government bureaus could do. That 
is my Opinion. 

Mr. Mutter. Well, I am not going to argue that with you because I[ 
don’t know. But frankly I am struck with the fact that this type 

Mr. Atwoop. We negotiate—I say if we—we could estimate that 
it is being paid for by Federal funds. 

Now, I only have one other question. 

My hearing may not be correct. You spoke of $73 million that you 
had borrowed from the banks and that you owed the banks. Did I 
understand you to say that part of this went for foreign subsidies? 

Mr. Arwoop. Oh, no. 

Mr. Mitier. Do you have any subsidies / 

Mr. Arwoop. Oh, no, nothing like that at all, Mr. Miller. I merely 
stated that we do owe the banks $77 million which we have borrowed 
to prosecute our work, 

Mr. Minter. You used the word “foreign” in there, and I thought 
it was followed by “subsidy.” Are there any companies—do you have 
any subsidiary companies? * 

Mr. Arwoop. We have divisions, no true subsidiaries, no, sir. 

Mr. Miniter. Do you have any in Europe? 

Mr. Arwoop. No, sir. 

Mr. Miniter. Any outside of the United States ¢ 

Mr. Arwoop. No, we don’t have any establishments other than field 
seryice activity out of the United States. 

“Mr. Miturr. Any engaged in other work than included in this 99.66 
for the Federal Government ? 

Mr. Atrwoop. No, sir. 

Mr. Miter. No other questions. 

Mr. Hésert. Mr. Cunningham. 

Mr. Cunnincuam. Thank you, Mr. Chairman. 

Mr. Atwood, does the par value of your stock per se have any re- 
lationship to the market value? 

Mr. Arwoop. I can’t detect any relationship, Mr. Cunningham. 

Mr. Cunnincuam. The fact that you once had $10 par-value and 
now have $1 par value: I understand many companies have no par- 
value stock. That means that that is for tax purposes and other rea- 
sons, rather than determining the actual value, does it not? 

Mr. Arwoop. It is accounting convention. If you will look at our 
balance sheet, that is just the way our record has been kept. We 
could revalue our stock or we could eliminate its value arbitrarily. 

Mr. CunnrnGHam. It would be just the same if you changed it to 
no par value? 

Mr. Arwoop. Or we could state that this entire $94 million is capi- 
tal stock, and we could then make that $30 if we chose, and so state. 

Mr. CunnincHam. Now, my next question: 

What relationship does the market value of your stock have to the 
book value? 

Mt. Arwoop. It doesn’t seem to have any relationship at all, Mr. 
Cunningham. 

Mr. Cunnincuam. Now, how close is the book value to the actual 
value ¢ 

Mr. Arwoop. The book value is merely—as I understand it, it is 
merely the total shareholders’ equity of $95 million divided by the 
number of shares, which would be some 
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Mr. Cunnincuam. Now, is that the book value 

Mr. Atwoop. In my opinion, that would be the book value. 

Mr. Cunntnouam. I noticed on the board, the book value is 18 mil- 
lion and the net worth is something like 94. 

Mr. Fogo. No, no, that is property. 

Mr. Atrwoop. That is only physical properties, Mr. Cunningham. 

Mr. Cunnincuam. Oh, physical properties. 

Well, would you say then that the book value and the net worth 
are approximately the same? 

Mr. Arwoop. That is a deep subject, and I am not well qualified 
in these things, but 1 would say that. for liquidation purposes, in 
other words, if the company were to go out of business 

Mr. Cunnincuam. That was to be my next question. Go ahead. 

Mr. Atwoop. The book value and the value at liquidation should 
be the same. 

Mr. Cunnrncuam. And would that necessarily be about the same 
as the net worth ? 

Mr. Atrwoop. It should be: yes, sir. 

Mr. Cunnincuam. Mr. Atwood, when they negotiate with you or 
renegotiate, could you tell us whether or not these men representing 
the Defense Department take into consideration how much you have 
heen allowed for depreciation and writeoffs / 

Mr. Atrwoop. Oh, yes, they certainly do. But as I explained yes- 
terday, our depreciation schedule. is exactly—is applied to contracts- 
the same one we apply to our tax returns and it 1s related to the esti- 
mated useful life of the properties being depreciated. 

Mr. CuNninGuam. Could you tell us what the book value per share 
Is at present / 

Mr. Arwoop. Approximately; yes, sir. I think I even have that, 
the shareholders’ equity, here. It isn’t listed accurately, but it is 
close to $30.a share. 

Mr. Cunntncuam. Then the difference between the book value per 
share and the market value per share is somewhere around $50, is it 
not? At the present time ¢ 

Mr. Arwoop. Yes, sir. 

Mr. Cunnrneuam. Could you tell us whether or not the negotiators 
take that differential into consideration when they negotiate or re- 
negotiate? They don’t go into that at all? 

Mr. Arwoop. No, sir: I don’t believe the market value of the stock 
is considered in any negotiation. 

Mr. Cunntneuam. In other words, the market value, the increase 
above the actual value, is determined more or less by the belief of the 
stockholders as to what the future will be and the fact that you have 
Government contracts have some bearing upon that? 

Mr. Arwoop. Yes. 

Mr. Cunnineuam. That would normally increase the market value 
of the stock, is that not correct ? 

Mr. Arwoop, It must be one of the factors, certainly, Mr. Cunning- 
ham. 

Mr. Cunnixcuam. Well, you are a stockholder as well as an officer 
and director of the company and IT figured you would be a good one 
to answer that question. You must take that into consideration when 
you buy stock yourself or whether you sell it in your own company. 
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Mr. Arwoop. Future prospects of the company must be one of the 
principal factors, The net worth in dollars per share must be another 
factor. 

Mr. Cunnincuam. Even this hearing might have a factor on the 
market value. 

Mr. Atrwoop. It may well, sir 

Mr. Cunntncuam. I think that is all, Mr. Chairman. 

Mr. Heéserr. Mr. Fisher. 

Mr. Fisuer. Speaking of cost factors, about which there have been 
a number of questions, I assume that the principal cost factor is labor 
cost 

Mr. Arwoop. It is about equal between material and labor in our 
case. 

Mr. Fisuer. About 50-50? 

Mr. Arwoop. Yes, sir. 

Mr. Fisner. You deal, I assume, in—what is it, the UAW? 

Mr. Atwoop. We have UAW representation in each of our plants. 

Mr. Fisuer. Are you having much labor trouble? 

Mr. Arwoop. We are having amicable relationships with our labor 
unions. We had 1 strike in the course of 15 years, that is, in 1953. 
Since then we have had amicable relationships. 

Mr. FisHer. Do you operate on a year-to-year contract ? 

Mr. Arwoop. It varies. We have had—the last period has been 
about a 15-month contract, Mr. Fisher. 

Mr. Fisuer. Is the wage level about comparable to the automobile 
industry, something along that line, or is it higher; the general wage 
level ¢ 

Mr. Arwoop. The wage level? 

Mr. Fisuer. Yes. 

Mr. Arwoop. The automobile industry varies in itself, as you know, 
a certain amount. Our wages are below the highest-paid automobile 
industry. I think they are comparable with wages paid in some au- 
tomotive trades. 

The hourly rate we pay in the latest month that I have looked at— 
hourly rate ae production labor was+$2.12 an hour, I believe. The 
hourly rate for tooling labor was some two dollars and thirty-odd 
centsan hour. That isa very highly skilled— 

Mr. Fisuer. Has that been-going up pretty steadily, say, in the last 
D vears ¢ 

Mr. Arwoop. It has been increasing almost yearly or on a year and 
a half basis, I might say. There have been adjustments. 

Mr. Fisner. Of course you are in a situation in your negotiations 
with the union where you can always pass it on to the Government in 
the delivered price of the airplane at the end of the negotiation. 

Mr. Atwoop. Generally speaking, the Government negotiators rec- 
ognize the wage rates we pay in negotiations, after we have worked out 
an agreement with the union. If we have a fixed target price for a 
contract, we don’t get any adjustment, for wage increases we have to 
make during that interim period, but in a new contract I believe we 
would find in every case that the new wage rates would be recognized. 

Mr. Fisner. Is that about the same pattern throughout the aircraft 
industry, would you say, do you know? 

Mr. Arwoon. I believe it is. 

Mr. Fisuer. About uniform ? 
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Mr. Arwoop. I think so, Mr. Fisher. 

Mr. Frsuer. That is all. 

Mr. Hésert. May I just ask this one question, Mr. Atwood. 

Pursuing Mr. Fisher’s questioning, in other words, the wages, 
which is the labor cost, would be a determining factor in the cost of 
the airplane, the finished product? 

Mr. Arwoop. Very, very major factor; yes, sir. 

Mr. Héserr. Just as much as the salaries or administrative costs 
would be? 

Mr. Arwoop. Oh, by far greater. 

Mr. Héserr. By far greater? 

Mr. Arwoop. Oh, yes. 

Mr. Hénerr. I want to ask you this one question. 

What amounts have you paid back in the renegotiated contracts. 
have you paid any amounts back? Because we are examining you 
from our figures. You are being examined from 1952. We put that 
cutoff figure there because renegotiation was in effect prior to that 
time. 

Were you renegotiated at all prior to 1952, and how much ? 

Mr. Arwoop. We had a proceeding before the Renegotation Board 
with respect to 1951, and I think with respect to 1950. Tam not precise 
on that. And we did not make any rebates with respect to those years. 

Mr. Hésert. Have you made any rebates at all ? 

Mr. Atwoop. Not since the World War IT period. 

1952 has been examined and as I understand it, it has been deter 
mined that we have not made an excessive profit for 1952. 

1953 and subsequent years are open. 

Mr. Héserr. All right. 

Mr. Barres. Mr. Atwood, we haven’t talked much about the nature 
of the aircraft industry. We have talked about competition, Govern- 
ment-owned plants. 

If you are like the automobile industry, for instance, and you have 
these Government-owned plants, that would make quite a difference 
as far as competition is concerned, isn’t that right? 

Mr. Arwoop. I feel that certainly it would be a major factor. The 
automobile industry has put a great deal of money into plant and 
equipment since the war and have retooled more than once. } 

Mr. Bares. So if they had to carry that overhead and you had free | 
rent, it would make quite a bit of difference. Of course you get a 
different situation in this particular case. All of the automobile 
industry is looking for business. Now, tell us about the situation in : 





| 


aa. NN 


the aircraft industry. Isn’t everybody out breaking pretty much the : 
optimum capacity? You are expanding your plant. Isn’t that the 


general situation today ? 

Mr. Atwoop. This is a very difficult thing to describe. We are very 
competitive for business. As I indic ated to you, our business is 
on along-timecycle. Production we are going to have in 1960 is going 
to be determined by competitions we win and projects we get right now. 

Mr. Bares. Yes. 

Mr. Atwoop. And follow-on contracts for models we have are not 
yet determined. It depends on technical factors, pending Air Force 
and Navy requirements, and all those things. 

So-we serve best by trying to fulfill those anticipated requirements 
to the best of our ability. And I think you will find every company 
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extremely concerned about its business for future years, in attempting 
through a competitive process to get contracts for projects which will 
have production significance out in those years. 

Mr. Bares. Let’s talk about the competition. Yours is not a ques- 
tion of competition for price on production. 

Mr. Atwoop. Not directly 

Mr. Bates. Because you said you progressed 20 percent of the way 
before you even determined what the price is going to be. 

So your competition is more in design. 

Mr. Arwoop. It is technical and design competition; yes, sir. That 
is the emphasis. 

Mr. Bates. That is right. Once you have designed the F-86, that 
was your baby. And future contracts would go to you? 

Mr. Arwoop. Yes, sir. 

Mr. Bares. So you get a different form of competition. 

Mr. Arwoop. It is. 

Mr. Bates. Than you ordinarily have in most businesses. That is 
the reason you advertise for more engineers. You want to get the 
very best, and the reason you have the incentive-contract agreements. 

Mr. Atwoop. Yes, sir. 

Mr. Bates. So we get an altogether different situation than we got 
in most businesses, then ? 

Mr. Arwoop. We do. Of course price of an airplane does have a 
direct, effect, too. When two generally comparable planes could be 
made available, the cheapest plane would be bought. 

Mr. Bares. Yes. But how often does that situation ever arise? 

Mr. Arwoop. Not very frequently. From time to time it does. 

Mr. Bares. What they want is performance? 

Mr. Atwoop. Yes, sir. 

Mr. Bares. I just had one other question on these incentives. Are 
those contingent awards or are they definite awards? 

Mr. Arwoop. What? 

Mr. Bares. These income incentives. 

Mr. Arwoop. They are contingent. 

Mr. Bares. Contingent upon 

Mr. Arwoop. Satisfactory 

Mr. Barres. Approval by the Government ? 

Mr. Arwoop. No, sir. They are not contingent in that respect. 

Mr. Bares. Then I understand the rest of it. 

I have no further questions. 

Mr. Arwoop. Yes. 

Mr. Hépert. Mr. Gavin, you have two questions? 

Mr. Gavin. Yes. 

What I wanted to ask Mr. Atwood : Do the Departments of the Navy 
and Air Force have any definite formula? After the entire cost of 
the particular job is completed and you arrive at the cost per plane, 
do they have an established formula by which they say you are entitled 
to 5-percent profit or 6-percent profit, or 7-percent profit? How do 
they arrive at that, after you complete the whole job and are ready 
to negotiate, what they think is a fair profit on that particular plane? 

Mr. Arwoop. They do negotiate that. Because we submit data 


indicating our cost and it is broken down in considerable detail. But 
generally it is broken down in the categories of material costs, labor 
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cost, tooling, engineering, administrative, and so forth. Even at that 
point we don’t have unanimity of opinion on what the cost actually 
was. It is narrowed down to a pretty small bracket, however, in 
money. Settlement is made usually eliminating—it is very possible 
that some elements of cost we present they would indicate were not 
in line with their thinking in this connection. We might make some 
small reduction at the end. But the difference usually is quite small, 

Mr. Gavin. The point I was getting at: Say, for instance, you deter- 
mined the cost of a plane to be half a million and they say you should 
have X-percent profit, how do they arrive at what is a reasonable and 
fair margin of profit for that particular job? 

Mr. Arwoop. That is established at the time of the target. The 
target profit is set up. It might be 7 percent. The final profit will 
vary, either up or down, depending on the costs of executing the 
contract. 

Mr. Gavin. Now, the next question I want to ask: In considering 
your negotiations—you said they take into consideration depreciation 
on plant and equipment. 

Mr. Arwoop. Yes. 

Mr. Gavin. In your particular instance, on the depreciation and 
plant and equipment, your own, do they take into consideration depre- 
ciation in determining the cost on the plant and equipment that the 
Government owns ? 

Mr. Arwoop. No, sir. Those costs never go into our records in any 
way. 

Mr. Gavin. Well, don’t you think they should take into consideration 
the depreciation and the cost of Government-owned plant and equip- 
ment as well as depreciation 

Mr. Arwoop. Asan item of cost, Mr. Gavin ? 

Mr. Gavin. Yes. 

Mr. Arwoop. If it were an item of cost, it would have to be recog- 
nized throughout from the start. As Mr. Hardy says, I feel it would 
be a bookkeeping procedure. 

Mr. Gavin. I just disagree with the principle of it. I don’t agree 
with Mr. Hardy’s conclusions. 

Mr. Arwoop. Yes. 

Mr. Héserr. Mr. Courtney, do you have any questions along this 
line? 

Mr. Courrney. One question which I think can be disposed of very 
simply. 

You were asked to state the amount of salary, bonuses, or fees or 
anything of value paid to any retired officer of the United States Mili- 
tary Establishment for any of the periods covered by the question- 
naire. And I think you have answered it. That refers to officers 
of the reguiar Military Establishment of the United States drawing 
retired pay who are in management or policymaking positions. 

Mr. Atwoopn. [I will read the answer for the record. 

Mr. H&serr. Raise your voice, Mr. Atwood. 

Mr. Arwoop (reading) : 








The corporation has communicated with its directors and employees whose 
salaries equal or exceed $2,000 per month, to inquire if anyone is a retired 
officer of a United States Military Establishment. The corporation has received 
replies from each director and employee mentioned above indicating that he is 
not a retired officer. 








ring 
tion 


and 


pre- 
. the 


any 


tion 
uip- 


ose 
red 
ved 
» is 


AIRCRAFT PRODUCTION COSTS AND PROFITS 1375 


Mr. Courrney. That is all, thank you. 

Mr. Heserr. That closes that phase. 

Mr. Courtney, do you want to proceed now or shall we recess and 
start with the change orders ¢ 

Mr. Courtney. I am ready for change orders. 

Do you have anything further? 

Mr. Héprrr. Off the record. 

(Discussion off the record.) 

Mr. Héserr. The committee will recess until 2 o’clock. You be 
back at that time, Mr. Atwood. 

(Whereupon, at 12:15 p. m., the subcommittee recessed, to recon- 


‘ 


vene at 2 p. m.) 
AFTERNOON SESSION 


Mr. Hésert. The committee will come to order. (Present, Messrs. 
Hess, Gavin, Bates, Hardy, and Miller.) 

This morning when we recessed, Mr. Courtney was preparing to 
examine Mr. Atwood concerning change orders. 

During the course of Mr. Courtney’s examination the Chair will 
renew the statement which he made yesterday that no member will 
be recognized for any questions until Mr. Courtney has completed 
his interrogation on this subject. 

Mr. Hess, do you have anything before we start ? 

Mr. Hess. No. 

Mr. Courtney. Mr. Chairman, this will be very short because of 
the particular relationships of this company to this problem. But 
we want to be sure that we have a complete picture from all com- 
panies, of which this is one. 

First, with respect to termination claims in connection with the 
period about which we have been talking, have you had any termina- 
tion claims that you recall during that period ¢ 

Mr. Arwoop. Mr. Courtney, I don’t think we have a major contract 
termination claim during that period. 

Mr. Courrney. So that as far as that operation is concerned and 
your records are concerned, there is no significance in any of your 
dealings with the Government in relation to the present termination 
articles or contractual arrangements? 

Mr. Arwoop. No, sir. I recall terminations in about the 1948 period, 
but—— 

Mr. Courtney. That of course would be under the Contract Settle- 
ment Act of 1944? 

Mr. Atrwoop. Yes, sir. 

Mr. Courrnry. Or later, and now such matters will be handled 
under the termination regulations? 

Mr. Atrwoop. That is right. 

Mr. Courtney. With respect to change orders, Mr. Atwood, change 
orders which have occurred in all of the contracts to which we have 
made reference all appear in the documentation which you presented 
to the subcommittee, and those that have monetary significance have 
all been included in the contract prices, unit prices to which you have 
made reference. 

Mr. Atwoop. Yes, sir. 

Mr. Courrnry. The question the committee would be interested in 
would be your observations with respect to these change orders inso- 
far as they affect price and production schedules, with your company. 
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Mr. Atwoop. To establish the general background of changes, I 
might say that we operate under a continuing set of requirements 
which are both expressed and implied, to the effect that we must try 
to improve the aircraft we build and build better ones. 

We try to improve the speed, altitude, maneuverability, pilot safety, 
military effectiveness of all these aircraft as best we can. 

So that leads to new models, improved models, and changes within 
the course of contracts as we go along. 

Now, each of these new contracts—each of the contracts listed here 
has incorporated in it at the start all the new features, improved 
features we think we can effectively incorporate in that plane within 
the scope of the schedule and the time spectrum within which we 
work. 

After we get into the contract and have arrived at a firm target 
price—let me say first, before we arrive at a firm target price there 
are normally quite a few of these changes and improvements incor- 
porated in the original engineering, in the original tooling. So that, 
generally speaking, the innovations which are incorporated in a new 
model are generally folded into the price, so that when we establish 
the firm target we have at that time absorbed or incorporated various 
changes and innovations and improvements. 

However, our record indicates that after a firm target price has 
been arrived at and the model is committed to production for that 
particular contract, engineering changes are very low. 

And I have noted on some supplementary data sheets I have the 
percentage of those changes, which I think might be a good starting 
point for further discussions. 

These are monetary changes related to engineering matters after 
we have arrived at a firm target price. 

They are all included in this document. 

Mr. Courtney. They are all included in the committee document. 

Mr. Arwoop. But they are not abstracted in this form. 

The first contract we have discussed here is Air Force 9211, which 
was the 156 F-86D’s. 

The percent of the total engineering changes to the total contract 
price, after a firm targeting, was 0.38 percent ; thirty-eight-hundredths 
of 1 percent was the total monetary consideration for engineering 
changes after the firm target. 

The next contract for F-86D’s: It was two-hundredths of 1 percent. 

The next contract : It was twenty-four-hundredths of 1 percent. 

The next contract: It was seventeen-hundredths of 1 percent. 

The last F-86D contract: I do not have the figures. 

Now, the first F-86E and F contract involved two types, the E and 
the F, so there were more changes involved. 

In that contract, total engineering changes added up to 5.75 percent 
of the total contract value. 

The next order for F-86F’s added up to four-one-thousandths of 1 
percent of the total contract price. 

The next F-86F: There was a reduction because of engineering 
changes, of five-hundredths of 1 percent. 

The next contract of F-86F’s was thirty-eight-hundredths of 1 
percent. 

And the final—the last F-86F contract I have figures for was 1.18 
percent. 
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So you see in general the engineering changes after we have arrived 
at our specification and target price are relatively small. 

That 5.75 percent I mentioned I think is the largest one I recorded. 

[ have another one on a Navy contract, AJ—1, of 2.52 percent. That 
is the next highest. 

The others are generally in the order of 1 percent or less. 

So I wanted you to get a good idea of what we are talking about in 
the way of engineering changes after we have made the firm target 
price. 

Mr. Courtney. Then the total experience of your company with 
respect to change orders is that they have little significance in price 
after the target date, that is, target price has been determined and the 
incentive 

Mr. Arwoop. Formula. 

Mr. Courtney. The percentage point put in application. 

Mr. Arwoop. Yes. 

So the changes, however, are in much greater context with respect 
to our work than those figures would indicate. And I would like to 
develop that, if I may. 

Mr. Courtney. Good. 

Mr. Arwoop. As I pointed out, model changes are made frequently. 
They generally are made at a point of a new contract, a new batch of 
airplanes. 

So there is a tendency to try to develop improvements or innovations 
und have them analyzed by the Air Force and incorporated in new 
models, new contracts as they come along. 

One of the examples I could mention is one of rather major signifi- 
cance. And it is typical of the type of product improvement and 
development that we go through from time to time. 

The first F-86 production airplanes were F-86A’s. For various 
administrative reasons, the next model was the F-86E. We didn’t 
havea Bor C. Those numbers were lost in some fashion. 

We made a distinct improvement on the F—86E, and it was a change. 
I didn’t reflect in the contract as a change because the change was 
proposed at the start of that contract. 

On this model—I can explain it, I believe, simply without getting 
too technical. 

The original F-86A had control surfaces very much like the P-51, 
the propeller-powered airplane. It had fixed horizontal stabilizer, 
with a movable elevator at the rear. It had ailerons and a fin and a 
rudder. 

This plane was the first one we ever built that had to go to the speed 
of sound, and through the speed of sound in dives. We had no experi- 
ence in actual flight with those increased speed requirements. 

Now, we found that this elevator, we call it, the trailing control 
surface on this particular type, became progressively less effective as 
we got near the speed of sound, and above the speed of sound it became 
quite ineffective. 

We had anticipated that and had arranged for this entire tail plane 
to be adjustable, a power-adjustment device, which would enable it 
to tilt, the whole thing. 

_So, when they got into a supersonic dive, why, this tail plane was 

tilted down very appreciably through that electrical adjustment. 
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As the pilots got to flying these planes they found that that adjust 
ment was so vital they had to use it all the time, and the button for 
actuating that movement was on top of the stick, and so the pilots 
were flying more with the button than they were with the control stick 
itself. 

So in maneuvering and in combat, that was not nearly as effective 
as straight control stick would be. Because there was some delay 
in this mechanical electrical adjustment, which took some time— 
It wasn’t just an adjustment for trim. It was a control. It turned 
out to be a control. So at the start of the F-86E we proposed a com- 
pletely mechanical control for this thing, so that instead of just ac- 
tuating the elevator, the rear of the surface, for normal control, we 
geared the stick, the control stick, to this surface through a power 
mechanism, so that for every movement of the control stick, this tail 
plane had an appropriate position, in angle. 

That was a very difficult movement. It had never been done before. 
It required in addition to the mechanical hydraulic engine to do this, 
a mechanism to give the pilot an artificial feel. He had to feel his 
control. In the older planes that feel came from air pressures. With 
the hydraulic engine which we used to control this tail plane, the 
pilot had no air pressure feeding back to his stick. So we had to 
put in a very elaborate mechanism to give him that sense of feel, so 
he could maneuver the plane satisfactorily. 

That was a significant change. And when the F-86A’s went into 
combat in Korea, they were handicapped by this lack of direct move- 
ment of this tail plane. They were adjusting it by means of a button 
rather than by means of a stick which is the natural way of doing it. 

We had been working on this for some time and through extensive 
engineering and laboratory development, we had, we thought, what 
was an acceptable control. We incorporated it on the F-86’s. And 
about the end of the first year of that war, why, the E’s went into 
combat with the effectiveness of the planes in fighting greatly 
improved. And from that point on, all F-86’s had that type of 
control. 

It is typical of the product development and advancement that we 
are going through all the time. That was the first step in power 
controls. 

Now we are going much further, of course, in refinements. 

So while it was a change, it doesn’t show up as an engineering change 
order. It shows up as a new feature on a new contract. Because the 
F-86D’s were under a new contract. 

Mr. Courtney. So that actually does not appear as a change order?! 

Mr. Atrwoop. No, sir. 

Mr. Courtney. As in some of the other instances which have come 
to the committe’s attention ¢ 

Mr. Atrwoop. That is right. 

Mr. Courtney. With respect to progress, production of these models 
and change orders, insofar as they reflect themselves in slowing the 
rate of progress, slowing the production of given models, a subject 
that is frequently repeated to the ears of the subcommittee, what have 
you to say in your experience with respect to that subject ? 
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Mr. Avwoob. Well, of course the simplest thing to do is to produce a 
frozen design indefinitely. Changes always take engineering, tool- 
ing, and have to be incorporated. We try to schedule that. And usu- 
ally we come fairly close. Sometimes developmental difficulties cause 
us to have a temporary holdback. In most cases, however, the holdup 
is temporary and production modification can be made so that there 
ism’t any overall delay. 

It has been my experience that this change versus production versus 
military requirements is going to be a continuous thing with us. 

| remember during the war a very high official of the War Produc- 
tion Board had come to our plant, about 1943, somewhere in there. 
The P-51's were being used in Europe in combat. We had field serv- 
ice personnel with those planes at all times—engineers and technical 
people—observing their performance in combat along with the obser- 
vations the Air Force made. 

We found many, many things that could be improved to give our 
pilots some advantage in one respect or another. A great many things. 
~ So this official was giving us this tremendous talk on schedules, on 
how important schedules were, how we had to meet them because they 
needed the airplanes. He hadn’t had any experience in aircraft design 
or production. And after about a day of that and, oh, various reviews, 
I said to him finally, “You know, if we meet our schedule every month, 
we are not doing the best job for the war eifort.” 

He said, “Well, what do you mean?” 

Then I showed him a cross section of the things we knew we could do 
to improve those planes and how we were working on them—working 
them in to the best of our ability, with Air Force concurrence, of 
course, to improve them. And to his credit, he understood the picture 
pretty quickly. He admitted that if we pushed the changes and 
improvements to the best of our ability, we would take the chance of 
missing monthly schedules from time to time. 

So that is part of the balance we try to observe. 

Mr. Courtney. As to the source and authority for making changes 
in your experience and as reflected in the committee document, the 
origin of changes generally comes from what source and by what 
authority are they-firmed up? What is the process, so we may under- 
stand it? 

Mr. Arwoop. Well, I will take, I will say, three categories. One 
type of change has to do with equipment. The Air Force or the Navy 
would like to have certain equipment incorporated. It might be an 
instrument. It might be a bomb rack. It might be a radio or com- 
municating set. From time to time the standards on these things 
change. Frequencies of communication are changed. Different ad- 
ministrative and combat controls can be put into their operation. 
And we are asked to make a change to merely incorporate new equip- 
ment as of military significance that isn’t part of our particular design 
work. 

Mr. Courtney. Will not change the flying characteristics. is that 
right ? var 

Mr. Arwoop. Usually not, although occasionally bomb installations 
may, and we have to go through extensive tests to find out. That is a 
fairly common type of change. It usually goes into a model at the 
start of a contract, although there are occasions when they feel it 
necessary to require changes of that sort in the middle of a contract. 
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Then the second category are changes which we initiate through our 
own design work in accordance with our general charter to improve 
our aircraft to the extent we can. 

This tail plane change I mentioned is one. We originated that. We 
offered it. It was accepted and incorporated. 

There are many in that category, in that experience in design, re- 
search, and engineering, enable us to work out improvement. Some- 
times they are not accepted for various reasons, and other times they 
are. 

So model improvement changes that we originate are a very commo) 
type of change. As you will note here, there aren’t many down the 
line in contracts, but when new aircraft—that is when new contracts 
are executed, it is quite frequently the case that we have suggested 
changes and improvements to the model, even if it has been in produe- 
tion before. 

Then there are other changes, probably of a more minor nature, 
Some of them might be what you would call field service experience 
changes or maintenance changes, having to do with improved accessi- 
bility for maintenance crews. They have found by experience that it 
takes too long to remove a certain unit of equipment for inspection 
and maintenance or they would like some part changed to make it more 
serviceable. Maybe it is hard to take off and it doesn’t last long in 
service. So we would make that type of change as soon as we would 
get the information and are able to make the change. 

Some of these things actually could affect safety of flying. In thai 
case of course we make the change immediately and retroactively, if 
it affects the flight safety item. 

I believe that covers the principal categories of changes. 

Mr. Courtney. The sum of your experience, then, as reflected in the 
documents which you presented to the committee, is this: 

As far as the change orders are concerned of the three different gei- 
eral classes which you have just identified, from your books they do not 
reflect themselves as a series of change orders after a target price hus 
been arrived at, but are generally absorbed in the target price? 

Mr. Arwoop. (Nods.) 

Mr. Courrney. Or may frequently be buried in a new contract, 
having been accomplished before. 

Mr. Arwoop. They may go into a new contract. Now that is not to 
say, Mr. Courtney, that we wouldn‘t run into such changes and there 
may be occasions and justification for major engineering changes : 
those points. 

But the point I wanted to make is that the contracts that are re- 
flected here, during this period, the experience in those contracts ini 


cates that engineering changes of the category you mentioned, are quite 


nominal. 

Mr. Courtney. Quite nominal in price and very little significan 
so far as progress is concerned in the production of the planes. 

Mr. Arwoop. I believe that is true. 

Mr. Courtney. I think that is the substance of it now, Mr. Chan 
man. 

Mr. Hienserr. Are you through, Mr. Courtney ? 

Mr. Courtney. Yes, sir. 

Mr. Hénerr. Mr. Bates, have you any questions ¢ 
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Mr. Bares. Mr. Atwood, you addressed yourself primarily to those 
after the target had been established. How about before that time? 
Do you have any figures or number of changes or any idea of the 
degree of the number of changes before the target has been estab- 
lished ? 

Mr. Atrwoop. We don’t keep very accurate book records on some- 
thing that is going to be folded into our total design effort. You 
can well understand that in making this tail plane change that affects 
the fuselage, the control system and possibly the pilot’s seat and 
various other things—— 

Mr. Bares. Yes. 

Mr. Arwoop. Those are quite significant usually. It wouldn’t be 
very good reason for making the model change in an improved model 
if there weren’t some features which were new and intended to be 
improvements. 

I don’t have a monetary record on that. I mean I can’t compare 
with you what the F-86E changes actually cost when we changed to 
that model. But the total price reflects some increase. 

Mr. Bares. Well, I am talking about that period while the plane is 
in production and before the time the 20-percent figure is reached. 
Now those things are expensive once you have something on a pro- 
duction line and start changing it. 

Mr. Arwoop. Yes, they are. And we try, of course, to get all those 
changes into our original engineering, if we possibly can. 

Mr. Bares. Well, are they significant in the experience of these 
particular planes, between that zero percent and 20 percent? 

Mr. Arwoop. They are not of major significance, although it is 
quite common for us to have to fit parts or change parts on planes 
we haven’t delivered. But that is generally just, oh, you might call 
it the removing of bugs from original engineering and tooling and 
that sort of thing. 

So I don’t believe you would find that there are too many of these 
changes that were—well, it is difficult for me to generalize, as you 
can see. But it is our intention to get major model improvement 
changes on the original engineering when we have any contract. 

Mr. Bares. Well, you wouldn't say, then, it has been a tremendously 
expensive proposition, the number of changes before the target has 
been established ? 

Mr. Arwoop. It has been reflected in price increases, contract price 
udjustments from time to time, of course. 

Mr. Bares. Let’s try to put it another way. Do you think the 
planning up to that particular point has been adequate, or do you 
think that development of a prototype and knowing just about what 
you are going to do before you actually get into production is some- 
thing toward which we should head now, instead of making changes 
while it is actually in production ? | 

Mr. Atwoop. Well, we do our best along that line. When we have 
a model change, we try to run a pilot plane ahead as far as we can. 
Of course it is flight-tested and there is some feedback of changes 
into our engineering. But within the cycles we have, we try to antic 
ipate everything possible. ; ; 

But there is plenty of feedback on changes. Our own engineering 
changes I am talking about here. There is a lot of that. | 








1382 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Mr. Bares. Of course, these have been successful planes. 

Mr. Arwoop. Generally speaking I feel you are right. 

Mr. Bates. Which might be a little bit different than some other 
experiences other folks might have had. 

Mr. Arwoop. (Nods.) 

Mr. Bares. In brief, then, do you think the entire approach to the 
problem today is the proper one as far as planning is concerned? | 
know you get a different situation in wartime when you want the very 
latest. You get a different situation when you set on a plane. 

But as far as the progress you made on these, do you believe that 
the proper planning approach has been made, or do you think we ought 
to have more research before we get this thing onto the production 
line? 

Mr. Arwoop. That is a very profound question and it goes to the 
heart of all of our military programing. It is a matter of where it is 
hard to generalize again. It certainly involves engineering and ad 
ministrative judgments of the highest order. 

Yet, on that chart I showed you yesterday, the various contracts of 
F—86’s, in order to have the plane ready when it was ready, we did 
have to telescope the contract periods. We didn’t wait until the 
F-86A. had been completely tested in 1949 before we started produce 
tion on subsequent planes. That very procedure means that there is 
a certain amount of change in the system at all times, that very pursuit, 
and yet without it, there is a timelag which is from the military point 
of view, extremely dangerous. 

So we compromise by trying to get all the test we can, taking some 
chances of going ahead on the basis of what we know, feeding back 
subsequent modifications and changes to the best of our ability. 

Mr. Bares. Of course, what you say is true. You want the very 
latest plane. On the other hand you want one that is going to fly and 
there have been those experiences as you know, where you wound wp 
with a plane that would never leave the ground. 

Mr. Arwoop. Yes, sir. 

Mr. Bares. But you feel as far as your own experience is concerned 
with the planes that you have discussed here, you find that you have a 
pretty good balance established ? 

Mr. Arwoop. Looking back on it, it would be hard to see how we 
could have improved. ‘The F—100 was ordered into production before 
the first flight of the first experimental plane. We had a relatively 
short cycle on that. The very first plane was ordered in 1951 and in 
1955 they were in squadron service—just 4 years. 

And that is a relatively short time. If we had waited for complete 
flight test of the F—100 or anything like complete tests, it would have 
merely extended that cycle. 

No, I think, looking back on it, that the planning has been favorable. 
The results have been creditable and military equipment has been put 
on the line about as soon as it might have been under any reasonable 
circumstances. 

Mr. Bates. And you wouldn't recommend any changes from what 
you have had, the experience that you have had, any significant ones! 

Mr. Arwoop. Well, not changes in system. The system involves 
administrative and engineering determinations in individual cases. 
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Now those are made by the Air Force and the Navy. Their pigment 
in these cases or instances, in my opinion, very cel tainly proved to be 
OT ica Any further questions, Mr. Courtney? 

Mr. Courtney. I think that is all, Mr. Atwood, with the further 
question that if you have any additions or supplements that you de- 
<ire to make to your testimony or wish to cover any question which 
was not addressed to you and which you feel is required for a full 
amplification of the record, please feel free to do so. LA 

Mr. Arwoop. Well, I would like to examine the record and write 
in to you if I may, any suggestions that I have in connection with 
clearness, inaccuracies, or anything else. ; ; 

But I might say one more thing. In connection with the subjects 
we were discussing this morning as to the allowability of costs on 
Government contracts, I think you know that we have certain things 
we feel we have to do from a business point of view that are not in- 
corporated in these costs here. 

Among those, certainly, some of the major ones are interest on bor- 
rowed money. We are probably paying at the rate of over $2 million 
a year right now interest on money we have borrowed to run our 
business. 

That interest is not included in these costs. 

Mr. Courtney. Not reflected in the costs assigned to the units? 

Mr. Arwoop. Assigned to the contracts. 

Mr. Courtney. That is right. 

Mr. Arwoop. That comes out of our profit. 

The matter of company advertising: We feel it is something that 
our company should do. We feel that we should spend the money 
on it. It is not included in these costs. 

Contributions we make with respect to charitable organizations 
and certain other business expenses we have, we feel are necessary 
to the operations of our company as a business. They are not in- 
cluded in these costs. 

Those things are well understood with the Air Force. 

I do not know, I repeat again, because of the microscopic percent- 
age factor and the method of negotiation used, how much of my salary 
might be included in our final figures. Because some of that may 
come out of our company’s profit. I do not know. 

But generally speaking, we have fair understandings on certain 
broad subjects, as to how these things are accounted for. 

[ merely wanted to clarify it to that extent. 

Mr. Heperr. Mr. Miller. 

Mr. Minter. Well, I just want to keep the record straight. Is not 
that advertising and some of these other things part of that overhead 
burden that we spoke about, administrative burden that goes into the 
cost of all of these airplanes ? 

Mr. Atrwoop. No, sir; I am advised that this company advertising 
comes out of company profits or other funds. ; 

Mr. Mitier. But when you sit down to make a contract and deter- 
mine the price of these things, certainly all of the overhead of your 
company 1s considered as part of that burden, isn’t it ? 


74721—56—__7 
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Mr. Arwoop. Overhead is subject to 

Mr. Miter. Well now, I don’t want to be technical. The admin- 
istrative costs, then, all the administrative costs of doing business 
are there. 

Mr. Arwoop. Interest on borrowed money we might include as an ad- 
ministrative cost, but nonetheless, it would not be incorporated in our 
costs as we report them to the Government for purposes of profit. 

Mr. Miuier. I have no further questions. 

Mr. Heésertr. Mr. Atwood, pursuing that line of questioning a little 
further, of course what you say is fundamentally and basically correct 
to a company that is doing both commercial and Government business, 
but in your particular case you have a company that is doing 99.66 
Government business. In other words, everything that you do—your 
salary, while it may be broken down into percentage figures on different 
contracts, in the ultimate, 99.66 of your salary is paid by the Gov- 
ernment. You have the one buyer. 

Mr. Arwoop. Either through profits or partially by contract costs. 

Mr. Hésert. No matter what it is. If the Government would with- 
draw tomorrow, you wouldn’t have a company, isn’t that correct 

Mr. Arwoop. If Government contracts were withdrawn from our 
company tomorrow, it would be a very, very small organization. 

Mr. Heperr. It would be a very, very small organization. 
It would only be a 0.33 organization. So all these administrative 
costs—advertising, interest on money—is all reflected to the cost of the 
Government, in the particular case of North American. It comes out 
of Government funds? 

Mr. Arwoop. That is the original source. 

Mr. Héserr. So it is “tweedledum and tweedledee.” No matter 
what you call it, it comes out the same way, doesn’t it ? 

Mr. Gavin. But I do think they are entitled to keep their name be- 
fore the aviation world. Because if the Government business stops 
and they are not prominently known for the fine performance they 
turned in and the type of planes they turned out, they naturally will 
have to turn to commercial aviation and, therefore, I think it is policy 
that they do, even handling Government business, keep their name 
before the American people, as to the results of their accomplishments, 
even in doing work all for the Federal Government. 

Mr. Heéserr. There is no doubt of that, but it just depends just how 
much. They are going to keep $750,000 or $7 million worth of adver- 
tising’ Nobody is denying they have a perfect right to keep their 
trade name before the public. Again I say we are not being critical. 
We are trying to find the facts. We cannot draw any conclusions un- 
til we have the entire picture of the aircraft cost which are to appear 
here. Weare merely trying to develop what the facts are. 

And the facts are that in the case of North American, it is a Govern- 
ment-operated plant, whereby private earnings are found. You can’t 
get away from that. Mr. Miller? 

Mr. Mitter. In effect, this is a monopoly business, the same as 4 
public utility. Now with public utilities, they are allowed to advertise 
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and do certain things, but I know in my State those factors are not 
allowed to be taken into consideration when they fix the rates. They 
come out of profits. They do not come out of profits here. 

The very fact that if you have this 99.66 percent—as the chairman 
said. it is “tweedle-dum and tweedle-dee,” as to how you figure it, 
where it comes out. It comes out of Uncle Sam’s pocket. 

Now I am for North American. I think they have done a great 
job. I can tell you all of the fine jobs they have done as well as the 
next one. But I just question whether they have any more right to 
spend public funds for advertising. And that is only one thing. 
You could explore and go into a half dozen of them. wee 

Any more than the Government, than you consider appropriating 
money to, as I said this morning, Norfolk or someplace else and let 
them go out and tell what a great job they do. : 

Mr. Heésertr. Of course, Mr. Miller, the Government of the United 
States does a pretty good piece of advertising out of taxpayers’ money, 
too, in the Voice of America. 

Mr. Mituer. I will continue that. We are not trying to build up 
some company on that. 

Mr. Bares. Mr. Chairman. 

Mr. Hepserr. Mr. Bates. 

Mr. Bares. Mr. Atwood, then as I understand your answer on this 
particular problem, it just wouldn’t make a bit of difference as far as 
the Government is concerned. It is only a question of whether you 
want to pay out more dividends or pay out in advertising. Now that 
is the situation, isn’t it ? 

Mr. Arwoop. Yes; Mr. Bates. 

Mr. Barres. The Government has gone through all of these figures 
and said this is a fair profit and have allowed it. After all of that has 
been determined, you have established a certain profit. 

Mr. Arwoop. Yes, sir. 

Mr. Bares. Instead of putting more into dividends or into plant 
expansion, you have taken that money and put it into advertising. 

Mr. Arwoop. That is right. 

Mr. Bares. That is the situation. 

Mr. Harpy. Then if there is an error in this thing, the error arises 
in the manner in which the Government has accepted the profit. 

Mr. Mitier. That is right. 

Mr. Harpy. And the price; the price of the unit and the percentage 
of profit. 

Mr. Miter. That is the thing. 

Mr. Harpy. The amount of profit. 

Mr. Bares. Of course there are a lot of errors can creep in it. If 
he lost money there, you would be further in the hole. 

Mr. Héserr. Mr. Atwood, there is one other question I want to 
ask you. Referring again to the setting of the salaries and who 
was responsible, I understood you to say the board of directors? 

Mr. Arwoop. We have a compensation committee of our board 
which is composed of the directors who are not officers or don’t work 
for the company full time. 
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Mr. H&ésert. Now I understood you to say that of the 12 directors 
that you have, 6 of them do work for the company ? 

Mr. Atwoop. Yes, sir, that is correct. 

Mr. Hésert. Six do work for the company ? 

Mr. Arwoop. Yes, sir. 

Mr. Héserr. In other words, of that remaining 6, how many are on 
that compensation committee that sets the salary of the other 6% 

Mr. Arwoop. I beg your pardon, sir? 

Mr. Hésert. How many of the remaining six—— 

Mr. Arwoop. Yes, they are all on it. 

Mr. Hésert. Well, in other words, you have a board of directors 
of 12men? Six of them work for the company ? 

Mr. Atwoop. Yes. 

Mr. He&sert. The other six do not work for the company? And 
they set the salaries of the six who do work for the company? 

Mr. Arwoop. That is right. 

Mr. Gavin. But I suppose the full board has to approve the final 
action taken ? 

Mr. Atwoop. Yes. 

Mr. Gavin. The six you referred to make a recommendation to the 
board. So you would havea record of that action ? 

Mr. Arwoop. Oh, yes. 

Mr. Gavin. They couldn’t promiscuously grant increases? 

Mr. Atwoop. That is right. Of course, the person is not present 
in the room. 

Mr. Héverr. You mean when your salary is considered, you leave 
the room ? 

Mr. Arwoop. Yes, sir. They have certainly done that. 

(Answers to questionnaire follows:) 
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NORTH AMERICAN AVIATION, INC. 


REPORT TO SUBCOMMITTEE FOR SPECIAL INVESTIGATIONS, COM- 
MITTEE ON ARMED SERVICES, HOUSE OF REPRESENTATIVES, 1955 


INTRODUCTORY STATEMENT 


This brief introductory statement is submitted to provide the subcommittee 
with pertinent background information concerning North American Aviation, 
Inc. 


Nature of business 


North American Aviation is engaged in the development and manufacture of 
aircraft, guided missiles, electromechanical equipment, rocket engines, and atomic 
energy equipment. The company at present employs approximately 62,000 
persons in plants located in Los Angeles, Downey, and Fresno, Calif., and in 
Columbus, Ohio. 

Through World War II, North American Aviation had distinguished itself 
principally through the development and manufacture of outstanding military 
aircraft for the United States Government and its allies. Since World War 
Il the company has continued its leadership in the military aircraft field and 
has also made major technical contributions in guided missiles, rocket engines, 
electromechanical equipment, and atomic energy work. At present, approxi- 
mately 30 percent of the organization is devoted to work in these relative new 
fields in which the company has established itself. 

Management of the company is headed by James H. Kindelberger, chairman 
of the board, and J. L. Atwood, president. These two principal officers joined 
the company in 1984 just prior to a major reorganization of its operations. 
Incorporated in 1928, North American Aviation operated as an investment and 
holding company prior to the 1934 reorganization, with interests in many leading 
aircraft manufacturing and air transportation firms. During the reorganization 
period the company disposed of most of its holdings, and on January 1, 1935, 
began Operating under its own name with a manufacturing division and a trans- 
portation division. The transportation division, which was Eastern Air Lines, 
was sold in 19388. 

Prewar operations 


Although the direct operating experience of North American Aviation in the 
aircraft development and manufacturing field commenced in 1935, the nucleus 
of the new organization was drawn from antecedent companies formed as early 
as 1924. These included Atlantic Aircraft Corp., Fokker Aircraft Corporation of 
America, Berliner-Joyce Aircraft Corp., and General Aviation Manufacturing 
Corp. The experience of the company’s new leaders encompassed pioneering 
design work extending back to 1918 with Martin, Douglas, and the Army Air 
Corps. Immediately prior to joining North American, Mr. Kindelberger was 
vice president and Chief Engineer of the Douglas Aircraft Co., and Mr. Atwood 
was chief structures engineer of the same firm. 

In 1935, starting with a few hundred employees in a former Berliner-Joyce 
plant near Baltimore, the new organization had very little business and few 
design prospects. During that year, the company undertook its first entry in 
a design competition, developing and constructing an Air Corps basic training 
‘rcraft in the record time of nine weeks. Representing radically new con- 
cepts of performance and suitability for efficient production and service, the 
cesign won the competition and brought the company a production order for 
‘2 planes and spare parts. Known as the BT-9 basic trainer, this design was 
the antecedent of a long series of successful trainer types—including the well- 
known T-6 trainer used by virtually every allied air force in World War II. 
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Shortly after receiving its trainer contract, the company erected a modern 
plant near Los Angeles, Calif., and late in 1985 moved its entire organization to 
the west coast site. Consisting of 160,000 square feet of floor area when it was 
initially occupied, the Los Angeles plant was continuously expanded in the 
prewar period to meet the company’s increasing responsibilities. By the time 
of the Pearl Harbor attack, the company-owned plant comprised more thay 
1,000,000 square feet, representing a sixfold increase in 6 years. Today the 
Los Angeles plant, including nearby supporting facilities, encompasses more than 
4,000,000 square feet devoted to aircraft development and production, and the 
total of all facilities being utilized by the company is 10,000,000 square feet. 

In the period prior to World War II the organization grew rapidly as a re- 
sult of United States and foreign orders for trainers and United States orders 
for observation planes. The company developed a worldwide reputation for 
design suitability, low-cost production, and on-schedule delivery. At the time 
of Pearl Harbor the company had a total employment of 23,000 and had al- 
ready initiated production in Government-owned plants in Texas and Kansas 
to help meet the flood of orders for its three great wartime designs—the T-6 
Texan trainer, the B-25 Mitchell bomber, and the P-51 Mustang fighter. 


Operations during World War Il 


Producing all three of these types throughout the war period, the company 
made a significant contribution, both quantitatively and qualitatively, to the 
victory of the United States and its allies in World War II. 

Quantitatively, North American produced more airplanes for the war effort 
than any other United States manufacturer, and at the end of the war had 
produced more airplanes in the aggregate than any other company in the world. 
Expanding its organization to a wartime peak of more than 90,000 employees, 
the company achieved an excellent record of efficiency, low cost, and rapid ac- 
celeration of deliveries. A postwar Army Air Forces survey team commented 
as follows on the company’s wartime performance : 

“The [production] record established by North American is outstanding * * * 
North American’s Inglewood [Los Angeles] plant was chosen for the second study 
of fighter aircraft because, next to its own Dallas plant’s record on the P-51, its 
acceleration of production was the fastest of all World War II fighter plane 
production * * * North American’s executive control and top management were 
one of the best in the industry * * * North American’s operations during this 
period were characterized not only by the management’s alertness to the prob- 
lems ahead almost before they existed, but by sound planning and extreme 
flexibility of operations.”—Industrial Planning Project, Construction and Pro- 
duction Analysis, North American—Inglewood, 1946. Logistics Planning Divi- 
sion, Plans (T-5), Air Technical Service Command, Army Air Forces, Wright 
Field, Dayton, Ohio. 

Between January 1, 1939, and September 30, 1945, the company produced a 
total of 42,683 military aireraft. These included 15,365 Mustang fighters, 
15,571 T-6 type combat trainers, 9,816 B-25 Mitchell bombers, 966 B-24 Liberator 
bombers, and approximately 950 other aircraft of various types. 

Qualitatively, North American’s three major wartime aircraft types each played 
vital roles in the prosecution of the war. 

The T-6 Texan trainer, utilized as the standard advanced pilot trainer by the 
United States Air Force, United States Navy, and the air forces of 24 allied 
nations made possible the rapid training of pilots necessary to air victory. 
Rugged, dependable, economical to produce and maintain, and comparable in 
handling qualities to combat aircraft, the T-6 was one of the most famous and 
useful airplanes of all time. During the Korean war T-6’s served as spotter 
aireraft for attack squadrons, and thousands are still in use today—more than 
15 years after the first T-6 was delivered. 

The B-25 Mitchell bomber, only United States medium bomber type produced 
throughout World War II, served as the versatile and reliable workhorse of the 
Air Force in all combat theaters. Improved continuously and adapted to many 
types of specialized missions, the B-25 in 1 version was the most heavily armed 
airplane of the war, carrying a total of 18 machineguns. Among_ the notable 
combat exploits in which B—25’s participated was the famous Doolittle raid on 
Tokyo in 1942. ; 7 

The P-—51 Mustang fighter, generally conceded to be the outstanding fighter 
airplane of World War II, represented one of the greatest aeronautical design 
achievements of the war period. The prototype of the Mustang was designed and 
constructed by North American in 1940 in the record time of 127 days. A 1945 
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report of the Truman committee (United States Senate Special Committee In- 
vestigating the National Defense Program) described the P-51 Mustang as “the 
most aerodynamically perfect pursuit plane in existence.” Initially produced 
under orders from Britain, the Mustang was later ordered by the United States 
Air Force, and in 1942 was adapted to an improved engine which made it the 
most effective high-altitude fighter in the allied air forces. In 1945-44 its range 
was extended greatly by the installation of additional fuel capacity, making it 
possible for Mustang squadrons to accompany heavy bombers deep into Germany. 
The Mustang’s capability to fly great distances and outfight the best German 
fighters over their home fields was a vital factor in the European victory. This 
combination of range and combat superiority was to be repeated over Korea by 
the company’s F-86 Sabre jet fighter some years later. Continuing in service 
well into the Korean war, the P-51 Mustang richly earned its reputation as the 
greatest propeller-driven fighter of all time. For four consecutive postwar years, 
pilots flying P-51 airplanes won the first three places in the Bendix cross-country 
race. 

The following excerpts from Gen. H. H. Arnold’s book, Global Mission, pro- 
vides further testimony concerning the importance of the P-51 Mustang fighter 
to the war effort: 

“By January 1944, with 2 108-gallon wing tanks, the P-51 developed the then 
phenomenal escort range of 850 miles. The P-38 and P-47 were excellent air- 
planes, there is no argument about that, but the P-51, with its Merlin engine, 
was the airplane for that job” (referring to escort of bombers over enemy 
territory). 

“It may be said that we could have had the long-range P—51 in Europe rather 
sooner than we did. That we did not have it sooner was the Air Force’s own 
fault. I have debated with myself how much of that story I should tell here. 
For 7 years aviation people, in and out of the service, have been muttering 
about it. It seems to me, however, that 1 of the great miracles of the war was 
the fact that the full long-range fighter escort did appear over Germany at just 
the saving moment, in the very nick of time to keep our bomber offensive going 
without a break * * *” 

Still another comment on the P—51 is the following excerpt from a New York 
Times editorial published in 1953 when the P-51 was retired from service in 
the Korean war: 

“The F-51, then designated the P-51, went into battle in the Second World 
War with little more public notice than when it bowed out of combat forever. 
Designed to escort our heavy bombers deep into Germany, its presence in Europe 
Was not announced until the Luftwaffe and the German people were painfully 
aware of its work. The late Hermann Goering said he knew Germany was 
defeated when he saw American heavy bombers over Berlin with shepherding 
fighter escort. The fighter escort he saw was the speedy, rugged little Mustang.” 
Postwar readjustment 

Immediately prior to the Japanese surrender in August 1945, North American 
Aviation had unfilled orders on its books for more than 8,000 airplanes. Within 
24 hours more than 90 percent of this business had been canceled, and by 
November 1945, the company’s unfilled orders had dropped to 24 airplanes. 
Employment reached a postwar low early in 1946, with less than 5,000 people on 
the payroll. 

To keep the valuable accumulated experience of its technical team together 
and place the company in the best position to meet future military requirements, 
North American maintained a vigorous aircraft-development program in the 
postwar period. Also, as a natural extension of its aeronautical work, the com- 
pany began preliminary studies in the guided-missile field, and these in turn 
led of necessity to work in a number of related areas that have since become 
important aspects of the company’s operations. 

Jet aircraft development 

The company pioneered the solutions of many of the difficult technical problems 
of Jet aircraft design and development. Indications of the extent to which North 
American was a leader in the development of high performance jet aircraft may 
be found in the facts that the company developed the first carrier-based jet 
operational fighter, the first 4-engine jet bomber, the first sweptwing jet fighter, 
the first 1-man jet interceptor, and the first supersonic operational fighter. 
pe for a period of a few months in 1953, North American jet fighters have 

ntinuously held the official world speed record since 1948. 
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Most famous of the company’s postwar aircraft have been the F-—86 Sabre 
that dominated the Korean air war and the F—100 Super Sabre that brought the 
1954 Collier Trophy to company chairman J. H. Kindelberger. 

In addition to these leading combat types for the United States Air Force, 
the company has produced a series of carrier-based jet fighters for the United 
States Navy known as FJ Fury fighters. Latest versions of these advanced 
Navy types are the FJ-3 and FJ-—4, both of which are being produced in the large 
Navy-owned plant operated by the company in Columbus, Ohio. 


Korean war 


At the time that the Korean war started, more than a dozen United States and 
British companies were supplying jet fighter aircraft to United States and other 
U. N. air forces according to Jane’s All the World’s Aircraft. Yet only one 
U. N. fighter type proved capable of meeting the Russian-built MIG—15 fighter. 
This was the F-86 Sabre designed and built by North American Aviation. In 
2 years of fighting over Korea, under conditions that gave tremendous advantage 
to the Russian-built plane, United States Air Force pilots flying F-86 Sabres 
shot down 802 MIG-—15’s with the loss of only 58 Sabres. Only 39 MIG-15's 
were shot down by all other U. N. aircraft types combined. In the only con- 
clusive test that is possible for a combat aircraft, the F-86 Sabre achieved 
the amazing combat ratio of almost 14 to 1, and enabled the U. N. to establish 
unchallenged air superiority. 

Super Sabre 

In designing and developing the F-100 Super Sabre fighter, North American’s 
aircraft-development organization had to pioneer the problems of supersonic 
flight that previously had been encountered only by missiles and special purpose 
nonoperational research aircraft. The first F-100 Super Sabre was test flown 
in May 1953 and exceeded the speed of sound in its first flight. Six months 
later an F-100 airplane was flown to a new world speed record of 755 m. p. h. 
In August 1955 a later version of the F-100 was used to break the old F-100 
record, setting the first supersonic speed record in history at 822 m. p. h. At 
present North American is producing the Super Sabre in both Los Angeles and 
Columbus. 

Guided-missile work 

The company began research work toward the development of guided missiles 
in 1945. An Air Force study contract was obtained in 1946, and the company’s 
activity in this field was expanded gradually in the ensuing 10 years. Investiga 
tions of propulsion techniques led to the establishment of a nuclear study group 
and to a large program for the development of high-thrust rocket engines. These 
two activities have now expanded to the point where new divisions of the com- 
pany. Atomics International and Rocketdyne, have been established to accom- 
plish the company’s work in these fields. In developing guidance and contro! 
equipment for its missile program, the company made substantial progress in 
long-range autonavigation technology and in other electromechanical equipment, 
resulting in the recent establishment of an Autonetics Division to continue this 
work. 

Major present missle project of the company is development of the SM-64 
Navaho long-range strategic weapon. Flight testing of components is already 
in an advanced stage under this program. 

Atomic energy work 

The company’s atomics international division is a world leader in reactor 
technology—now building the Nation’s first medical reactor, the first reactor 
designed for industrial research, and the sodium reactor experiment, the latter 
being one of the pilot scale reactors being constructed under the Atomic Energy 
Commission’s program to develop techniques for economical production of elec- 
tricity from atomic energy. 

Rocket engine development 

The rocketdyne division is the Nation’s leading designer and developer of high- 
thrust rocket engines for large missiles. In addition to supplying rocket engines 
for the SM-64 Navaho missile, rocketdyne is developing and manufacturing 
rocket propulsion systems for a number of other missile programs, including the 
Redstone ballistic missile program of the Army Ordnance Division. 
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Navigation and control equipment 

The company’s autonetics division is engaged in the development of automatic 
navigation and control equipment for aircraft and missiles. Its major current 
production program is the MG-—4 radar weapon control system for F-86K Sabre 
interceptors for NATO nations. Autonetics is the technical leader in long-range 
autonavigation equipment for applications where extraordinary range, accuracy, 
and flexibility are required. 

Throughout the history of North American Aviation from 1934 to the present 
date the company has been noted for its leadership in the design and development 
of advanced types of military aircraft. The same caliber of scientific and engi- 
neering effort is being applied in these other fields, and has resulted in the com- 
pany’s establishment as a major contributor in these new areas vital to the 
Nation’s defense and peacetime progress. 


SCHEDULE OF CONTRACTS OF NORTH AMERICAN AVIATION, INC., WITH THE ARMED 
SERVICES COVERED BY REPORT TO SUBCOMMITTEE FOR SPECIAL INVESTIGATIONS, 
COMMITTEE ON ARMED SERVICES, HOUSE OF REPRESENTATIVES 
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ANSWERS TO QUESTIONNAIRE 


Note.—Answers to questions 18 through 32 (contract AF 33(038)9211) are 
applicable to all following North American contracts and therefore are not 
repeated. 


Contract AF 33(038)9211—2 YF-86D aNp 153 F-86D AIRPLANES AND STATIC 
Test ARTICLE 


1. The following data are submitted in response to your letter No. 27 of August 
12, 1955, requesting information regarding our undertaking to build for the De- 
partment of the Air Force aircraft knowu as the F-86D. The F-86D is a one- 
man, rocket-firing, all-weather jet interceptor. This contract, the first in a 
series of contracts for F—86D airplanes, called for 153 airplanes, 2 prototypes, 
1 static test article, spare parts, special tools and ground handling equipment, 
wing tanks, and other items. In addition to the foregoing, the corporation was 
required to procure certain items of fire-control equipment. For all other con- 
tracts for F—-S6D airplanes, the Government furnished such items of fire-contro! 
equipment at no cost to the contractor. 

As of July 31, 1955, substantially all items had been delivered. Final price 
determination proceedings had been held, but the contract was not considered 
closed. 

2. Contract number: AF33 (038) 9211. 

3. Type of contract: Fixed price, with incentive-type price redetermination 
provisions. 

4. Letter contract: Dated November 21, 1949. Definitive contract: Approved 
June 2, 1950. 

5. Date when authorized to proceed: November 21, 1949. 

6. The total sales price agreed upon as of July 31, 1955, for all airplanes, spare 
parts, and other items under the contract amounted to $116,597,858.37. Since 
the contract has not been completed, it is possible that further procurement 
may be made under this contract. 

7. In fixed price contracts with incentive-type price redetermination pro- 
visions, the original unit price stated is an amount for billing purposes and is 
usually the tentative average unit target price as well. At a later date, after 
accumulaton of cost information, it is customary to negoiate a firm average unit 
target price, target cost, and target profit based on the airplane in a stated 
configuration as a basis for the application of the incentive-type price redetermi- 
nation formula. At final price determination proceedings, the firm average unit 
target price is adjusted by application of the incentive formula. 

The adjusted average final unit price of the 153 F-86D airplanes, 2 prototypes. 
and static article was $535,680.83. 

8. Cost and expenses charged to this contract as shown by the contractor’s 
records plus certain expenses claimed against this contract but not charged there- 
to on the corporation's books through July 31, 1955, subject to final audit upon 
completion of the contract, are summarized as follows: 


a i a a i etn $42, 049, 445. 63 
The foregoing sum “includes all material used on 
the contract in whatever form acquired, except mate- 
rial relating to engineering costs which are included 
under 8F. The corporation’s records do not disclose 
only cost of raw material fabricated by the con- 
tractor. 
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B. Direct labor costs 319, 297. 21 
The foregoing sum includes all direct labor, except 
direct engineering labor which is included under 8F. 
Cc. Overhead 23, 692, 282. 36 
Percent of corporation total, 5.27. 
D. Administrative costs 714, 059. 24 
Percent of corporation total, 6.40. 
F. Engineering costs ' 788,652. 87 
Percent of corporation total, 5.94. 
Other costs charged to the contract 229, 799. 52 





Total 793, 536. 83 


In determining the percentage of certain charges, reported under C, D, and 
F above and H following, of the corporation total of such items, the amount 
charged to this contract was related to the total corporation costs of such items 
incurred during the fiscal years this contract was in work, except that in the 
fiscal year ended September 30, 1955, costs through July 31, 1955, were used. 

E. Overtime charged against this contract amounted to $3,302,671.22. 
This sum is the estimated amount paid for time over 40 hours a week or 8 
hours a day for direct manufacturing and engineering labor. It does not 
include overtime paid to employees whose salaries and wages are included 
in any classification of overhead. All overtime charges referred to herein 
are included principally in B and F above. 

G. Since this contract provided for the designing, development and con- 
struction of an advanced type of airplane, there were certain development 
costs charged thereto. However, the company’s records do not provide a basis 
by which the amount of such development costs may be determined. All 
such costs would be included under engineering costs in F above. 

H. Research costs are included in the costs of this contract, in part as 
direct items and in part as elements of overhead. The amounts included 
as direct items cannot be determined from the corporation’s records. The 
amounts included as a portion of administrative costs relate to research 
costs not covered by contracts and are estimated to amount to $361,038.56. 
This is 3.86 percent of the total research costs of the corporation not spe- 
cifically covered by contracts. 

I. The total dollar value of subcontracts applicable to this contract is 
$48,296,059.55. This sum includes the total dollar value of all procurement 
of material and services charged directly to this contract. Subcontracts in 
excess Of $100,000 are itemized in schedule 1, page 1395. 

9. The salary and bonus of every official of the corporation in excess of $20,000 
a year for the period from October 1, 1947, to September 30, 1955, is shown in 
exhibit A, page 1546. It is estimated that $165,270.64 of such costs were charged 
to or Claimed against this contract. This is 5.76 percent of the aggregate amount 
shown in exhibit A for the fiscal years during which this contract was in work. 

10. Stock rights have not been a part of the compensation of any official or 
employee of the corporation. 

11. No selling expenses have been charged to this contract. 

12. Contributions or dues paid to any trade organization of public informa- 
tional media and the itemization of each such expenditure, giving name of payee, 
is shown in exhibit B, page 1550, for the period from October 1, 1947, to July 31, 
1955. Expenses of this nature are included in costs reported under 8C, D, and F 
and it is estimated that $34,158.08 has been charged to this contract. This is 7.92 
percent of the aggregate amount shown in exhibit B for the period from October 
1, 1949, to September 30, 1954, the period this contract was in work. 

15. Consultation or advisory fees paid to any person or organization have been 
interpreted by the corporation to refer to compensation for such services in 
connection with the design, development, or manufacture of the corporation’s 
products. Accordingly, fees for other professional services, such as accountants, 
attorneys, appraisers, etc., have not been reported. This contract has been 
charged with 1.45 percent of the aggregate of such fees reported in exhibit C, page 
1551, for the period from October 1, 1949, to September 30, 1954, the period this 
contract Was in work. 

1 or ne, expEnaNN charged to this contract are estimated to amount to 
$1,227,938.76. This sum includes those expenses charged directly to the con- 
tract, as weil as estimated portion of such expenses charged to this contract as 
an element of burden reported in response to questions 8C, D, and F. 

rhe corporation’s accounting policy prohibits the charging of entertainment ex- 
penses directly or indirectly to Government contracts. 
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15. In the final price determination proceedings for this contract, a total profit 
of $8,959,607.69 before Federal income taxes was claimed for the airplanes, spare 
parts, and other items. 

16. In the final price determination proceedings the final profit per airplane 
claimed was $38,505.73 before Federal income taxes. This average profit applies 
to 156 units. 

17. Depreciation is generally charged against contracts as an element of bur- 
den, which is included in the sum reported in response to questions 8C, D, and F. 
It is estimated that $778,155.46 has been charged to this contract. This sum 
represents 5.3 percent of the total provision for depreciation made by the 
corporation during the period from October 1, 1949, to September 30, 1954, the 
period this contract was in work. 

18. The corporation has only one basis for accruing depreciation which has 
been reported in response to question 17. 

19. The corporation understands amortization as used herein, to mean the 
writing off of property over a period shorter than its estimated useful life, 
such as allowed under Certificates of Necessity. The corporation has not recorded 
on its books any provision for amortization since 1945. Accordingly, no such 
amounts have been charged to this contract. 

20. The corporation has recorded on its books a reserve for the amortization of 
certain property acquired during World War II in accordance with the applicable 
certificates of necessity. Since no additions have been made to this reserve since 
1945, no part of such reserve may be considered as assigned to this contract. 

21. Change orders or modifications of this contract showing dates, scope and 
monetary value are shown in schedule No. 2, page 1396. 

22. Government sales, consisting of sales directly and indirectly to the Govern- 
ment, as a percent of total sales by the corporation, are summarized as follows: 


Percent 

ID i ca cl ee ac a esters en eek teeth hes oe ibe 97. 00 
I I ne stb cee ctelath coenebteic ainaiaa 99. 02 
Year ended Sept. 30, 1954_....___.__.- ALES ee BEE SEV RY OY eee wees > FT 99. 56 
10 months ended July 31, 1955 (estimated) —~-__-_---_---_---__--------_- 99. 66 


23. The net worth of the corporation on September 30, 1952, was $57,440,750. 
24. The net worth of the corporation on September 30, 1955, was $94,686,484. 
25. The amount of outstanding capital stock as of September 30, 1952, and 
July 31, 1955, consisted of 3,435,033 shares. 

26. The amount of dividends paid per share in 1952 was $1.25 on the 3,435,033 
shares outstanding. 

27. The amount of paid-in capital in 1952 and 1955 is shown in exhibit D, page 
1552. 

28. The amount of surplus (earnings retained for use in the business) on Sep- 
tember 30, 1952, was $50,895,779, and on September 30, 1955, was $88,141,513. 

29. In response to this question the corporation has assumed that the term 
“Government-owned property, real or personal,’ relates to property which if 
owned by the corporation, would be considered plant property and equipment. 
Accordingly, no information is furnished with respect to inventories, title to 
which is in the Government, Government-furnished items of aircraft equip- 
ment to be installed in airplanes constructed by the corporation, and other 
items of personal property of a similar nature in possession of the corporation. 

The corporation does not maintain records of usage of Government-owned 
assets by production contract. However, the information following is believed 
to be substantially accurate. 

(a) Reference is made to items 1, 3 and 8 in exhibit E, page 1553. 
(b) Reference is made to the property described in exhibit E. 
(c) Reference is made to exhibit F, page 1555. 

30. The rental paid on items indicated in exhibit E is set forth in exhibit G, 
page 1556. 

31. The corporation has communicated with its directors and employees whose 
salaries equal or exceed $2,000 per month to inquire if anyone is a retired officer 
of a United States Military Establishment. The corporation has received replies 
from each director and employee mentioned above indicating that he is not a 
retired officer. 

32. Balance sheets of the corporation for the years 1952, 1953, and 1954 are 
set forth in exhibit H, page 1556. 
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SCHEDULE 1.—Subcontracts in excess of $100,000 





Subcontractor 


Items 


| 





Cleveland Pneumatic Tool Co., in care of 


Airsupply Co., 9815 Wilshire Blvd., Bev- | 


erly Hills, Calif. 

Hoover E lectric Co., 2100 South Stoner Ave., 
Los Angeles 25, C alif. 

Hughes Aircraft Co., Division of ten | 


ado. ae ae 


Tool Co., Florence and Teale Sts., Culver | 


City, Calif. 


Lear, Inc., 110 Ionia St. NW., 
ids, Mich. 

Seeger Refrigerator Co., 225 West Morgan, 
Evansville, Ind. 


Grand Rap- 


Servomechanisms, Ine., Post and Stewart | 


Ave., Westbury, Long Island, N. Y. 


Sperry Gyroscope Co., division of Sperry 
Co., 2200 East Imperial Highway, El | 
Segundo, Calif. 

Timm Industries, Inc., 5245 San Fernando 
id., Los Angeles 39, Calif. 

Vickers, Inc., 2160 East Imperial Highway, 
F| Segundo, Calif. 


Rocket armaments and radar sy stems______. 


| Electronic rocket firing computers 
Maintenance parts for computers 


| Maintenance parts for radar systems- --- 


Maintenance parts for computers 
Development of autopilot tiein_- 

Training parts- - --- 

| Development of autopilot ‘tiein. 

Yaw damper controls- - 


Droppable fuel tanks____- 


Components for range computers__._ 


7 
Tar get assemblies 


| Pumps ers 
|--.-.do aaaiihin in — 
ee er aoe 
| 


do 


$122, 196. 


1, 
2 
8, 
3, 


222, 184. ¢ 
114, 610. 
291, 677. 


, 411, 090. 


651, 687. § 
370, 725. 
376, 729. 
221, 775. 


, 113, 452. 


273, 853. 


751, 903. 92 


339, 543. 


241, 622. 86 


352, 233. 


276, 340. 
886, 160. 
157, 780. 
105, 835. 
147, 594. 


152, 480. 33 
, 300, 316. 56 


476, 630. 
203, 166 
123, 891 


178, 020. 
210, 249. 
609, 609. ¢ 
104, 624. 
120, 736. 
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SCHEDULE 2.—Contract summary 


Secrion A.—Funds obligated under letter contract, amendments to letter 
contract, and definitive contract 





Document Date Scope Obligated funds 











Letter contract.......| Nov. 21,1949 | Obligation of funds for 2 model Y F-86D airplanes, | $18, 000, 000. 00 
22 model F-86D airplanes, spare parts, special 
tools and ground-handling equipment, engi- 
| neering data, flight-test program. 
Amendment No.4to | Mar. 8,1950 | Obligation of funds for 1 mobile training unit - ___- 175, 000. 00 


letter contract. 

Amendment No. 5 to | Mar. 21, 1950 | a of funds for all items—l-month exten- 6, 000, 000. 00 
letter contract. sio 

Definitive contract... June 2, 1950 Deobligation of funds resulting from supersession | (24, 175, 000. 00 


of letter contract. 
| Obligation of funds for— } 


2 YF-95A airplanes_-_-_.-.........-- isciinded | 2, 687, 666. 00 

‘ 1 F-95A static-test article............._.....__] 209, 447. 00 
| 153 F-95A airplanes_.........................] 58, 482, 548.00 
Flight-test program - aaa eee 3, 224, 527. 00 

Mockup for F-95A airplanes- -? eneT See 164, 462. 00 

Regular wind tunnel model program a. Ee 89, 990. 00 

High-speed wind tunnel model program._-_-__| 82, 910.00 

300 droppable wing tanks_ ---- : > 135, 864. 00 

} Spare  , SES SER eee eee 14, 939, 475. 00 

| Special tools and ground- jhandling equipment. 584, 825. 00 

Qualification test for fuel cells_- | 49, 087. 00 

Technical data-__- r | 295, 598. 00 

Training parts, tools ande quipment. — 566, 558. 00 

Engineering changes _- : “it 818, 400.00 

Free spinning model 6, 490. 00 

1 F-86D mobile training unit____-- 175, 000. 00 

Total obligated funds, sec. A (represented by definitive contract) _.-.........._._- 82, 512, 847. 00 








Section B.—Funds obligated under change orders and supplemental agreements 
to definitive contract 








Document Date | Scope Obligated funds 
! 
| | 
Change order No. 1_--| June 13, 1950 | Obligation of funds for spare parts___- | $788, 655. 00 
Change order No. 2..-| June 29, 1950 | Obligation of funds for mobile training unit } 224, 745. 94 
Change order No. 5..-| Nov. 21,1950 | Deobligation of funds for engineering changes | (40, 612. 03 
| Obligation of funds for instrumentation of 1 | 40, 612.03 
| F-86D airplane for thermal anti-icing evalua- 
| tion. 
| Change of model designation from YF-95A and Nil 
| F-95A to YF-86D and F-86D. 
| (See also sec. C.) | 
Change order No. 6_.-| Jan. 10,1951 | Obligation of funds for— | 
| Spare parts... ee eke 105, 000, 00 
Engineering changes _ At 2 RA eee LP 700, 000. 00 
Change order No. 7...| Feb. 8, 1951 | Obligation of funds for— 
| 0 aS Se ea | 96, 000. 00 
| Engineering changes. - - : : 800, 000. 00 
| | Correction of typographical error___._.....- “ | Nil 
Change order No. 8. Mar. 5, 1951 | Obligation of funds for spare parts................| | 4, 271, 273.00 
Change order No. 10..| Mar. 26, 1951 | Obligation of funds for— | 
| | 7 eee ee ‘ r 13, 043. 48 
| Engineering changes....-........-- teacniegl nate 86, 956. 52 
0. Uc ars es 696, 442. 00 
Change order No, 12 May 7,1951 | Obligation of funds for— 
Spare OTB anon senses csece nes cens< j 80, 100. 00 
| Engineering changes. 801, 000. 00 
Change order No. 14 Apr. 7,1951 | Obligation of funds for revision of data and rev i- 10, 097. 78 
sion of various parts of the mobile training unit. 
Change order No. 16..' June 30,1951 | Obligation of funds for— 
TS a ae eee! — 30, 000. 00 
Engineering changes-_--__--.__-- ATE nel ae 300, 000. 00 
Change order No. 17..| June 26,1951 | Obligation of funds for— 
Training parts- | 50, 000. 00 
Factory familiarization for 84 USAF per- | 86, 500. 00 
sonnel. | 
Change order No. 20 Aug. 29,1951 | Obligation of funds for engineering changes_-_-_- 580, 000. 00 
Change order No. 21..| Aug. 10,1951 | Obligation of funds for training parts.___________. 80, 000. 00 
Change order No. 31_.| Jan. 21,1952 Obligation of funds for technical data 3, 485. 10 
Change order No. 32... Jan. 22,1952 Obligation of funds for special tools and ground- 17, 467. 93 
| 


handling equipment. 





letter 


ated funds 


100, 000. 00 


75, 000 
100, 000. 


75, 000. 


87, 666 
09, 447 
82, 548. 
24, 527 
64, 462. 
89, 990, 
82, 910. 
35, 864 
39, 475 
84, 825 
49, 087. 
95, 598 
66, 558 
18, 400. 

6, 490. 
75, 000. 


12, 847. 


ements 


ited funds 


BS, 655. 00 
24, 745. 94 
40, 612. 03 
40, 612.03 


Nil 


05, 000, 00 
90, 000. 00 


6, 000. 00 
0, 000. 00 

Nil 
71, 273. 00 


13, 043. 48 
36, 956. 52 
6, 442. 


80, 100. 
)1, 000 
10, 097.7 


30, 000. 
0, 000. 


0), 000. 
86, 500 


80, 000. 
30), 000 
3, 485 
17, 467. % 
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Section B.—Funds obligated under change orders and supplemental agreements 
to definitive contract—Continued 


Document 


nge order No. 34 
nge order No. 3: 


Supplemental agree- 
ment No. 51. 


Supplemental agree- 
ment No. 57. 


Change order No, 61-- 


Change order No. 63. 

Change order No. 64 

Supplemental agree- 
ment No. 67. 


Supplement: " agree- 
ment No. 71. 


Change order No. 73.. 


Supplemental agree- 
ment No. 74. 


Supplemental agree- 
ment No. 80. 
Change order No. 81_ 


Change order No. 87-- 


Supplemental agree- 
meut No. 89. 


Supplemental agree- 
meut No. 91. 


Supplemental agree- 
ment No. $2. 





Date 


Feb. 7,1952 
Apr. 25, 1952 


Sept. 16, 1952 


Mar. 3, 1953 


Apr. 23, 1953 
May 6, 1953 
June 30, 1953 

5, 1953 


7. 19, 1953 


5, 1953 


Feb. 11,1954 
Apr. 30, 1954 
May 27, 1954 
Mar. 29, 1955 
Feb. 25, 1955 


May 5, 1955 





Scope 


Obligation of funds for engineering changes 
Obligation of funds for 
Spare parts_--- 
Engineering changes 
Obligation of funds based on the establishment of 
adjusted prices for billing purposes only: Air- 
planes 
Based on interim price revision: 


Deobligation of funds for 
Engineering changes 
Mockup- - 
Droppable wing tanks - 
Qualification tests for fuel cells 
Obligation of funds for 
Airplanes- — 
Flight-test progr: im 
W ind tunnel model progr im 
Technical data “ 
Free-spinning mode 1. 
Deobligation of funds for spare ps arts 
Incorporation of contract clause pertaining to ex- 
amination of records 
(See also sec. C.) 
Deobligation of funds for training parts 
Obligation of fi nds for repair of 2 F-86D airplanes 
Deobligation of funds for removal of 1 airplane 
from contract. 
Obligation of funds for engineering changes 
(See also sec. C.) 
Obligation of funds for repair of 1 F-86D airplane 


Deobligation of funds for special tools and ground- 
handling eq’ ipment. 
(See also sec. C.) 
Based on the interim price revision for E-3 and 
E-4 fire-control system: 
Deobligation of funds for— 
Airplanes 
Engineering ché anges 
Obligation of funds for training parts- -- 
(See also sec. C.) 
Obligation of funds for redelivery of bailment test 
airplane. 
Obligation of funds for spare parts 
Deobligation of funds for spare parts 
(See also see. C.) 
Deobligation of funds for engineering changes 


Obligation of funds for airplanes ; 
Deobligation of funds for engineering changes 


Obligation of funds for flight-test program 
Based on final price revision: 
Deobligation of funds for— 
Airplanes 
Spare parts_- 


Special tools and ground-handling equ ip- 


ment. 
Engineering changes 
(See also sec. C. 


Total obligated funds, sec. B (represented by changes to definitive contract) 


Total obligated funds, secs. A and B ae agend RE erate 


Obligated funds 


$44, 227. 76 
150, 000. 00 


1, 500, 000. 00 
23, 250, 000. 00 


(3, 000, 000. 00) 
(13, 149. 00) 
(10, 212. 00) 
(25, 537. 00) 

4, 565, 055. 00 
5, 611, 749 00 


"2! 999. 00 
(319, 355. 75) 
Nil 


(51, 388. 09) 
38, 390. 00 
(571, 761. 00) 
571, 761. 00 
6, 224. 00 


(29, 712. 2 


7, 545. 00) 
(33, 339. 00) 
45, 702. 09 
60, 000. 


1, 400, 000. 
(5, 190. 5 


(33, 339. 


33, 339. 00 
(971, 936. 00) 


971, 936. 00 
(427, 622. 52) 

(3, 048, 220. 58) 
(40, 000. 
(674, 142. 48) 


“34, 086, on. 37 
“116, 597, 858. 37° 
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Section C, 


Document 


Change order No. 3- 
Change order No. 5-_-. 
Change order No. 9-- 
Change order No. 
Change order No. 13 
Change order No. 15_- 
Change order No. 18 
Change order No. 
Change order No. 
Change order No. 
Change order No. 27 
Change order No, 28 
Change order No. 
Change order No. 30 
Change order No. 
Change order No. 
Change order No. 37 
Change order No. 38 
Change order No 
Change order No. 41 


Change order No. 43... 


AIRCRAFT 


Oct. 


Nov. 


May 
June 
Apr 
May 
June 
Oct. 
Oct. 
Dec. 
Dec. 
Jan. 
Jan. 
Jan. 


| Jan. 


Change order No. 44_-_! 


Change order No. 
Change order No. 
Change order No. 
Change order No. 
Change order No. 
Change order No. 54 
Change order No. 
Change order No. 


Change order No. 59 
Change order No. 60. 


Change order No. 61_- 
Change order No. 62 
Change order No. 65-_- 
Change order No. 66_- 
Supplemental agree- 
ment No. 67. 
Change order No. 68_. 
Change order No. 
Change order No. 70- 


Change order No. 72... 
Change order No. 73-- 
Supplemental agree- 
ment No. 74. 
Change order No, 75 
Change order No. 76 
Change order No. 77 
Change order No. 79 
Change order No. 82 
Change order No. 
Change order No. 
Change order No. 
Change order No. 
Change order No. 87 
Change order No. 
Change order No. 
Supplemental agree- 
ment No. 92. 


_| Mar. 


2, 1950 
21, 1950 | 
8, 1951 
14, 1951 
4, 1951 
11, 1951 
28, 1951 
2, 1951 
20, 1951 
11, 1951 
28, 1951 
15, 1952 


PRODUCTION 


16, 1952 | 


22, 1952 
28, 1952 
10, 1952 


G0... 
| Mar. 


Apr. 
Apr. 


May 
June 
July 
July 
June 
July 


Sept. 


Oct. 


| Nov. 
| Dec. 


69__| 


Dec. 
Feb. 


Mar. 
Apr. 


June 


June 
June 


July 
Aug. 


Sept. 


Oct. 

Nov. 
Nov. 
Dec. 


Jan. 
Jan. 


| Mar. 


Mar. 
Mar. 


Apr. 
Apr. 
May 
May 
June 
Oct. 

May 


11, 1952 
18, 1952 
4, 1952 


28, 1952 
10, 1952 
3, 1952 
7, 1952 
12, 1952 
31, 1952 
9, 1952 
8, 1952 
12, 1952 
23, 1952 


19, 1952 
20, 1953 


25, 1953 
22, 1953 


19, 1953 


4, 1953 
30, 1953 


7, 1953 


4, 1953 
10, 1953 


22, 1953 
19, 1953 


5, 1953 | 


&, 1953 
4, 1954 
15, 1954 
8, 1954 


17, 1954 | 


9, 1954 
12, 1954 
28, 1954 
20, 1954 
27, 1954 

1, 1954 
15, 1954 


5, 1955. 


COSTS AND PROFITS 


Scope 





Assignment of obligated funds for— 


Spare parts__ i 4 
ee “eid changes. 


Spare parts_- 
sce Meio 
— Ss 
Training parts St 
_ . ... > aes Eee 
Training parts - 
Spare parts_.._- 

eee 
Special ‘tools and ground- menting equipment x 
Training parts 
Spare parts_..-- -- 

| Ne 

Wks 

.do_. 
Engineering changes 
Mobile training units 
Special tools and ground-handling equipment. 
Cio 8 ee ee 
gp eee eee eee 
do_- ‘ 
Special tools and ground handling equipment. 
Engineering changes ; 
Spare parts = 

do__- : 
do , 

Special tools and ground handling equipment 
Training parts é s 
Engineering changes 
Spare parts - - -- 
Training parts- ---. : 
epee P parts - -_- se 


Engineering changes. 
Spare parts - -_- 
Engineering changes 


Spare parts_--_...--- 
en annnscadeccons 
a eatand op > has Le A PE 2 NTS OE 


Special tools and ground- mening oqsigment 
Spare parts ess 
Training parts 
Spare parts___- 


— len awe . 
Engineering changes 


Spare parts..... 
Engineering changes 
Spare parts 





Part I.—Definitive contract changes involving assignment of 
obligated funds 


Assignment of 
obligated funds 


$373, 323. 79 
211, 286. 90 
470, 949. 66 
255, 240. 98 

45, 359. 60 

1, 330, 082. 44 
7, 200, 890. 37 
1, 270, 519. 82 
994, 475. 52 
507, 382. 40 
49, 448. 4( 
372, 728. 15 
374, 504. 91 
154, 992. 93 
71, 730. 01 
19, 761. 56 

4, 347, 988. 19 
(61, 976. 84 
476. 602. 40 
44, 227. 76 
440.15 

239, 816. 05 
14, 828. 64 

860, 452. 24 

(31, 465. 69 
(9, 355. 14 
20, 184. 04 

785, 820. 94 

104, 768. 27 

512, 292. 61 
(8, 674. 12) 

(749. 68 

2, 344. 00 

1, 857, 458. 28 
6, 379. 04 

(14, 715. 35 

61, 875. 52 

765. 00 
(5, 720. 24) 
5, 351. 00 

68, 160.85 
(2, 320. 42) 


(4, 305. 21 
21, 104. 00 
39, 899. 76 
179. 68 

4, 678. 00 
1, 293. 96 
155, 800. 98 
161, 643. 72 
45, 702. 09 
(1, 519. 75 
(4, 819. 74 
319, 733. 00 
28, 575. 00 
(216. 92 

(1, 303. 00) 
68, 631. 68 
(3. 66 

51. 09 

(5, 190. 58 
(6, 143. 91 
(740. 85 
(1, 486, 544. 98 





Z£nMent of 


rated funds 


373, 323. 79 
211, 286. 90 
470, 949. 66 
255, 240. 9x 
45, 359. 60 
330), O82. 44 
200, 890. 37 
270, 519, 82 
994, 475. 52 
907, 382. 40) 
49, 448, 40) 
872, 728. 15 
74, 504. 9] 
154, 992. 93 
71, 730. 01 
19, 761. 56 
47, 988. 19 
61, 976. 84 
76. 602, 40 
44, 227. 76 
440.15 
39, 816. 05 
14, 828. 64 
60, 452. 24 
31, 465, 69) 
(9, 355. 14 
20, 184. 04 
85, 820. 94 
04, 768. 27 
12, 292. 61 
(8, 674. 12) 
(749. 68) 

2, 344. 00 
57, 458. 28 


(2, 320. 42) 


‘4, 305. 21) 

1, 104. 00 

9, 899. 76 
179. 68 

4, 678. 00 

1, 293. 96 

5, 800. 98 

1, 643, 72 

5, 702 

1, 519.7 

4, 819 

9, 733 

8, 575 
(216, 92 

1, 303 

8, 631. 6 
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Section C, Part II.—-Letter and definitive contract changes not involving 
changes in obligated junds 





| 
* Assignment of 
Document Date Scope | obligated funds 


' 

4mendment No. 1 to | Dee. 12,1949 | Addition of 1 static test model of the F-&6D air- Nil 
letter contract. | planes. 

\{mendment No. 2to | Jan. 13,1950 | 1-month extension. -_---- . Nil 
letter contract. 

Amendment No. 3to | Feb. 1, 1950 [----- a Nil 
letter contract. 

Amendment No. 6 to | Apr. 28, 1950 x . , Nil 
letter contract. | 

Amendment No. 7 to | May 29, 1950 
letter contract. 


Change order No. 4- Sept. 18,1950 | Miscellaneous specification and engineering 
| changes. 
Change order No. 19__| July 6,1951 | Amendment of partial-payment article and 
| packaging exhibit for spare parts. 
Change order No. 24 Nov. 7,1951 | Incorporation of contract articles pertaining to 
military specifications, Renegotiation Act of 
1951, gratuities, examination of records, and | 
| metalworking machinery report. f 
Change order No, 25 Nov. 1,1951 | Incorporation of certain contract clauses pertain- 
| ing to Government property. 
Change order No, 39 Mar. 17,1952 | Incorporation of contract clause pertaining to | 
tooling. 
Supplemental agree- | Sept. 16, 1952 | Canceled_.-.----.- 
ment No. 42. 
Supplemental agree- | June 2,1952 | Amendment of partial-payment clause 
ment No, 47 | 
Supplemental agree- | July 31,1952 | Revision of contract-billing price clause 
ment No. 50. | | 
Change order No, 53 Sept. 8, 1952 | Revision of technical orders 
Change order No. 55 Oct. 7,1952 | Bailment of 2 airplanes to Hughes Aircraft Co 
Change order No, 56..| Nov. 12,1952 | Correction of typographical error- 
Change order No. 78 Feb. 5, 1954 | Provision for modification of airplanes... - 





ContTrRAcT AI’33(038) 14800—638 F-86D AIRPLANES 


1. The following data are submitted in response to your letter No. 27 of August 
12, 1955, requesting information regarding our undertaking to build for the 
Department of the Air Force the aircraft known as the F-86D. The F-86D is 
a one-man, rocket-firing, all-weather jet interceptor. This contract, the second 
in a series of contracts for F—86D airplanes, called for 638 airplanes, spare parts, 
special tools and ground-handling equipment, wing tanks, mobile training units, 
training parts, tools and equipment, and other items. 

As of July 31, 1955, substantially all items had been delivered. Final price- 
determination proceedings had been held, but the contract was not considered 
closed. 

2. Contract number: AF33(038) 14800. 

3. Type of contract: Fixed price, with incentive-type price redetermination 
provisions. 

; “f Letter contract: Dated July 15, 1950. Definitive contract: Approved July 

8, 1951. 

®. Date when authorized to proceed : July 15, 1950. 

6. The total sales price agreed upon as of July 31, 1955, for all airplanes, spare 
parts, and other items under the contract amounted to $128,774,874.92. Since the 
contract has not been completed, it is possible that further procurement may 
he made under this contract. 

4. In fixed price contracts with incentive-type price redetermination pro- 
visions, the original unit price stated is an amount for billing purposes and is 
usually the tentative average unit target price as well. At a later date, after 
uccumulation of cost information, it is customary to negotiate a firm average unit 
target price, target cost, and target profit, based on the airplane in a stated 
configuration, as a basis for the application of the incentive-type price redeter- 
inination formula. At final price determination proceedings, the firm average 
init target price is adjusted by application of the incentive formula. 

8 7 tee average final unit price of the 638 F-86D airplanes was 
*154,277.70. 











1400 AIRCRAFT PRODUCTION COSTS AND PROFITS 


8. Costs and expenses charged to this contract as shown by the contractor's 
records, plus certain expenses claimed against this contract but not charged 
thereto on the corporation’s books through July 31, 1955, subject to final audit 
upon completion of the contract, are summarized as follows: 

O_O ET: ES TS Ge _--. $54, 507, 623. 38 
The foregoing sum includes all material used on ; 
the contract in whatever form acquired, except 
material relating to engineering costs which are in- 
cluded under 8F. The corporation’s records do not 
disclose only costs of raw material fabricated by the 
contractor. 
Ep, en RI I ee a eS ee 19, 683, 550. 51 
The foregoing sum includes all direct labor, except 
direct engineering labor which is included under 8F. 





GED. "Aa psi Car IRM inet heel ee A ne a _ 26, 278, 308. 8 
Percent of corporation total, _.-._-____.-_______ 7. 37. 

>, Tue ais risen cdc metirwicbinces 1, 841, 965. 42 
Percent of corporation total, _.__.__.__--_-____ 8. 73. 

I i ini tsiw ect ovatus inti msn 3, 712, 929. 52 
Percent of corporation total_.__._.____________ 1. 42. 

Other costs charged to the contract__._.__.-._-__________ 8, 900, 258. 53 

Ci aes Ne OS Ge a! SS re ee ee 114, 919, 636. 18 


In determining the percentage of certain charges, reported under C, D, and F 
above and H following, of the corporation total of such items, the amount 
charged to this contract was related to the total corporation costs of such items 
incurred during the fiscal years this contract was in work, except that in the 
fiscal year ended September 30, 1955, costs through July 31, 1955, were used. 

E. Overtime charged against this contract amounted to $3,053,762.21. 
This sum is the estimated amount paid for time over 40 hours a week or § 
hours a day for direct manufacturing and engineering labor. It does not 
include overtime paid to employees whose salaries and wages are included 
in any classification of overhead. All overtime charges referred to herein 
are included principally in B and F above. 

G. Since this contract provided for the designing, development, and con- 
struction of an advanced type of airplane, there were certain development 
costs charged thereto. However, the company’s records do not provide 
a basis by which the amount of such development costs may be determined. 
All such costs would be included under engineering costs in F above. 

H. Research costs are included in the costs of this contract, in part as 
direct items and in part as elements of overhead. The amounts included 
as direct items cannot be determined from the corporation’s records. The 
amounts included as a portion of administrative costs relate to research costs 
not covered by contracts and are estimated to amount to $505,606.41. This 
is 7.24 percent of the total research costs of the corporation not specifically 
covered by contracts. 

I. The total dollar value of subcontracts applicable to this contract is 
$63,096,393.21. This sums includes the total dollar value of all procurement 
of material and services charged directly to this contract. Subcontracts 
in excess of $100,000 are itemized in schedule 1. 

9. The salary and bonus of every official of the corporation in excess of 
$20,000 a year for the period from October 1, 1947, to September 30, 1955, is 
shown in exhibit A. It is estimated that $94,743.63 of such costs were charged 
to or claimed against this contract. This is 4.45 percent of the aggregate amount 
shown in exhibit A for the fiscal years during which this contract was in work. 

10. Stock rights have not been a part of the compensation of any official or 
employee of the corporation. 

11. No selling expenses have been charged to this contract. 

12. Contributions or dues paid to any trade organization of public informa- 
tional mediums and the itemization of each such expenditure, giving name of 
payee, is shown in exhibit B for the period from October 1, 1947, to July 31, 1955. 
Expenses of this nature are included in costs reported under 8C, D, and F and it 
is estimated that $24,281.29 has been charged to this contract. This is 8.54 
percent of the aggregate amount shown in exhibit B for the period from October 1, 
1951, to September 30, 1954, the period this contract was in work. 
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07, 623. 38 


33, 550. 51 


3, 308. 82 
1, 965. 42 
2, 929. 52 
0, 258. 53 


3, 636. 18 
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13. Consultation or advisory fees paid to any person or organization have been 
interpreted by the corporation to refer to compensation for such services in con- 
nection with the design, development, or manufacture of the corporation’s prod- 
ucts. Accordingly, fees for other professional services, such as those of account- 
This contract has not 


ants, attorneys, and appraisers have not been reported. 


been charged with any amount of the fees reported in exhibit C. 
14. Traveling expenses charged to this contract are estimated to amount to 
$326,039.53. This sum includes those expenses charged directly to the contract, 
as well as estimated portion of such expenses charged to this contract as an ele- 
ment of burden reported in response to questions 8C, D, and F. 
The corporation’s accounting policy prohibits the charging of entertainment 
expenses directly or indirectly to Government contracts. 
15. In the final price-determination proceedings for this contract, a total profit 
of $13,884,119.58 before Federal income taxes was claimed for the airplanes, spare 


parts, and other items. 


16. In the final price determination proceedings the final profit per airplane 


claimed was $17,404.77 before Federal income taxes. 


plies to 638 units. 


This average profit ap- 


17. Depreciation is generally charged against contracts as an element of burden, 
which is included in the sum reported in response to questions 8C, D, and F. It 


is estimated that $925,984.79 has been charged to this contract. 


This sum repre- 


sents 7.56 percent of the total provision for depreciation made by the corporation 
during the period from October 1, 1951, to September 30, 1954, the period this con- 


tract was in work. 


(Answers to questions 18 to 32 will be found under contract AF'33 (038) 9211.) 


ScHEDULE 1.—Subcontracts in excess of $100,000 





Subcontractor 


Item 


Amount 





Adel Precision Products Division, General | 


bank, Calif. 

Advance Electric & Relay Co., 2435 North 
Naomi, Burbank, Calif. 

Airesearch Manufacturing Co., care of Air- 
supply Co., 9815 Wilshire Blvd., Beverly 
Hills, Calif. 


Aluminum Co. of America, 1145 Wilshire 
Blvd., Los Angeles 17, Calif. 


Bertea Products, 1450 North Lake Ave., Pas- 


adena 6, Calif. 

B. & H. Instrument Co., Inc., 1009 Norwood, 
Fort Worth, Tex. 

Oam-Stat, Inc,, Division of the Paul Henry 
Co., 11833 West Olympic Blvd., Los An- 
geles 64, Calif. 

Carma Manufacturing Co., care of the Earl 
8. Condon Co., Suite 815, Tishman Bldg., 
3460 Wilshire Blvd., Los Angeles 5, Calif. 

Cleveland Pneumatic Tool Co., care of Air- 
supply Co., 9815 Wilshire Blvd., Beverly 
Hills, Calif. 


Com-Air Products, 1201 Rio Vista Ave., 
Los Angeles 23, Calif. 

Cook Electric Co., care of J. B. Wilson, Post 
Office Box 672, Glendale, Calif. 

Downey Machine Co., 11421 South Downey 
Ave., Downey, Calif. 

Eclipse-Pioneer Division, Bendix Aviation 
Corp., 117 East Providencia Ave., Bur- 
bank, Calif. 

Gladden Products Corp., 635 West Colorado 
Blvd., Glendale 4, Calif. 

Hamilton Standard Propellers, Division of 
United Aircraft Corp., Windsor Locks, 
Conn. 

Hamilton Standard Division, United Air- 
craft Corp., East Hartford 8, Conn. 


Valves 


Relays 


Cabin pressurization and refrigeration com- 
ponents. 


pista iran oe 
Aluminum clad sheets- 


Cylinder assemblies - - 


Assemblies for testing tail pipe temperature - - 


Actuator. ........... 


Landing gears-----_--- 
“Sees a 

aides wierd atcund 
— 

Actuators 

Landing gears--- 

Accumulators. ----- ' 


Electrical relays--- - 
Compensators....-..----- 


Regulators -- 
Oxygen regulators 


oe 
Cylinder assemblies- 





Refrigeration units -- 


| Turbines and exchangers... 
Refrigeration units 


Electrical actuator for trim tabs-_------------ 





$143, 074. 
266, 863. 


158, 505. 
115, 675. : 


281, 300. ¢ 
291, 009. 
110, 987. 
180, 362. 6 
189, 292. 7 


145, 837. 
123, 678. 6 
255, 594. 
184, 750. 


100, 254. 


220, 612. 
258, 500. 00 
666, 314. 70 
1, 512, 000. 00 
116, 442. 
528, 797. 75 


309, 044. 

151, 450. 45 
115, 856. 52 
220, 460. 00 
253, 930. 00 
198, 900. 00 
168, 360. 00 
248, 644. 50 


384, 000. 00 
414, 940. 50 
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Subcontractor Item | Amount 
| 
| 

Hoover Electric Co., 2100 South Stoner Ave., | Components for electrical actuators - - - - ._--- $101, 748. 

Los Angeles 25, Calif. Lee » eae wad w tere ie 679, 768. 
peed | RS I Fs — a 235, 635. 0 

— DR pscik sistinanclesemwae nas an opesycucenl 172, 280. 

he Reale ah aire erie is 176, 050. 0 

PG Rien oh ada cbessetisaobkinceasbhoasuxens | 187, 500. % 

: y Lh ba eee bis alee d toate adbb delle otk daniedd 112, 716, % 

F ee a ee a 441, 650. % 

Iron Fireman Manufacturing Co., 3170 West | Fittings.--_--..........-.-.-.--.----------- 226, 368. 0 
106th St., Cleveland 11, Ohio. 

Koehler Aircraft Products Co., care of | Valves -| 166, 889. 91 
Western Aircraft Supply Co., 10351 West | 
Olympic Blvd., Los Angeles 64, Calif. 

Lear, Inc., 110 Ionia St. NW., Grand Rapids, | Yaw dampers. 420, 713. 2 
Mich. | Controls and converters. -| 366, 776. % 

ED. clenalcl eniptenctansins ile dnstin ant a --| 106, 367. 3¢ 

Libbey-Owens-Ford Glass Co., 3116 Van | Glass assemblies. - } 169, 036. 14 
Owen Blvd., Burbank, Calif. | | 

Liquidometer c y; s Skillman Ave. at 37th | Fuel units, tanks, condensers, amplifiers, 484, (02. 
St., Long Island City 1, | and indicators. 

H. W. Loud M: achine W orks, Inc., care of | Steering dampers 400, 530. 0 
Haske ll Engineering & Supply Co., 1236 | Fittings. 245, 920. 0 
South Central Ave., Glendale 4, Calif. 

Meletron Corp., 950 North Highland Ave., , Switches - 189, 936. 24 
Los Angeles 38, Calif. 

Micro Division of Minneapolis Honeywell = oe 253, 481. 4 
Regulator Co., 6620 Telegraph Rd., Los 
Angeles 22, Calif. 

New York Airbrake Co., Watertown, N. Y_| Pumps 370, 856. 

Pacific Gage Ty 6501 Avalon Blvd., Los | Fitting assemblies. . ade 176, 981. 2 
Angeles 3, Calif. 

= Pierce Governor a Inc., Post Office | Hydraulic power control actuators -- 574, 042. 
30x 1000, Anderson, Ind. | 

Romec Division, Lear, Inc., 11916 West Pico | Fuel pumps- -- 112, 285. 
Blvd., Los Angeles 6, Calif. (eee 124, 702. 4 

ee ee 2 oes = 102, 400. OF 

Seeger Refrigerator Co., 850 Arcade St., St. | Droppable fuel tanks_--- 2, 226, 544. 29 
Paul 6, Minn 

Servomechanisms, Inc., Post Office Box | Compenante 6 for angle of attack a coonguier sed 206, 669. 7t 
10037, Airport Station, Los Angeles 45, |.....do __.-- ae RE Oa SARS RE 629, 596. 16 
Calif. A ential NEE ae Se ee Serpe ee eye | 1, 487, 879. 80 

| ee NS ee ee ee ee eee | 909, 328. 64 
eh Re Sit SRE S Bae RE eS REAP: 292, 730. 00 

Thompson Products Co., 207 South Hindry | Pumps................-.------------------- 449, 344. 00 
St., Inglewood, Calif. | CRON St AE ery aos Se 376, 945. 45 

United States Rubber Co., 5675 Anaheim Fuel EO eee Se ee Oa 205, 260. Ot 
Telegraph Rd., Los Angeles, Calif. Raed "SEES FES ES Seco ra Uae eee 239, 855. 00 

‘apa oD a Bie JSS Seg ers | 239, 855. 00 
jaw Meth. Sak Bi eid. L ustidedcesedaal | 264, 770. 00 
Siete haaainita eng hashes alot 285, 285. (0 
1 3 ed -Ao... LEE ILS Oe | 133, 200. 00 
| _.. A edt I gb DEM N «: | 101, 250. 0 

Vickers, Inc., 2160 East Imperial Highway, | Pumy RT ae a See ae ee eee eee 887, 225. 00 

BE El eno, . ‘ ' | Pumbs and pump assemblies..........-.-..- ‘| rr ol 110. 98 
Jestinghouse Electric Corp., care of Air- | Pulleys. -_..-..-.--------- ‘ lis te inate 166, 530. 00 
supply Co., 9815 Wilshire Blvd., Beverly | 
Hills, Calif. 

William R. Whittaker Co., Ltd., 915 North | Valves...............-.---.--- ia il Sh a eee al | 116, 325. 


Citrus Ave., Los Angeles 38, Calif. 


| 














mount 


—— 


101, 748. ty 
679, 768. 
235, 635. (v 
172, 280, 09 
176, 050. 
187, 500. 
112, 716, 
141, 650. m% 
226, 368. 


166, R89. 9) 
20, 713. 2 


66, 776. 0¢ 
06, 367. 3¢ 


69, 036. 14 
B4, 002. 0 
DO, 530. 0 


45, 920). Ov 
39, 936. 24 


3, 481. 4¢ 


0, B56. Oy 
6, OS1. 2 


4, 042. Ov 


, 260. (x 
, 855. 00 
), 855. 00 
, 770. 00 
, 285. 00 
» 200. 00 
, 250). 00) 
, 225. 00 
, 110. 98 
, 530. 00 
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Sporion A.—Funds obligated under letter contract, amendments to letter 
contract, and definitive contract 


Document Date 
contract July 15, 1950 
tive contract....| July 18, 1951 


| 


Scope 


Obligation of funds for 594 model F-95A airplanes, 
spare parts, special tools and ground handling 
equipment, and engineering data. 

Deobligation of funds resulting from supersession 
of letter contract. 

Obligation of funds for 

638 model F-86D airplanes 

Spe are Parts.... 

Special tools and ground handling equipment- 
1276 wing tanks 

Technical data- 

3 sets of F-6D mobile training units 
Training parts, tools and equipment 
Engineering changes. aA ROE 


otal obligated funds, see. A (represented by definitive contract) ----- 





Srorion B.—Funds obligated 


Document | Date 


Change order No. 1..-| Oct. 31, 1951 
“hange order No. 6..-| Apr. 2, 1952 | 


hange order No. 7---| May 29, 1952 | 


Change order No. 8...| Apr. 28, 1952 
hange order No. 10..| May 20, 1952 


Supplemental agree- | Aug. 3, 1953 
nent No. 23 





Supplemental agree- | Nov. 10, 1953 
ment No. 24. 


hange order No. 25_.| Sept. 10, 1953 
Change order No, 26..| Sept. 18,1953 
hange order No, 29_.| Nov. 20, 1953 


AO RTO Kaa PE 


ipplemental agree- | Nov. 18, 1953 


ment No, 30. 
ermination supple- | Dee. 6, 1954 
mental agreement 


0. 38 





CAREC, 5 


e order No, 44 June 4,1954 
hange order No. 45 June 16, 1954 


plemental agree- | Mar. 17,1955 


nt No. 53. 
4 lemental agree- | June 6, 1955 
4 it NO 55. 


Patho, 


Change order No. 13..| Oct. 2, 1952 | 


‘hange order No, 39 Mar. 1,1954 


hange order No. 50 Aug. 27, 1954 | 
| 


otal obligated funds, sec. B (re 


under change orders and supplemental 


to rine e contract 


Scope 





| Obligation of funds for spare parts 
Obligation of funds for mobile training units. 
(See also sec. C.) 
Obligation of funds for— 
Spare parts -_.-.- 
Engineering change Ten e 
Deobligation of funds for spare parts 
| Obligation of funds for mobile training units- 
(See also sec. C.) 
Obligation of funds « spare parts 
Deobligation of funds for engineering changes 


| Obligation of funds for flight test 
Based on revision of target prices 
Deobligation of funds for 


E ngineering 0S SS Ee ee | 


Wing tanks. -------- 

Obligation of funds for— 
Aipiieeees.........--. ne 
Technical data —P Ricca 
Training parts-- <apeiai 
Mobile training units 

(See also sec. C.) 
Deobligation of funds for spare parts 
Obligation of funds for training parts 
Deobligation of funds for spare parts 
Obligation of funds for mobile training unit 


Deobligation of funds for— 
Spare parts 
Special tools and ground handling equipment 
(See also sec 
Deobligation of funds for training parts_- 
Deobligation of funds for spare parts 


Deobligation of funds for special tools and ground 


handling equipment. 
Deobligation of funds for training parts 
(See also sec. C.) 
Deobligation of f inds for special tools and ground 
handling equipment. 
Deobligation of funds for 
Airplanes 
Spare parts 
Engineering changes 
(See also see. C.) 
presented by changes to definitive contract) 


otal obligated funds, sees. A and B-_. 


Ree 


$55, 


$13, 737, 829. 55 
45, 2 


Obligated funds 


400, 000. 00 


55, 400, 000. 00) 


86, 091, O82. 00 
21, 343, 170. 45 


1, 721, 821. 00 
523, 160. 00 
163, 514. 00 
600, 000. 00 
250, 000. 00 

1, 411, 329. 21 


12, 104, 076. 66 


agreements 


Obligated funds 





5. 90 


Oo, 2 


181, 818. 18 
1, 818, 181. 82 


(5, 607, 591. 08) 


663. 03 


4, 808, 181. 90 
(26, 004. 00) 


26, 004. 00 


(2, 200, 000. 00) 
(79, 112. 00) 


21, 697, 104. 00 


126, 990. 00 
114, 783. 00 
111, 631. 00 


(850, 000. 00) 
40, 000. 00 

(2, 650, 000. 00) 
3, 065. 00 


, 577. 06) 


(1, 122. 
(32, 744. 59) 


(71, 099. 70) 
(250, 000. 00) 
(250, 000. 00) 

(10, 105. 25) 

(26, 743. 46) 

(9, 359, 013. 40) 
(2, 524, 049. 55) 

(981, 670. 03) 

16, 670, 798. 26 


128, 774, 874. 92 
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Section C, Part I.—Definitive contract changes involving assignment of 
obligated funds 





. Assignment of 
Joe » Yate Se > . v0 
Document Date cope | obligated funds 





Assignment of obligated funds for— 





Change order No. 5...| Feb. 28, 1952 Special tools and ground handling equip- $1, 098, 571.43 
| ment. 
Change order No. 6..-| Apr. 2, 1952 Mobile training units -- -- 
Change order No. 9_.-| May 1, 1952 I NN ec cwecees 
Change order No. 10 May 20, 1952 Mobile training units 
Change order No. 14 Sept. 19, 1952 Training.parts - - ave 
Change order No. 15_.| Nov. 14, 1952 | Special tools and ground handling equip- 11, 334. 14 
ment. 
Training parts-_----- se reeee vee 3, 020, 08 
Change order No. 16 Feb. 5, 1953 Spare parts- cussesscel| (LOE 0 
we — 28, 829, 522. 75 
Special tools and ground handling equip- 18, 525, 73 
ment. 
| Training parts. ee 24, 194.17 
Change order No. 17__| Mar. 31, 1953 Special tools and ground handling equip- 4, 486. 70 
ment. 
Training parts -- - “ SB Nise 18, 265, 13 
Change order No. 18__| Apr. 8, 1953 Spare narts.-.-.-._. Se a . 313, 693. 83 
Change order No. 20_.| June 22,1953 fei ee ; ren eets ‘ (154, 268. 72 
| Training parts__..-__..-....._. enone 63. 88 
Change order No. 22__| July 20, 1053 Spare parts aie eae “ae -------| (2,807, 048. 16 
Supplemental agree- | Nov. 10, 1953 seh was Sata lata . ‘ 177, 152. 00 
ment No, 24. | Mobile training units -_- ; a 111, 631. 00 
| Training parts sie 114, 783. 00 
Change order No. 27_-| Sept. 21, 1953 | Special tools and ground handling equip- 225, 864. 76 
ment. 
Change order No. 31 Dec. 4,1953 ee - ‘ a oar Je 104, 201. 45 
Change order No. 32_.| Dec. 28, 1953 Training parts. - 2a) ek ae ‘2 : 7, 022. 76 
Change order No. 33__| Dec. 29, 1953 Spare parts 1, 246, 594. 17 
Change order No. 34--| Jan. 6, 1954 Special tools and ground handling equipment (22, 274. 75 
Change order No. 35 Feb. 1, 1954 Spare parts 2 (140, 412. 92 
Change order No. 37 Feb. 12, 1954 Engineering changes 7, 321. 00 
Termination supple- | Dec. 6, 1954 Spare parts 39, 923. 91 
— agreement Special tools and ground handling equipment 25, 291. 61 
0. 38 
Change order No. 40 Mar. 25, 1954 Engineering changes. _ ~ 9, 111. 00 
Change order No, 41 Mar. 23, 1954 Spare parts__. 433, 582. 35 
Change order No. 42..| Apr. 30, 1954 Special tools and ground handling equipment. (53, 257. 67 
Engineering changes (4, 595, 00 
Training parts (.41 
Change order No. 43 May 19, 1954 | Spare parts_____ : (9, 044. 09 
Change order No. 46 June 22, 1954 ..do (17, 192. 95 
Change order No. 47 Aug. 5, 1954 a ee (202, 005. 19 
Change order No. 49 Ang. 9, 1954 Special tools and ground handling equipment (410. 45 
Change order No. 50 Aug. 27, 1954 Training parts 104. 84 
Change order No. 51 Oct. 13, 1954 Spare parts 3 (55, 184. 33 
Change order No. | Jan. 3,1958 do (410. 81 
52A. 
Supplemental agree- | Apr. 27,1955 do 70, 2¢ 
ment No. 52B. 
Supplemental agrees June 27, 1955 do 1. 44 
ment No. 52C. 
Supplements e agree- | Apr. 26,1955 do ; (156, 044. 59 
ment No. 5 
Supplement: "1 agree- June 6, 1955 do. (1, 465, 832. 34 


ment No, 55, ...do J 1, 033, 829. ls 


t of 


iment of 
led funds 


a 


8, 571. 43 


5, 256. 90 
7, 248.00 

663.03 
B, 334, 28 
1, 334. 14 


3, 020. 08 
5, 248. 00 
D, 522. 75 
3, 525. 73 


1, 194.17 
1 486. 70 


3, 265.13 
3, 693. 83 
t. 268, 72) 

63. 88 
7, 048, 16 
7, 152. 00 
|, 631. 00 
L, 783. 00 
), 864. 76 


, 201. 45 


', 022. 76 


, 111. 00 
582, 35 

, 257. 67 
. 595. 00 
(. 41 

, 044. 09 
, 192. 95 
, 005. 19 
(410, 45 
(104. 84 
_ 184. 33 
(410. 8] 


(70. 2F 
(1. 44 
(044. 59 


832. 34 
829. 1s 
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Section C, Part II.—-Letter and definitive contract changes not involving changes 
in obligated funds 





Assignment of 
Document Date cope obligated funds 





Amendment No.1 to | Aug. 15,1950 | Decreased number of airplanes, changed model Nil 
letter contract. designation, and 144 month extension. 
Amendment No. 2 to | Oct. 26,1950 | 1-month extension_-_- ‘ 
letter contract. 
Amendment No. 4 to | Dee. 1,1950 | Decreased number of airplanes- Sete Nil 
letter contract. 
Amendment No. 5 to | Dec. 22,1950 | 1-month extension---_- — . } Nil 
letter contract. 
Amendment No. 6 to | Jan. 45,1951 | Decreased number of airplanes. BF tote: Nil 
letter contract. 
Amendment No. 7 to | Jan. 26,1951 | 144-month extension-___--- saat Nil 
letter contract. | 
Amendment No. 8 to | Feb. 14,1951 | Increased number of airplanes, spare parts, Nil 
letter contract. special tools, and ground-handling equipment, | 
engineering data and mobile training units. 
Revised delivery schedule and established that 
the Government would furnish facilities under | 
separate facilities contract. 
Amendment No. 9 to | Mar. 13,1951 | 144-month extension____- 
letter contract. 
Amendment No.10to | Apr. 9,1951 | Corrected paragraph numbers, incorporated 
letter contract. clause concerning the making of changes in 
drawings or specifications. 
Amendment No. 11to | Apr. 26,1951 | 144-month extension___-- 
letter contract. 
Amendment No.12to | May 12,1951 | Increased number of sets of mobile training units- 
letter contract. 
Amendment No. 13to | June 11,1951 | 144-month extension... .-_--- 
letter contract. 
Amendment No. 14| July 25,1951 | 1 month extension_.-_.____- 
to letter contract. 
Change order No. 2_-.| Nov. 1,1951 | Incorporation of certain Government property | 


Nil 





Change order No. 3.-.| Nov. 7,1951 | Incorporation of articles concerning military 
specifications, gratuities, examination of rec- 
ords, metalworking clauses, and Renegotia- 
tion Act of 1951. 
Change order No. 4.--| Mar. 5, 1952 | Canceled 
Supplemental agree- | Sept. 16, 1952 

ment No. 11. 
Change order No. 12-- 9, 1952 | Substitution of time compliance technical orders 
for service bulletins. 
Change order No. Not issued oaeeke ~ 
Change order No. y 7,195: Substitution of new exhibit D—Government- 

furnished aircraft equipment. 
Change order No. | Oct. 13,1953 | Preconcurrent delivery of certain spare parts 
Change order No. 36. -| Jan. 25,1954 | Changes in specifications and correction of dates 
| onamendment. 
Change order No. 48_.| Aug. 6, 1954 | Installation and test of drag chute_- 
' 











Contract AF33 (038) 19056—188 F-86D AIRPLANES 


1. The following data are submitted in response to your letter No. 27 of August 
12, 1955, requesting information regarding our undertaking to build for the 
Department of the Air Force the aircraft known as the F-86D. The F-86D is 
a one-man, rocket-firing, all-weather jet interceptor. This contract, the third 
in a series of contracts for F-86D airplanes, called for 188 airplanes, spare parts, 
special tools and ground-handling equipment, wing tanks, training parts, and 
other items. 

As of July 31, 1955, substantially all items had been delivered. Final price 
determination proceedings had been held, but the contract was not considered 
closed. 

2. Contract number: AF33 (038) 19056. 

3. Type of contract: Fixed price, with incentive-type price redetermination 
provisions. 

4. Letter contract: Dated January 4, 1951. Definitive contract: Approved 
April 11, 1951. 

5. Date when authorized to proceed: January 4, 1951. 

6. The total sales price agreed upon as of July 31, 1955, for all airplanes, 
Spare parts, and other items under the contract amounted to $45,822,840.97. 
Since the contract has not been completed, it is possible that further procure- 
ment may be made under this contract. 
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7. In fixed price contracts with incentive-type price redetermination proyj. 
sions, the original unit price stated is an amount for billing purposes and js 
usually the tentative average unit target price as well. At a later date, afte; 
accumulation of cost information, it is customary to negotiate a firm average 
unit target price, target cost, and target profit based on the airplane in a state; 
configuration as a basis for the application of the incentive-type price redeter. 
mination formula. At final price-determination proceedings, the firm average. 
unit target price is adjusted by application of the incentive formula. 

The adjusted-average final-unit price of the 188 F-86D airplanes was 
$187,868.06. 

8. Costs and expenses charged to this contract as shown by the contractor's 
records, plus certain expenses claimed against this contract, but not charged 
thereto on the corporation’s books through July 31, 1955, subject to final audit 
upon completion of the contract, are summarized as follows: 


A. Material __.... PLE DLN AD EDN EE ER ae CL .__-.-$16, 108, 756. 84 
The foregoing sum includes all material used on 
the contract in whatever form acquired, except mate- 
rial relating to engineering costs which are included 
under S&F. The corporation’s records do not dis- 
close only costs of raw material fabricated by the 
contractor. 
B. Dinnct ee i ae 8 es atte dd Pant Be 8, 529, 993. 72 
The foregoing sum includes all direct labor, except 
direct engineering labor which is included under 
SF. 
ee Sie el pe re a Sr a Stas te 
Percent of corporation total, 4.08. 
D. Administrative costs___._______- 1 Ne ee Se eso 661, 194. % 
Percent of corporation total, 4.39. 
KF. Engineering: costescu ns wc kc ccs 
Percent of corporation total, 0.53. 


ce RANE RR 


itt a laketioiee wank =e 1, 065, 034.5 


— 


Other costs charged to the contract_________________ ae 3, 012, 687. 038 
Ea a eras ONT ee Sanyo lgashe = tc 41, 022, 070. 55 


In determining the percentage of certain charges, reported under C, D, and F 
above and H following, of the corporation total of such items, the amount charged 
to this contract was related to the total corporation costs of such items incurred 
during the fiscal years this contract was in work, except that in the fiscal year 
ended September 30, 1955, costs through July 31, 1955, were used. 

E. Overtime charged against this contract amounted to $1,010,296.86. 
This sum is the estimated amount paid for time over 40 hours a week or 
8 hours a day for direct manufacturing and engineering labor. It does not 
include overtime paid to employees whose salaries and wages are included 
in any classification of overhead. All overtime charges referred to herein 
are included principally in B and F above. 

G. Since this contract provided for the designing, development, and con- 
struction of an advanced type of airplane, there were certain development 
costs charged thereto. However, the company’s records do not provide a 
basis by which the amount of such development costs may be determined. 
All such costs would be included under engineering costs in F above. 

H. Research costs are included in the costs of this contract, in part as 
direct items and in part as elements of overhead. The amounts included as 
direct items cannot be determined from the corporation’s records. The 
amounts included as a portion of administrative costs relate to research 
costs not covered by contracts and are estimated to amount to $152,382. 
This is 3.18 percent of the total research costs of the corporation not 
specifically covered by contracts. 

I. The total dollar value of subcontracts applicable to this contract is 
$19,121,247.91 This sum includes the total dollar value of all procure- 
ment of material and services charged directly to this contract. Subcon- 
tracts in excess of $100,000 are itemized in schedule 1. 

%. The salary and bonus of every oflicial of the corporation in excess of $20,000 
a year for the period from October 1, 1947, to September 30, 1955, is shown in 
exhibit A. It is estimated that $40,118.15 of such costs were charged to or 
claimed against this contract. This is 2.43 percent of the aggregate amount 
shown in exhibit A for the fiscal years during which this contract was in work. 
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10. Stock rights have not been a part of the compensation of any official or 
employee of the corporation. 

11. No selling expenses have been charged to this contract. 

12. Contributions or dues paid to any trade organization of public infor- 
mational mediums and the itemization of each such expenditure, giving name 
of payee, is shown in exhibit B for the period from October 1, 1947, to July 31, 
1955. Expenses of this nature are included in costs reported under 8C, D, and F 
and it is estimated that $10,973.44 has been charged to this contract. This is 
3.53 percent of the aggregate amount shown in exhibit B for the period from 
October 1, 1950, to September 30, 1953, the period this contract was in work. 

13. Consultation or advisory fees paid to any person or organization have been 
interpreted by the corporation to refer to compensation for such services in 
connection With the design, development, or manufacture of the corporation’s 
products. Accordingly, fees for other professional services, such as those of 
accountants, attorneys, and appraisers have not been reported. This contract 
has not been charged with any amount of the fees reported in exhibit C. 

14. Traveling expenses charged to this contract are estimated to amount to 
$201,992.26. This sum includes those expenses charged directly to the contract, 
as well as estimated portion of such expenses charged to this contract as an 
element of burden reported in response to questions 8C, D, and F. 

The corporation’s accounting policy prohibits the charging of entertainment 
expenses directly or indirectly to Government contracts. 

15. In the final price-determination proceedings for this contract, a total 
profit of $4,805,127.28 before Federal income taxes was claimed for the airplanes, 
spare parts, and other items. 

16. In the final price-determination proceedings the final profit per airplane 
claimed was $19,327.32 before Federal income taxes. This average profit applies 
to 188 units. 

17. Depreciation is generally charged against contracts as an element of 
burden, which is included in the sum reported in response to questions 8C, D, 
and F. It is estimated that $324,043.77 has been charged to this contract. This 
sum represents 3.63 percent of the total provision for depreciation made by the 
corporation during the period from October 1, 1950, to September 30, 1953, the 
period this contract was in work. 

(Answers to questions 18 to 32 will be found under contract AF33 (088) 9211.) 


ScHEDULE 1.—Subcontracts in excess of $100,000 





| 


Subcontractor Items | Amount 
| ~~ -- . 
Airesearch Manufacturing Co., care of Air- | Cabin pressurization and refrigeration com- $130, 946. 20 
supply Co., 9815 Wilshire Blvd., Beverly ponents. 
Hills, Calif. 
Aluminum Company of America, 1145 Wil- Aluminum alloy sheets 203, 044. 44 
shire Blvd., Los Angeles 17, Calif. Mbseces 150, 420. 87 
Cleveland Pneumatic Tool Co., care of Air- | Landing gears 436, 592. 00 
supply Co., 9815 Wilshire Blvd., Beverly | me se 206, 360. 00 
Hills, Calif. 
Walter Kidde & Co., 4845 Exposition Blvd., | Cylinders and valves 102, 694. 60 
Los Angeles, Calif. 
Lear, Inc., 110 Ionia Ave., Grand Rapids 2, Autopilot controls ; 247, 974. 56 
Mich. | 
Minneapolis Honeywell Regulator Co., 2840 Fuel tanks. ___- 192, 355. 00 
_East Olympic Blvd., Los Angeles 23, Calif. | 
New York Airbrake Co., Watertown, N. Y | Pumps —— 123, 820. 00 
Packard Eleerrie Division, General Motors | Electrica] wiring cable 140, 427. 00 
Corp., Warren, Ohio. | 
Reynolds Metals Co., 601 South Ardmore, Aiuminum alloy sheets 148, 532. 65 
Los Angeles 5, Calif. = 
Wm. R. Whittaker Co., Ltd., 915 North | Valves-- 152, 250. 20 
Citrus, Los Angeles 38, Calif. | 
Seeger Refrigeration Co., Arcade and Wells, | Droppable fuel tanks_. 642, 858. 48 
St. Paul, Minn. } 
Servomechanisms,Inc., Post Office Box 10037 | Components for angle of attack computer- 186, 911. 36 
Airport Station, Los Angeles 45, Calif. Say. eS : : . 526, 400. 00 
do 301, 176. 00 
" mpson Products, Inc., 207 Hindry St., | Pump assemblies and filters : 131, 624. 45 
nglewood, Calif. 
United States Rubber Co., 5675 Anaheim | Fuel tanks. 116, 039. 00 
lelegraph Rd., Los Angeles, Calif. -do. ie 115, 615. 50 
do ‘ 136, 136. 00 
: : 124, 624. 50 
Vickers, Inc., 2160 East Imperial Highway, | Hydraulic pumps. : e - 236, 115. 00 


El Segundo, Calif. 
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SCHEDULE 2.—Contract summary 


SecTION A.—Funds obligated under letter contract, amendments to letter 
contract, and definitive contract 


‘ } Obligated 
Document ds Scope _— 
cum Date cope funds 


Letter contract........ Jan. 4,1951 | Obligation of funds for 188 model F-86D air- 


| 
$7, 748, 458, 40 
peemee, spare parts, special tools, and ground- 
andling equipment, and engineering data. | 
Definitive contract Apr. 11,1951 | Deobligation of funds resulting from the super- | 
session of letter contract. 
Obligation of funds for— 


(7, 748, 458. 49 


188 model F-86D airplanes___--_--- 32, 230, 720. 00 

Spe are parts_-_-_- | 6, 500, 651.00 

Special tools and ground- he andling equipme nt_| 483, 461.00 

376 wing tanks. - 152, 656. 00 

Technical data_-___- 68, 441.00 

Training parts-_- ein : ‘ 75. 000.0 

| j Engineering changes... ____- oe 491, 655. 00 

Total obligation of funds, sec. A (represented by definitive contract)_._._____ |* 40, 002, 584. 0 





Section B.—Funds obligated under change orders and supplemental agreements 
to definitive contract 


Document Date Scope Obiieat i 
Change order No. 1- Oct. 24,1951 | Obligation of funds for spare parts $5, 280, 349. 00 
Change order No. 4 Jan. 17,1952 | Obligation of funds for special tools and ground- 5, 972. 91 

handling equipment. 
Change order No. 6. Apr. 16,1952 | Deobligation of funds for spare parts : (1, 572, 000. 00 
Change order No. 10..| July 29,1952 | Obligation of funds for spare parts : 2, 210, 000. 00 


Supplemental agree- | Apr. 1, 1953 | Based on interim price revision: 
ment No. 15. 


Obligation of funds for— 


Airplanes. .......-- oe Bers 5, 585, 480. 00 
Spare parts. -_-._-..-- E iss Bry aw: 119, 820. 00 
4 ae oe 17, 296. 00 


Technical data. _- 


Roth arenaewreeseenas $ 125, 306. 00 
(See also sec. C.) 


Termination supple- | Feb. 23, 1954 Deobligation of funds for spare parts... _--_-- } (429, 299. 60 
mental agreement (See also sec. C.) | 
No. 18. 

Change order No. 23..; Aug. 21,1953 | Obligation of funds for repair of 1 F sat singin. 16, 396. 00 


Change order No. 26 Nov. 10,1953 | Deobligation of funds for spare parts. 


a (722, 397. 00 
Supplemental agree- | June 25,1954 | Based on final price revision: 


ment No. 37. Deobligation of funds for— 
Airplanes ee: SR ------| (2,497, 004. 72 
i a ae AE RN eR Eerie eg AT (1, 749, 917. 53) 
Special tools and ground-handling e equip- | (136, 999. 09) 

ment. 

EEE AO ART } (75, 000. 00 
Engineering changes. -........-....------ (348, 305. 00) 
(See also sec. C.) ‘ 
Change order No. 38..| Oct. 9, 1954 | Deobligation of funds for spare parts - -- (28, 296. 15) 
(See also sec. C.) i 
Change order No. 39__| Nov. 10,1954 | Deobligation of — for spare parts- - - (1, 143. 85) 


(See also sec. 
Total obligated funds, sec. B (re peepented sid changes to definitive contract) say 5, 820, 256. 97 
Total obligated funds, sees. A and B__- : ...---| 45,822, 840. 97 








letter 


bligat ed 
funds 


748, 458, 40 
748, 458. 49 


230, 720. 00 
500, 651.00 
483, 461.00 
152, 656. 00 
68, 441. 00 
75. 000, 00 
491, 655. 00 


002, 584 0 


eements 


ligated 
funds 


80, 349. 00 
5, 972. 91 





72, 000. 00 
10, 000. 00 


85, 480. 00 
19, 820. 00 
17, 296. 00 
25, 306. 00 


29, 299. 60 


16, 396. 00 
2, 397. 00 


17, 004. 72 
19, 917. 53) 
6, 999. 09) 


5, 000. 00 
8, 305. 00) 


8, 296. 15) 
1, 143. 85) 


), 256. 97 
2’ 840 7 
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Seortion C, Part I.—Definitive contract changes involving assignment of 
obligated funds 












. Assignment of 
. ' Yate Scope 3 
Document Date — obligated funds 











ee . i | 










Assignment of obligated funds for- 











Change order No. 5.-| Feb. 29, 1952 Special tools and ground- ee seeenett: $362, 656. 07 
Change order No. 11_.| Aug. 27, 1952 ene, a ESRC ay eee 10, 535, 572. 25 
Change order No. 12..| Sept. 24,1952; = -__-- We oe ae tas duececacee kee Seen) = (89, 502. 17) 
Change order No. 13..| Oct. 22, Peas | (OS a EET 6 Be De Spe Ss ee (616, 668. 07) 
Special tools and ground h¢ andling equipment 3, 408. 31 

Change order No. 14. _| Dec. 18, 1952 Spare parts____- 372, 972. 69 
Special tools and ground he indling equipment. 5, 792. 86 

Supplemental agree- | Se ee eS eee Se ae ee 119, 820. 00 
ment No. 15. Apr. 1,1953 ...do - EE ae 131, 919. 97 
Change order No. 16..| Mar. 11, 1953 E ngineering “change “Ee eet Be 140, 589. 00 
Change order No. 17_-| Apr. 8, 1953 Spare parts : saa 36, 666. 65 





lermination supple- | Feb. 23, 1954 
mental agreement 






















No. 18. 
Change order No. 19_.| May 19, 1953 do 105, O85. 17 
| Spec ial toolsand ground handling e equipment 23, 364. 00 
Change order No. 21..| June 29, 1953 Spare parts ‘ (210, 117. 27) 
Special tools and ground h handling e equipme nt. 10, 899. 00 
Change order No. 22..| Aug. 5, 1953 Spare parts ASE) OB SARE OORT LES eS 47, 649. 60 
Change order No, 24__| Sept. 15, 1953 fe Pee. Pe ee Por (1, 668. 81) 
Change order No. 27__| Dec. 17, 1953 S SS (425, 284. 62) 
Change order No. 28_.| Jan. 12, 1954 Special tools: and ground hs andling equipme nt. 336. 20 
Change order No. 30._| Feb. 12, 1954 Engineering changes. ..................... (31, 468. 00) 
Change order No. 31..; Mar. 5, 1954 Spare parts ___- abe eS (2, 976. 68) 
Change order No. 32..| Mar. 10, 1954 Engineering changes 2 SacGastedssenel (34. 00) 
Change order No. 33--| Mar. 18, 1954 Spare parts : 8, 952. 43 
Change order No. 34 Apr. 27, 1954 do 1, 443. 10 
Change order No. 35 May 5, 1954 Special tools and ground-handling equip- 241. 38 
ment. 
Change order No. 36--| May 11, 1954 Spare parts Cs 26, 414. 61 
Supplemental agree- | June 25, 1954 ..do (409, 072. 98 
ment No. 37 
Change order No. 38 Nov. 9, 1954 do (28, 296. 15 
Change order No. 39 Nov. 10, 1954 ...do (1, 143. 85 




















Letter and definitive contract changes not involving 
changes in obligated pomme 


Secrion C, Parr II. 
















Assignment of 
obligated funds 





Date Scope 


















Amendment No. 1 to Mar. 13, 1951 | 144-month extension. __- ‘ Nil 
letter contract. 
Change order No. 2. | Nov. 1,1951 | Incorporation of Government property contract Nil 
| clauses. 
Change order No. 3. Nov. 7,1951 | Incorporation of articles concerning military Nil 






specifications for quality control, gratuities, 
examination of records, metalworking clauses, 
and Renegotiation Act of 1951. 






| 
| 
Change order No. 7...| May 1, 1952 | a al by change order No. 11 ; Nil 
Supplemental agree- | Sept. 10,1952 | Canceled_- Nil 
ment No. 8. 
Change order No. 9_- | yal Ju 9, 1952 | Substitution of time compliance technical orders Nil 
| | for service bulletins. 
Change order No. 20..| June 26, 1953 | Miscellaneous specification changes and correc- Nil 
tion of typographical errors in supplemental 
| agreement No. 15. 
Change order No. 25-_- | Oct. 21,1953 | Installation of a fire control visor assembly Nil 
Change order No. 29.-| Feb. 4, 1954 | Incorporation of new provision to Renegotiation Nil 
| Act of the contract and miscellaneous engineer- 
| ing changes. 










ConTRACT AF33 (600)6202—901 F-S6D AIRPLANES 








The following data are submitted in response to your letter No. 27 of 
August 12, 1955, requesting information regarding our undertaking to build for 
the Department of the Air Force the aireraft known as the F-86D. The F-86D 
is a one-man, rocket-firing, all-weather jet interceptor. This contract, the fourth 
in a series of contracts for F-86D airplanes, called for 901 airplanes, spare 
parts, special tools, and ground-handling equipment, wing tanks, training parts, 
tools, and equipment, and other items. 
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As of July 31, 1955, substantially all items had been delivered and firm targe: 
price negotiations held. However, final price determination proceedings have not 
yet been conducted. 

2. Contract number: AF33 (600) 6202. 

3. Type of contract: Fixed price, with incentive-type price redetermination 
provisions. 

4. Letter contract: Dated October 2, 1951. Definitive contract: Approved 
August 6, 1952. 

5. Date when authorized to proceed: October 2, 1952. 

6. The total sales price for the airplanes, spare parts, and other items under 
the contract had not been agreed upon as of July 31, 1955. Funds obligated 
under this contract amounted to $167,839,522.10. Approximately $166,961 983.9 
of the obligated funds had been allocated to the various items to be procured 
under this contract. 

7. In fixed-price contracts with incentive-type price redetermination provisions, 
the original unit price stated is an amount for billing purposes and is usually 
the tentative average unit target price as well. At a later date, after accumula 
tion of cost information, it is customary to negotiate a firm average unit target 
price, target cost, and target profit based on the airplane in a stated configuration 
as a basis for the application of the incentive-type price redetermination formula 
At final price determinatoin proceedings, the firm average unit target price is 
adiusted by application of the incentive formula. 

The negotiated firm average unit target sales price for the 901 F-86D airplanes 
was $154,608. 

8. Costs and expenses charged to this contract as shown by the contractor's 
records through July 31, 1955, subject to final audit upon completion of the con- 
tract, are summarized as follows: 


A. Material _ $67, 340, 645.57 
The foregoing sum includes 
the contract in whatever form acquired, except ma- 
terial relating to engineering costs which are in- 
cluded under 8F. The corporation’s records do not 
disclose only costs of raw material fabricated by the 
contractor. 
. Direct labor costs__- 
The foregoing sum includes all direct labor, except 
direct engineering labor which is included under &8F. 
We ia estate a ais Se 
Percent of corporation total, 7.49. 
. Administrative costs ‘. 
Percent of corporation total, 5.71. 
*. Engineering costs_____- 
Percent of corporation total, 1.81. 
Other costs charged to the contract i : 8, 612, 5! 
Total 131, 966, 225. 2° 
In determining the percentage of certain charges, reported under C, D, and 
I’ above and H following, of the corporation total of such items, the amount! 
charged to this contract was related to the total corporation costs of such item 
incurred during the fiscal years this contract was in work, except that in the fisca 
year ended September 30, 1955, costs through July 31, 1955, were used. 

E. Overtime charged against this contract amounted to $1,466,9615 
This sum is the estimated amount paid for time over 40 hours a week 
8 hours a day for direct manufacturing and engineering labor. It « 
not include overtime paid to employees whose salaries and wages ar 
cluded in any classification of overhead. All overtime charges referre 
to herein are included principally in B and F above. 

G. Since this contract provided for the designing, development, and co 
struction of an advanced type of airplane, there were certain devel 
ment costs charged thereto. However, the conmany’s records do not 
vide a basis by which the amount of such development costs may I 
termined. All such costs would be included under “Engineering Cos's 
in F above. 

H. Research costs are included in the costs of this contract, in part a> 
direct items and in part as elements of overhead. The amounts include 
as direct items cannot be determined from the corporation’s records. Th 
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amounts included as a portion of administrative costs relate to research 
costs not covered by contracts and are estimated to amount to $791,002.04. 
This is 9.43 percent of the total research costs of the corporation not spe- 
cifically covered by contracts. 

I. The total dollar value of subcontracts applicable to this contract is 
$76,416,381.80. This sum includes the total dollar value of all procure- 
ment of material and services charged directly to this contract. Subcon- 
tracts in excess of $100,000 are itemized in schedule 1. 

9. The salary and bonus of every official of the corporation in excess of 
$20,000 a year for the period from October 1, 1947, to September 30, 1955, is 
shown in exhibit A. It is estimated that $99,770.66 of such costs were charged 
to or claimed against this contract. This is 3.81 percent of the aggregate 
amount shown in exhibit A for the fiscal years during which this contract 
was in work. 

10. Stock rights have not been a part of the compensation of any official or 
employee of the corporation. 

11. No “selling expenses” have been charged to this contract. 

12. Contributions or dues paid to any trade organization of public informa- 
tional media and the itemization of each such expenditure, giving name of 
payee, is shown in exhibit B for the period from October 1, 1947, to July 31, 
1955. Expenses of this nature are included in costs reported under 8C, D, 
and F and it is estimated that $17,059.26 has been charged to this contract. 
This is 5.63 percent of the aggregate amount shown in exhibit B for the period 
from October 1, 1952, to July 31, 1955, the period this contract was in work. 

13. Consultation or advisory fees paid to any person or organization have 
been interpreted by the corporation to refer to compensation for such services 
in connection with the design, development, or manufacture of the corporation’s 
products. Accordingly, fees for other professional services, such as those of 
accountants, attorneys, and appraisers have not been reported. This contract 
has been charged with 0.94 percent of the aggregate of such fees reported in 
exhibit C for the period from October 1, 1952, to July 31, 1955, the period this 
contract was in work. 

14. Traveling expenses charged to this contract are estimated to amount to 
$371,712.18. This sum includes those expenses charged directly to the contract, 
as well as estimated portion of such expenses charged to this contract as an ele- 
ment of burden reported in response to questions 8C, D, and F. 

The corporation’s accounting policy prohibits the charging of entertainment 
expenses directly or indirectly to Government contracts. 

15. The total profit to be claimed on this contract has not been determined. 
Based upon firm target price negotiations, it is presently estimated that the profit 
to be claimed on the airplanes, spare parts, and other items on this contract, 
when completed, will amount to $17,554,876 before Federal income taxes. 

16. The profit per airplane to be claimed on this contract has not been deter- 
mined. Based upon firm target price negotiations, it is presently estimated that 
the profit per airplane to be claimed on this contract, when completed, will 


amount to $15,910 before Federal income taxes. 


17. Depreciation is generally charged against contracts as an element of 
burden, which is included in the sum reported in response to questions SC, D, 
and F. It is estimated that $1,124,427.69 has been charged to this contract. 
This sum represents 8.26 percent of the total provision for depreciation made by 
the corporation during the period from October 1, 1952, to July 31, 1955, the 
period this contract was in work. 

(Answers to questions 18 to 32 will be found under contract AF33(038) 9211.) 
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SCHEDULE 1.—Subcontracts in excess of $100,000 





Subcontractor 


Adel Precision Products Division, General 
Metals Corp., 10777 Van Owen Ave., 
Burbank, Calif. 

Airesearch Manufacturing Co., care of Air- 
supply Co., 9815 Wilshire Blvd., Beverly 
Hills, Calif. 


B. & H, Instrument Co., Inc., 1009 Norwood 
Ave., Fort Worth, Tex. 

Burndy Engineering Co., Inc., care of the 
Earl S. Condon Co., 3460 Wilshire Blvd., 
Los Angeles 5, Calif. 

Cam-Stat. Inc., 


Angeles 64, Calif. 

Carma Manufacturing Co., care of the EarlS. 
Condon Co., suite 815, Tishman Building, 
3460 Wilshire Blvd., Los Angeles 5, Calif. 

Cleveland Pneumatic Tool Co., in care of 
Airsupply Co., 9815 Wilshire Bly d., Bever- 
ly Hills, Calif. 


Com Air Products, 1201 Rio Vista Ave., Los 
Angeles 23, Calif. 

Consolidated Tool, Inc., 
Los Angeles 58, Calif. 

Cook Electric Co., in care of J. B. Wilson, 
Post Office Box 672, Glendale, Calif. 

Eclipse-Pioneer Division, Bendix Aviation 
Corp., 117 East Providencia Ave., Bur- 
bank, Calif. 


2450 East 23d St., 


Embe ad Works, 730 Salem St., 
3, Cs 

Fenw mg Inc., 111 South Burlington Ave., 
Los Angeles 4, Calif. 

Hamilton Standard Division, United Air- 
craft Corp., East Hartford 8, Conn. 


Haskell-Loud Aircraft Service Corp., 1236 | 


South Central Ave., Los Angeles, Calif. 
Hoover Electric Co., 2100 South Stoner Ave., 
Los Angeles 25, Calif. 


Iron Fireman 
West 106th St., Cleveland 11, Ohio. 

Leach Relay Co., 5915 Avalon Blvd., Los 
Angeles 3, Calif. 

Lear, Inc., 110 Ionia Street NW., 
Rapids, Mich. 

Libbey-Owens-Ford Glass Co., 3116 Van 
Owen Blvd., Burbank, Calif. 

H.W. Loud Machine Works, care-of Haskell 
Engineering & Supply Co., 1236 South 
Central Ave., Glendale 4, Calif. 


Grand 


Metwood Manufacturing Co., 
Figueroa St., Gardena, Calif. 

Micro Division, Minneapolis Honeywell 
Regulator Co., 6620 Telegraph Rd., Los 
Angeles 22, Calif. 

National Waterlift Co., 2220 Palmer Ave., 
Kalamazoo, Mich. 

O & M Machine Co., Inc., 7421 East Slauson 
Ave., Los Angeles ‘92, Calif 


15029 South 


Packard Electric Division, General Motors 
Corp., Warren, Ohio. 

Pantex Manufacturing Corp., 52 
I 


1 Roosevelt 
Ave., Pawtucket, R 


Division of the Paul Henry 
Co., 11831-39 West Olympic Blvd., Los | 


Glendale | 
Switches__--- 


| Turbines and exch: angers... 


Manufacturing Co., 3170 


Items 


Cabin pressurization and refrigeration com- 
ponents. 


Ksommbiies for testing tailpipe temperature _- 


Panels - - . --- 


Actuators - 


Landing gears- ---..-- 


do owe 
..do. 

te ee 

Accumulators.. 


Cradles for engine, fuselage, etc., plus crating 
and cartage to destination. 
Electrical relays-.- - 


Regulators - - aiid 
Indicators and transmitters_- 
Oxygen regulators-_-- 
Transmitters_._....-..-- 
a 


,00..... 


Hydraulic cylinder assemblies. -- 


Components for electrical actuators 


ee 
F ittings- 
Electrical relays--- 
Yaw dampers and converters---- 
Windshield glass. 
Hydraulic valves-- 
Beam assemblies and miscellaneous tooling 
Steering dampers 
Seat assemblies 
Arm assemblies - -. 


Switches. 


Accumulator assemblies. 
Leading edge extension track (slat track) -- 


Leading edge extension track (slat track) -- 
Electrical wiring cable 


Accumulators 


Amount 


$240, 424. « 


144, 375, 


125, 886. 
131, 318, 6 
256, 455. Of 
167, 363. 4 
106, LIS, 5&8 


111, 577. x 
397, O80, 1 


194, 950, % 


4 

oy abe 

SS 
= — 
== = 


= 
= 


BS 


151, 896. 6 
143, 404.5 


4, 201. (0 
3, 649, 0 

















Dee 





. 450. 
175.0 
, 470. 0 
, FQK. 
, 219, 7 


815. 
, 212. 8 
, S00, 00 


, 200. 


, BUD, UF 
, 104. & 
», BOD. Of 
, BIS, 3 
, SSL. OF 
}, 415. 
» o). uJ 
}, 620, 0 
), OOD, Ot 
», 000, 00 
', 390. 0 
|, 042. 12 
, 200. 
}, 09. 32 
}, 448.8 

|, 037.7 

, O63. Of 
, 000, OF 


, 156, 79 
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Subcontractor 


Parker Aircraft Co., Valve Division, 5823 
Century Blvd., Los Angeles 45, Calif. 

Parker Appliance Co., 17325 Euclid Ave., 
Cleveland, Ohio. 

rhe Pieree Governor Co., Inc., post office | 
box 1000, Anderson, Ind. 

Rem-Cru Titanium, Inc., 12th St, & Railroad 
Lane, Midland, Pa. 


Republic Steel Corp., 612 South Flower St., 
Los Angeles 17, Calif. | 

Robertshaw Fulton Controls Co., Anaheim 
Division, Santa Ana Freeway at Euclid | 
ave., Anaheim, Calif. 

Romec Division of Lear, Inc., 11916 West | 
Pico Blvd., Los Angeles 6, Calif. | 

Servomechanisms, Inc., post office box 10037, 
Airport Station, Los Angeles 54, Calif. 


Square “D” Electric Co., 6000 Rivard St., 
Detroit 11, Mich. | 

M. Steinthal & Co., 485 South Robertson 
Blvd., Beverly Hills, Calif. 

Stewart-Warner Corp., South Wind Divi- 
sion, 1514 Drover St., Indianapolis 7, Inc. 

rhompson Products, Inc., 207 South Hindry | 
Ave., Inglewood, Calif. 


Tubular Aircraft Products Co., 225 North | 
Madison Ave., Los Angeles 5, Calif. 

U.S. Rubber Co., 5675 Anaheim Telegraph 
Rd., Los Angeles 22, Calif. 


Utility Metal Products, Ine., 403 South 
Raymond Ave., Pasadena 2, Calif. 

Vickers, Ine., 2160 Imperial Highway, E] | 
Segundo, Calif. | 


Wm. R. Whittaker Co., Ltd., 915 North 
Citrus Ave., Los Angeles 38, Calif. 


Valves 
Filters. ..-.- 
Controls and actuators 
Titanium. ....... 

. eS 

do 

do 

_do 

.do 


Valves 


Pumps-.- 
Components for range computers _--- 


ee 


ee “eae 
Circuit breakers _- 


Towlines for parachute brake _- 


| Chute assemblies _- 


Duct assemblies 


Pumps - 
do---- 
Engine dollies and accessories 


Fuel tank assemblies_ 


.do- 
do 
ee 
Fittings. 


Pump assemblies. 


Shafts___- 

Pumps... _- 
Components for valves 
Valves. 
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Amount 


$122, 165. 
283, 815 
738, 054. 00 
140, 040. 00 


435, 992. 50 
299, 625. 00 
174, 885. 00 
279, 585. 00 


179, 276. 35 


397, 278. 00 


204, 226. 60 


384, 114. 77 
335, 963, 68 
481, 829. 67 
2, 977, 399. 55 
177, 600. 00 


156, 574. 
142, 538. 5: 
277, 182. 5 


246, 100 
447, 279 
123, 900 
185, 068 


412, 577 
392, 910. 
131, 329 
352, 953 
228, 020. 
117, 566. 5 


265, 188. 
889, 889 
107, 500. 
236, 115 
102, 044. 2/ 
201, 760 


Section A.—Funds obligated under letter contract, amendments to letter 
contract, and definitive contract 





| 


— } 
| 


' 
} 
Document Date 


Letter contract._.....| Oct. 


Scope 


2, 1951 | Obligation of funds for 582 model F 86D airplanes, 


spare parts, special] tools and ground handling | 
| equipment, engineering data, and training | 


Amendment No, 2to | Feb. 4, 1952 
letter contract | 
Definitive contract | Aug. 


parts, tools and equipment. 
Obligation of funds for 125 model F-86D airplanes, 
spare parts, and 1414 wing tanks | 
6, 1952 | Deobligation of funds resulting from supersession | 


| | of letter contract. 
| Obligation of funds for— 
} 707 model F-86D airplanes 
Spare parts ---- 
Special tools and ground handling equipment 
1414 droppable wing tanks 
Technical data 
Training parts, tools and equipment 
Engineering changes 


Tr ’ ' 
Total obligated funds, sec. A (represented by definitive contract) - 








Assignment of 
obligated funds 


$37, 200, 000 
9, 667, 300. 


(46, 867, 300 


86, 036, 244. 
24, 109, 702 
2, 415, 862. 
514, 696 
233, 845 
100, 000 


114, 551, 701. 00 
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Section B.—Funds obligated under change orders and supplemental agreements 
to definitive contract 





Document Date | Scope Obligated funds 





Change order No. 1_--| Nov. 20,1952 | Obligation of funds for spare parts-___- $1, 036, 805. 09 
Change order No. 3- Nov. 28,1952 | Obligation of funds for engineering changes____-__| 151, 300.9 
Letter contract des- | Dec. 1,1952 | Obligation of funds for 194 model F-86D airplanes, 12, 000, 000. 09 
ignated supplemen- spare parts, special tools and ground handling 
tal agreement No. 4. equipment, and engineering data. 
Amendment No.1 to | Jan. 21,1953 | Obligation of funds for spare parts 5, 616, 510. 00 
letter contract des- 
ignated supplemen- 
tal agreement No. 4. 
Supplemental agree- | Mar. 31, | Deobligation of funds resulting from supersession [| (17, 61¢ 
ment No. 4. | of letter contract designated supplemental | 
| agreement No. 4. 
| Obligation of funds for— 
194 model F-86D airplanes 5, 353, 084.00 
Spare parts_- 510.0 
Special tools and ground hs andling equipment. | 71, 434. 00 
| Engineering changes.-.- | 431. 873 0 
Change order No. 5_-. c. 24,1952 | Obligation of funds for training parts, ‘tools and | 
equipment. 
Termination supple- | Mar. 31,1953 | Deobligation of funds for 1414 droppable wing | | 
mental agreement tanks. 
No. 6. | 
Termination supple- . 26,1954 | Deobligation of ak for spare parts__-.-...._- 
mental agreement (See also sec. C, 
No. 7. 
Change order No. 8_-- 19, 1953 | Obligation of funds for engineering changes. 
Letter contract desig- | Nov. 9,1953 | Obligation of funds for supplies and services 
nated supplemental 
agreement No. 9. 
Supplemental agree- an. 13,1954 | Deobligation of funds resulting from superscssion | (100 
ment No. 9. | ofletter contract designated supplemental agree- | 
| 
| 


), 510. 00) 


000. 00 


, OD, if 


ment No. 9. 
Obligation of funds for specialized edition of main- 
tenance handbooks. 
Change order No. 13__.| Nov. 19,1953 | Deobligation of funds for spare parts. (1, 500, 00¢ 
Cnange order No. 16_- . 15,1954 | Deobligation of funds for special tools and ground | (1, 000, 000. 00 
| handling equipment. | 
Termination supple- | . 6,1954 Deobligation of funds for— 
mental agreement Spare 
No. 17. Special tools and ground handling equipment 
(See also sec. C.) 
Change order No. 19 . 15, | Deobligation of funds for training parts, tools and) (350, 000. 
| equipment. 
Supplemental agree- | } . 31, Obligation of funds for repair of F-86D airplane_- 34, 731. ( 
ment No. 22. 
Change order No. 23_..| Apr. 7,1954 | Deobligation of funds for spare parts 500, 000 
Supplemental agree- y 23,195 Based on interim price revision: Deobligation of (2, 000, 000, 
ment No. 24. | funds for engineering changes. 
| Obligation of funds for— 
Airplanes " - 7, 912, 48 
Technical data ; 95, 947. 00 
Supplemental agree- | June 9, Deobligation of funds for engineering changes 
ment No. 28. | 


402, 225.00 


| (32, 512 


3, 020, 72 


— of funds for repair of one F-86D air- 
piane. 
Change order No. 29 8, 1954 | Deobligation of funds for spare parts - 
Termination supple- . 18,1955 i 

mental agreement | 

No. 41. 

(See also sec. C.) 

my ae agree- Apr. 45,1955 | Deobligation of funds for special tools and ground 

ment No. 4 | hand dling equipment. 


Total obligated funds, sec. B (represented by changes to definitive contract) - 


Total obligated funds, secs. A and B 





wha ln ai Se et Ne i ll oi 
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ments ¢ section C, Part I.—Definitive contract changes involving assignment of 
a obligated funds 





obligated funds 





), R05 Tt) 
, 300.00 : 
), 000. 00 4 Termination supple- 
, mental agreement | 
f No. 7. | a 
, 510. 00 ae Change order No. 12..| Nov. 12, 1953 -do 17, 922, 316. 
kf Change order No. 15..| Dee. 7, 1953 | 1, 164, 714. : 
rermination supple- | Dec. 6, 1954 | de 7, 810. 6 
mental agreement | | 
, 510. 00) ag No. 17. 7 . 
i Change order No. 20.-| Mar. 11, 1954 720 
Change order No. 21..| Mar. 30, 1954 Spare parts ’ O84 5 
‘ hange order No. 27.-| May 21, 1954 | si --do ‘ ’ . 685. 91 
, 084. 00 ; Change order No. 30.| June 21, 1954 Special tools and ground handling equipment. , 687. 6 
», 510.00 ¥ Change order No. 31..| Aug. 4 1954 | Spare parts_. Isat ; 
‘434.00 : Change order No. 32--} | Sept. 14, 1954 | Special tools and ground handling equipment. , 135.9 
" 973 0 Change order No. 34..| Sept. 13, 1954 Spare parts . oewwenacennnwee----- . 985. 56 
"000. 00 & Change order No. 35..| Sept. 24, 1954 Engineering changes _ 2 2n, $98. 
q Change order No. ¢ Dec. 8, 1954 | Spare parts "090. § 
| Engineering changes- - - Re: f 15, 953. 
Change order No. 38--| Dec. 16 1954 Spare parts 7, 106. 4¢ 
c Chance order No.39A_| Jan. 17,1955 468. 98 
452.4% Me Change order No. 39B_| Jan. 21,1955 | 39, 715. 3 
i ae ® Cheangorder No.39C_| Mar. 3, 1955 ay ” 982. 
eens og agree- | Mar. 25, 1955 | , , 724.8 
000. 00 3 nent No. 39D. ae we 
” 000.00 © Supplemental agree- | May 13, 1955 -do- 117. 
. 4 ent No. 39E. 
pplemental agree- | July 14, 1955 b Saahheaed entries (3, 063 
nt No. 39F. 
ige order No. 40 Jan. 14,1955 Special tools and ground handling equipment | 367 
pplemental agree- | May 23, 1955 a Ps 2 185 
ment No. 40A. 
I ation supple- | Feb. 18, 1955 | Spare parts 
me ent al agreement | 
No. 41 | 
Suppk mental agree- | Apr. 4, 1955 a ee 490, 074 
ment No. 43. | 


Assignment of obligated funds for— 


ed funds q Document | Date Scope Assignment of 
| 
| Fe - 26,1954 Spare parts 7, 123. 40 


O18. 2 





Section C, Part II.—Letter and definitive contract changes not involving changes 
in onmperes funds 


, 000. 00 eee arn oe Assignment of 
, 000. 00 ; | , obligated funds 





» 48°), 00) Amendment No. 1 to - ‘ ns : Nil 
1, 947. 00 E letter contract. 
q mendment No. 3 to ec Nil 
letter contract. 
endment No. 4 to | May Amendment of spare parts provisioning docu- | Nil 
tter contract. ment. 
ndment No. 5 to ; June 28,1952 | 3-month extension_---- 
tter contract. | 
ge order No. 2.-.| Jan. 27,1953 | Canceled 
re order No. 10__| July 21,1953 | Miscellansous specific: ition changes 
‘order No. 11_.| Oct. 14,1953 | Provision for preeoncurrent delivery 
| spare parts. 
e order No. 14..| Mar. 11,1954 | Canceled___-_- eae Nil 
‘order No. 18__| Feb. 4,1954 | Amendme nt of spare. pe arts selection procedure. a Nil 
ge order No, 21_.| Mar. 30,1954 | Revision of delivery schedule Nil 
order No. 25 | Apr. 15,1954 | Miscellaneous specification changes Nil 
ge order No. 26._| July 22,1954 | Canceled__- Se eete Nil 
order No, 33.-| Oct. 8, do fi 


Nil 


; 4 Nil 
ot certain | 








ContTracr AF33 (600) 22303—624 F-86D AIRPLANES 


(NA 201) 
l 


The following data are submitted in response to your letter No. 27 of 
August 12, 1955, requesting information regarding our undertaking to build 
4) the Department of the Air Force the aircraft known as the F-86D. The 

86D is a one-man, rocket-firing, all-weather jet interceptor. 
A fifth in a series of contracts for F-86D airplanes, called for 624 airplanes, 


This contract, 


74721—_56——_-9 
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spare parts, special tools and ground handling equipment, mobile 
units, training parts, tools, and equipment, and other items. 

As of July 31, 1955, substantial deliveries had been made and firm target prig 
negotiations held. However, final price determination proceedings had not vet 
been conducted. 

2. Contract number: AF33 (600) 22303. 

3. Type of contract: Fixed price, with incentive-type price redeterminatiy, 
provisions. 

4. Letter contract: Dated August 25, 1952. Definitive contract: Approy 
June 12, 1953. 

5. Date when authorized to proceed: August 25, 1952. 

6. The total sales price for the airplanes, spare parts, and other items unde 
the contract had not been agreed upon as of July 31, 1955. Funds obligated under 
this contract amounted to $122,256,389.70. Approximately $117,675,266.89 of th 
obligated funds had been allocated to the various items to be procured unde 
this contract. 

7. In fixed price contracts with incentive-type price redetermination prov; 
sions, the original unit price stated is an amount for billing purposes and js 
usually the tentative average unit target price as well. At a later date, afte; 
accumulation of cost information, it is customary to negotiate a firm averag 
unit target price, target cost, and target profit based on the airplane in 
stated configuration as a basis for the application of the incentive-type price 
redetermination formula. At final price determination proceedings, the fir 
average unit target price is adjusted by application of the incentive formul 

The negotiated firm average unit target sales price for the 624 F-S6D air. 
planes was $148,038. 

8. Costs and expenses charged to this contract as shown by the contractor’ 
records through July 31, 1955, subject to final audit upon completion of tly 
contract, are summarized as follows: 


trainin: 


A. aera. $43, 092, 713. ( 
The foregoi ng sum includes all material used on 
the contract in whatever form acquired, except ma- 
terial relating to engineering costs which are in- 
cluded under SF. The corporation’s records do not 
disclose only costs of raw material fabricated by 
the contractor. 
Me ne es eee ee ~ esse Meee, CFE, O08. 1 
The foregoing sum includes all direct labor, ex- 
cept direct engineering labor which is included under 
8F. 
ee: eee, ee ee eee re 
Percent of corporation total, 6.19. 


D>, A IEEI UO COORIE cenit icecwanee eee Cee 2, 252, 487. i 
Percent of corporation total, 8.02. 
D. sugeseerae ee ne | ome: tape, te he 6, 982, 396. 12 


Percent of corporation total, 3.09. 


Other costs charged to the contract _________ P 4, 947, 319. 24 


ES eS IS ee EL TL Re a ee ee ae 85, 039, 659. 08 


In determining the percentage of certain charges, reported under C, D, and Ff 
above and H following, of the corporation total of such items, the 
charged to this contract was related to the total corporation costs of such iti 
incurred during the fiscal years his contract was in work, except that 
fiscal year ended September 30, 1955, costs through July 31, 1955, were used 

EK. Overtime charged against this contract amounted to $920,439.56. This 
sum is the estimated amount paid for time over 40 hours a week or § hours 
day for direct manufacturing and engineering labor. It does not 
overtime paid to employees whose salaries and wages are included 
classification of overhead. All overtime charges referred to herei! 
included principally in B and F above. 

G. Since this contract provided for the designing, development, a1 
struction of an advanced type of airplane, there were certain developmé 
costs charged thereto. However, the company’s records do not provid 
basis by which the amount of such development costs may be determined 
All such costs would be included under “Engineering costs” in F above 
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H. Research costs are included in the costs of this contract, in part as 
direct items and in part as elements of overhead. The amounts included as 
direct items cannot be determined from the corporation’s records. The 
amounts included as a portion of administrative costs relate to research costs 
not covered by contracts and are estimated to amount to $399,277.34. This is 
6.58 percent of the total research costs of the corporation not specifically 
covered by contracts. 

I. The total dollar value of subcontracts applicable to this contract is 
$48.952,.715.93. This sum includes the total dollar value of all procurement 
of material and services charged directly to this contract. Subcontracts in 
excess of $100,000 are itemized in schedule 1. 

9. The salary and bonus of every official of the corporation in excess of $20,000 
a vear for the period from October 1, 1947, to September 50, 1955, is shown in 
exhibit A. It is estimated that $59,671.55 of such costs were charged to or 
claimed against this contract. This is 3.16 percent of the aggregate amount 
shown in exhibit A for the fiscal years during which this contract was in work. 

10. Stock rights have not been a part of the compensation of any official or 
employee of the corporation. 

11. No selling expenses have been charged to this contract. 

12. Contributions or dues paid to any trade organization of public informational 
media and the itemization of each such expenditure, giving name of payee, is 
shown in exhibit B for the period from October 1, 1947, to July 31.1955. Expenses 
of this nature are included in costs reported under SC, D, and F and it is estimated 
that $11,330.91 has been charged to this contract. This is 6.94 percent of the 
aggregate amount shown in exhibit B for the period from October 1, 1958, to July 
31, 1955, the period this contract was in work. 

13. Consultation or advisory fees paid to any person or organization have been 
interpreted by the corporation to refer to compensation for such services in con- 
nection with the design, development, or manufacture of the corporation’s prod- 
ucts. Accordingly, fees for other professional services, such as those of 
accountants, attorneys, and appraisers, have not been reported. This contract 
has not been charged with any amount of the fees reported in exhibit C. 

14. Traveling expenses charged to this contract are estimated to amount to 
$290,611.74. This sum includes those expenses charged directly to the contract, 
as well as estimated portion of such expenses charged to this contract as an ele- 
ment of burden reported in response to questions 8C, D, and F. 

The corporation’s accounting policy prohibits the charging of entertainment 
expenses directly or indirectly to Government contracts. 

15. The total profit to be claimed on this contract has not been determined. 
Jased upon firm target price negotiations, it is presently estimated that the 
profit to be claimed on the airplanes, spare parts, and other items on this con- 
tract when completed will amount to $10,447,556 before Federal income taxes. 

16. The profit per airplane to be claimed on this contract has not been deter- 
mined. Based upon firm target price negotiations, it is presently estimated that 
the profit per airplane to be claimed on this contract when completed will amount 
to $12,739 before Federal income taxes. 

17. Depreciation is generally charged against contracts as an element of burden, 
which is included in the sum reported in response to questions SC, D, and F. It 
is estimated that $619,995.64 has been charged to this contract. This sum repre- 
sents 6.98 percent of the total provision for depreciation made by the corporation 
during the period from October 1, 1953, to July 31, 1955, the period this contract 
was in work. 

(Answers to questions 18 to 32 will be found under contract AF33 (0388) 9211. ) 
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SCHEDULE 1.—Subcontracts in excess of $100,000 





Subcontractor 


Items 





Airesearch Manufacturing Co., care of Air- 
supply Co., 9815 Wilshire Blvd., Beverly 
Hills, Calif. 


Air Products Co., 322 
Inglewood, Calif. 

- Stat, Inc., division of the Paul Henry 

11833 W. Olympic Blvd., Los Ange- 
= “Calif. 

‘arma Manufacturing Company of Cali- 
fornia, care of The Farl S. Condon Co., 
Suite 815, Tishman Bldg., 3460 Wilshire 
Blvd., Los Angeles, Calif. 

‘eveland Pneumatic Tool Co., eare of Air- 
supply Co., 9815 Wilshire Blvd., Beverly 
Hills, Calif. 


East Beach Ave., 


Downey Machine Co., 11421 S. 
Ave., Downey, Calif. 

Hamilton Standard Division, United Air- 
craft Corp., Windsor Locks, Conn. 


Haskell-Loud Aircraft Service Corp., 
S. Central Ave., Glendale, Calif. 

Hoover Electric Co., 2100 S. Stoner 
Los Angeles, Calif. 

Hughes Aircraft Co., Florence Ave. at Teale 
St., Culver City, Calif. 

Koehler Aircraft Products Co., in c: 
Western Aircraft Supply 10351 W. 
pic Blvd., Los Angeles, Calif. 

Morris P. Kirk & Sons, 2717 8. Indiana St., 
Los Angeles, Calif. 

Lear, Ine., 110 Ionia St. 
Ripids, Mich. 

H. W. Loud Machine Works, Inc., in care of 
Haskell Engineering & Supply Co., 1236 
S. Central Ave., Glendale, Calif. 

National Waterlift Co., 2220 Palmer Ave., 
Kalamazoo, Mich. 

O & M Machine Co., 
Los Angeles, Calif. 

The Parker Appliance 
Ave., Cleveland, Ohio. 

Rem-Cru Titanium, Inc., 


1236 
Ave., 


are of 
Olym- 


NW., Grand 


7421 E. Slauson Ave., 
17325 Euclid 
Midland, Pa_-_-- 


Co., 


Robertshaw-Fulton Controls Co., Anaheim 
Division, Santa Ana Freeway 
Ave., Anaheim, Calif. 

Romec Division, care of Lear-Cal Division, 
Lear, Ine., 11916 W. Pico Blvd., Los 
Angeles, Calif. 

Servomechanisms, Inc., Post Office 
10037, Airport Station, Los Angeles, Calif. 


M. Steinthal & Co., 485 S. 
Beverly Hills, Calif. 
Thompson Products, Inc., 207 
Ave., Inglewood, Calif. 
Tubular Aircraft Products Co., 
Madison Ave., Los Angeles, Calif. 
U.S ve Co., 5675 Anaheim Telegraph 
Rd., Los Ange les ,»Calif. 


Robertson Blvd., 
8. Hindry 


225 N. 


Vickers, Inc., 2160 E. 
El Segundo, Calif. 

William R. Whittaker 
Citrus Ave., Los Angeles, 


Imperial Highway, 


Co., Ltd., 
Calif. 


915 N. 


Downey 





at Euclid | 


Box 


| Cabin pressurization and refrigeration com- 


ponents. 


Refrigeration units _- 
Hydraulic cylinder assemblies 


Kirksite lead 


| Yaw dampers and converters-.- 


Hydraulic valves 

Hydraulic steering and antishimmy devices. 
Beam assemblies... __- 

Accumulator assemblies 


Leading edge extension track (slat track) __- 


Filters 


a! SEE 
do. 


| Chute assemblies... 


Booster pumps... -- 
Dolly assemblies - - 


Fuel tanks_ 


Hydraulic peeps ussemblies 
Pumps. ee 
Values... ..- 





ieee 


Amount 
es 
$145, 55 
209, 131.2 
194, figs 
195, 452 
408, 150, 5 
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SCHEDULE 2.—Contract summary 


Section A—Funds obligated under letter contract, amendments to letter 
contract, and definitive contract 





Document | Date " Scope | Obligated funds 





Letter centred: Aug. 25, 1952 | | Obligation of funds for 515 Model F-86D ——y $30, 376, 288. 00 


| spare parts, data, special tools and ground 
| handling equipment, 5 mobile training units, 
training parts, and 1,030 droppable wing tanks. 





Amendment No. 1 to | Nov. 28,1952 | Obligation of funds for 36 Model F-86D airplanes 2, 000, 000. 00 
ay ter contract. 
109, 200.) eae ina No. 2to| Jan. 6,1953 | Obligation of funds for 73 Model F-86D airplanes- - 4, 250. 000. 00 
q letter contract. 4, 250, 000. 00 
Amendment No. 3 to | Jan. 21,1953 Assignment of $7,745,755 of obligated funds for 
} letter contract. spare parts. 
108, 225. 7 Amendment No. 4 to | Mar. 18, 1953 | Rese. - amount in amendment No. 3 to read 
700, 785. : letter contract. | $6,881, ¢ 
816, 750, 4 Definitive contract....; June 12, 1953 Decbiigatic mn of funds resulting from supersession | (36, 626, 288. 09) 
816, 750. 2 | ofletter contract : 
127, 646, 6 3 | Obligation of funds for— 
7 - 624 Model F-86D airplanes..................-| 79,181, 856. 00 
103, 800, 4 Spare parts__._- 6, 881, 990, 00 
192. 600), : Special tools and ground handling equir ment 2, 068, 560, 00 
293, 968, ; } Technical data Sr Var ae aes 126, 629. 00 
200, 900, 2 5 mobile training units....--....-------------- | 1, 206, 450. 00 
7 } Training parts, tools, and equipment_._._---_-- 150, 000. 00 
255, 600. 0 a | Engineering changes. Lectern alain il te etal Concetta 1, 113, 735. 00 
420, 550." 4 ee 
2, 898, 661, 5 ‘ Total obligated funds, sec. A (represented by definitive contract) ............--..---- 90, 729, 220. 00 


L, S11, 117. 
107, 849, 19 





Section B.—Funds obligated under change orders and supplemental agree- 
118,712. ments to definitive contract 





503, 276, 1 : 
144, 439 % ; Document Date Scope Obligated funds 
259, 920, ( ;_ = —- 
175, 260. 0 i 
232, 502. 4 





Change order No. 1_.-| June 25,1953 | Obligation of funds for engineering changes $2, 300, 000. 00 

Change order No. 4...| Oct. 15, 1953 | Obligation of funds for spare parts 2, 000, 000. 00 

172, 637.68 3 Seaprementes agree- | Sept. 20, 1954 | | Obligation of funds for mobile training units 1, 289, 890. 00 

nr ‘: ment No 

Change order No. 12..| May 10, 1954 Obligation of funds for training parts, tools, and 400, 000. 00 
equipme nt. 

May 21, 1954 | (12, 730. 30) 


134, 616. 


| 
184. 151. 9 ‘ Termination supple- | 
478. 484.0 : —— agreement | 
exe t No. 13. 
ie . Change order No. 16_.| May 10,1954 igati ’ ¢ 2, 500, 000. 00 
= Change order No. 18_.| June 24, 1954 lo 2, 000, 009. 00 
Change order No. 20..| July 12,1954 | Deobligation of funds for engineering changes (1, 160, 640. 00) 
Obligation of funds for airplanes.___- 1, 160, 640. 00 


164, 600.8 Nov. 23, 1954 | | Obligation of funds for mobile training units 564, 122. 00 


| 
Supplemental agree- | 

ment No. 21. | 
— Change order No. 22.-| 
212, 265.0 4 "| 
119, 007.07 
$29, 211.9 { 
774, 538. St 


140, 170.8 


Nov. 2,1954 | Obligation of funds for— 
Spare parts 4, 500, 000. 00 
Special tools and ground handling equip- 918, 000. 00 
ment. 
Change order No. 26..| Jan. 13,1955 Obligation of funds for training parts, tools, and 450, 000. 00 
. | equipment. 
ae agree- | Nov. 18, 1954 | Deobligation of funds for engineering changes. -- - (5, 031.00) 
991 363 (i nent No. 28. 
221, o Obligation of funds for dismantling and trans- 5, 031. 00 
143, 745.73 % * porting plane. 

y 630.4 ; Change order No. 30--| Dec. 30,1954 | Obligation of funds for special tools and ground 700, 000, 00 
S07 144.7 | _ handling equipment. 
906 O11. 5 , —— st agree- | Dec. 21, 1954 Deobligation of funds for engineering changes - - - (2, 956. 00) 
ry 08 (V° q lent N 
— fy mm ~ | Obligation of funds for mobile training units - - - -- 2, 956. 00 
29n O70. ' ‘Supplemental agree- | June 29, 1955 | Based on interim price revision: 
198 891.0 x ment No. 37. | Obligation of funds for— 
896, 388.0 ; 12, 033, 216. 00 
84. 400. 0 m s Technical data. re hererte Baad 884, 672. 00 
= . Beer mi | agree- | Apr. 29, 1955 | | Obligation of funds for spare parts......---..--__- 1, 000, 000. 00 

Total obligated funds, sec. B (represefited'by changes'to definitive contract) .......| _ 3, 527, 169. 70 














Total obligated funds, secs. A and B . xe | 122, 256, 389. 70° 
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Section C, Part I.—Definitive contract changes involving assignment of 
obligated funds 








Assignment of 


Document f scope obligated funds 





| 
} | Assignment of obligated funds for— 
Change order No. Sept 29,1953 | Mobile training units $1, 165, 930. 00 
Change order No. Oct. 12, 1954 | Spare parts 10, 368, 127. 91 
Change order No. -| Oct. 13, 1954 | Training parts, tools, and equipment___-_- 182, 646. 95 
Change order No. 25--, Oct. 19, 1954 | Special tools and ground handling equipment_| 2, 053, 755. 37 
Change order No. 27__| Nov. 15, 1954 | er } (17, 585. 10) 
Training parts, tools, and equipment_- Decent 469, 964. 70 
Change order No. 29__| Nov. 24, 1954 | Special tools and ground evan ieenatianeel 118, 975. 24 
Change order No. 31..; Dec. 8, 1954 | Soar parte... eokes .| 2,920, 508. 99 
Change order No.33A_' Jan. 3,1955 haa . i } . 85 
Change order No.33B_| Jan. 31, 1955 all a. Ve K 6. 43 
Change Order No.33C_| Mar. 3, 1955 ) 
Supplemental agree- | May 12,1955 
ment No. 33D. 
Supplemental agree- | July 11, 1955 
ment No. 33E. 
Change order No.34A. Jan. 3,1955 
Change order No. 34B_| Feb. 10, 1955 
Change order No. 34C_| Mar. 8, 1955 
Supplemental agree- | June 22,1955 
ment No. 34D. 
Change order No. 35__| Jan. 14, 1955 1, 098, 213. 4: 
Change order No. 35A_| Jan. 31,1955 ee tS = SERS 14, 442. § 
Supplemental agree- | Mar. 22, 1955 ( (5, 557. 56 
ment No. 35B. | 
Supplemental agree- | Apr. 27, 1955 (23, 034. 
ment No. 35C 
Supplemental agree- July 1,1955 — ‘ 120, 263. 
ment No. 35D. 
Supplemental agree- | Feb. 14, 1955 Engineering changes 38, 310. 
ment No. 36. 
Supple — agree- | Apr. 13,1955 | “~ (6, 739. 
ment No. ; 
Supple cael agree- June 20,1955 
ment No. 43. | 











Section C, Part II.—Letter and definitive contract changes not involving 
ehanges: in obligated funds 





Document ‘ Scope Assignment of 
obligated funds 


Change order No. 2._.| July 27,1953 | Miscellaneous engineering changes Nil 
Change order No. é Sept. 10,1953 | Establishment of committed funds of $8,428,368 Nil 
for engineering changes. 
Change order No. 6. Oct. 14,1953 | To provide for preconcurrent delivery of certain 
spare parts. 
Change order No. 7- Nov. 5,1953 | Amendment of spare-parts selection procedure - 
Change order No. 8_- ». 16,19§3 | canceled - a 
Change order No. 9___| Mar. 3, 1954 
Change order No. 11__| Feb. 10,1954 | To prov ide for increase in committed funds of 
$3 million for engineering changes. 
Change order No. Feb. 24,1954 | Provide Air Force indoctrination team_ 
Change order No. 15 Mar. 2,1954 | Miscellaneous engineering changes 
Change order No. 17 July 22,1954 | Canceled_- 
Change order No. 14 Oct. 7,1954 | Miscellaneous engineering changes 
Change order No. June 22,1955 | Canceled- 
Change order No. 41 Apr. 28,1955 | To provide for preconcurrent delivery of certain 
spare parts. SEE TEE ee ‘ 





ConTRACT AF33 (038) 14801—360 F-8GE AND F AIRPLANES 


1. The following data are submitted in response to your letter No. 27 of August 
12, 1955, requesting information regarding our undertaking to build for the De- 
partment of the Air Force the aircraft known as F-86F. The F-86F airplane is 
essentially the same as the F—-86E except that it includes a more powerful engine 
and certain other modifications to fit it for use as a one-man fighter-bomber. This 
contract, the first in a series of contracts for F-S6F airplanes, originally called 
for 360 F-86E airplanes. Subsequently the contract was amended to change | 
228 of these airplanes to the F-86F configuration. In addition to the airplanes, 
the contract called for spare parts, special tools and ground-handling equipment, 
wing tanks, training parts, tools and equipment, mobile training units, and other 








lent of 
i funds 


134. 07) 
163. 81 
310. 00 
39. 00) 


‘42. 00) 


ent of 
funds 


Nil 
Nil 
Nil 
Nil 
Nil 
Ni 

Nil 
Nil 
Nil 
Nil 
Nil 
Nil 
Nil 
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items. The airplanes and other supplies under the contract were handled as a 
unit and no price or profit data are available with regard to either model sep- 
arately. Accordingly, the information supplied in connection with this contract 
relates to both the F-86E and F-86F airplanes and other related items. 

As of July 31, 1955, all items had been delivered, final price determination pro- 
ceedings had been held, and the contract was considered closed. 

2. Contract number : AF33 (038) 14801. 

3. Type of contract: Fixed price, with incentive-type price redetermination 
provisions. 

4. Letter contract: Dated July 15, 1950. Definitive contract: Approved April 
12, 1951. 

5. Date when authorized to proceed: July 15, 1950. 

6. Total sales price agreed upon as of July 31, 1955, for all airplanes, spare 
parts, and other items under the contract, $68,072,746.82. 

7. In fixed-price contracts with incentive-type price redetermination provi- 
sions, the original unit price stated is an amount for billing purposes and is usu- 
ally the tentatve average unit target price as well. At a later date, after accu- 
mulation of cost information, it is customary to negotiate a firm average unit 
target price, target cost, and target profit based on the airplane in a stated con- 
figuration as a basis for the application of the incentive-type price redetermina- 
tion formula. At final price determination proceedings, the firm average unit 
target price is adjusted by application of the incentive formula. 

The adjusted average final unit price of the 132 F-86E airplanes and the 228 
F-86F airplanes was $129,426.96. 

8. Costs and expenses charged to this contract as shown by the contractor’s 
records plus certain expenses claimed against this contract but not charged 
thereto on the corporation’s books through July 31, 1955, are summarized as 
follows: 


A. Material $26, 077, 059. 02 
The foregoing sum includes all material used on 
the contract in whatever form acquired, except ma- 
terial relating to engineering costs which are in- 
cluded under 8F. The corporation’s records do not 
disclose only costs of raw material fabricated by the 
contractor. 
B. Direct labor costs 10, 532, 638. 
The foregoing sum includes all direct labor, except 
direct engineering labor which is included under 8F. 
C. Overhead 14, 689, 694. 59 
Percent of corporation, total, 5.15. 
D. Administrative costs 951, 974. 42 
Percent of corporation total, 6.32. 
F. Engineering costs 5, 552, 027. 00 
Percent of corporation total, 2.76. 
Other costs charged to the contract 5, 327, 711. 93 





oo ES EO ee ee ee yo a rE ES Fay!) RY: 


In determining the percentage of certain charges, reported under C, D, and F 
above and H following, of the corporation total of such items, the amount 
charged to this contract was related to the total corporation costs of such items 
incurred during the fiscal years this contract was in work, except that in the 
fiscal year ended September 30, 1955, costs through July 31, 1955, were used. 

BE. Overtime charged against this contract amounted to $1,954,463.59. 
This sum is the estimated amount paid for time over 40 hours a week or 8 
hours a day for direct manufacturing and engineering labor. It does not 
include overtime paid to employees whose salaries and wages are included 
in any classification of overhead. All overtime charges referred to herein 
are included principally in B and F above. 

G. Since this contract provided for the designing, development and con- 
struction of an advanced type of airplane, there were certain development 
costs charged thereto. However, the company’s records do not provide a 
basis by which the amount of such development costs may be determined. 
All such costs would be included under “Engineering costs” in F above. 

H. Research costs are included in the costs of this contract, in part as 
direct items and in part as elements of overhead. The amounts included as 
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direct items cannot be determined from the corporation’s records. The 

amounts included as a portion of administrative costs relate to research 
costs not covered by contracts and are estimated to amount to $216,755.61. 
This is 4.45 percent of the total research costs of the corporation not specifi- 
cally covered by contracts. 

I. The total dollar value of subcontracts applicable to this contract is 
$31,668,998.45. This sum includes the total dollar value of all procurement 
of material and services charged directly to this contract. Subcontracts in 
excess of $100,000 are itemized in schedule 1. 

9. The salary and bonus of every official of the corporation in excess of $20,000 
a year for the period from October 1, 1947, to September 30, 1955, is shown in 
exhibit A. It is estimated that $76,996.59 of such costs were charged to or 
claimed against this contract. This is 4.66 percent of the aggregate amount 
shown in exhibit A for the fiscal years during which this contract was in 
work. 

10. Stock rights have not been a part of the compensation of any official or 
employee of the corporation. 

11. No “selling expenses” have been charged to this contract. 

12. Contributions or dues paid to any trade organization of public informa- 
tional media and the itemization of each such expenditure, giving name of 
payee, is shown in exhibit B for the period from October 1, 1947, to July 31, 
1955. Expenses of this nature are included in costs reported under 8C, D. and F 
and it is estimated that $18,163.65 has been charged to this contract. This is 
5.84 percent of the aggregate amount shown in exhibit B for the period from 
October 1, 1950, to September 30, 1953, the period this contract was in work. 

13. Consultation or advisory fees paid to any person or organization have 
been interpreted by the corporation to refer to compensation for such services 
in connection with the design, development, or manufacture of the corporation's 
products. Accordingly, fees for other professional services, such as those of 
accountants, attorneys, and appraisers have not been reported. This contract 
has not been charged with any amount of the fees reported in exhibit C. 

14. Traveling expenses charged to this contract are estimated to amount to 
$291,347.64. This sum includes those expenses charged directly to the contract, 
as well as estimated portion of such expenses charged to this contract as an 
element of burden reported in response to questions 8C, D, and F. 

The corporation’s accounting policy prohibits the charging of entertainment ex- 
penses directly or indirectly to Government contracts. 

15. In the final price determination proceedings for this contract, a total 
profit of $4,942,343.02 before Federal income taxes was claimed for the airplanes, 
spare parts, and other items. 

16. In the final price determination proceedings the final profit per airplane 
claimed was $8,510.82 before Federal income taxes. This average profit applies 
to 360 units. 

17. Depreciation is generally charged against contracts as an element of 
burden, which is included in the sum reported in response to questions 8C, D, and 
F. It is estimated that $432,526.78 has been charged to this contract. This sum 
represents 4.84 percent of the total provision for depreciation made by the cor- 
poration during the period from October 1, 1950, to September 30, 1953, the 
period this contract was in work. 

(Answers to questions 18 to 32 will be found under contract AF33 (038) 9211.) 
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SoHEDULE 1.—Subcontracts in excess of $100,000 





Subcontractor 


| 


| Items 





Air Associates, Inc., 1231 Airway Dr., 
Glendale, Calif. 

Airesearch Manufacturing Co., care of Air- 
supply Co., 9815 Wilshire Bivd , Beverly 
Hills, Calif. 


Canadair Limited, Post Office Box 608, 
Montreal, Canada, 
Cleveland Pneumatic Tool Co., 


care of 


Airsupply Co., 9815 Wilshire Blvd., Bev- |- 


erly Hills, Calif. 

Eclipse Pioneer division, 
Corp., 117 
-bank, Calif. 

Fainir Bearing Co., 1818 South Flower St., 
Los Angeles, Calif. 

Hoover Electric Co., 
Los Angeles, Calif. 

L Cg me Corp., 

2.” ong Island 1, 

HV Loud Machine Ww orks, Inc., care of 
Hoskell Engineering & Supply Co., 721 
West Broadway, Glendale 4, Calif. 

Seeger Refrigerator Co., 225 West Morgan 
Ave., Evansville, Ind. 

Servomechanisms, Inc., Old Country and 
Glen Cave Rds., Mineola, N. 


Bendix Aviation 
East Providencia Ave., 


2100 East Stoner Ave., 


Bur- 


ion Ave. at 37th | 


| Fuel flow transmitters - 


Turbine nena. r 
| Valves. -- int 
| Motor boosters.- 
Turbine exchangers 
Regulators -------- 
| Tapered plates (skins 
Landing gears-_- 

a ee 

; 


‘Indicators, transmitters, and — rs 


Transmitters_-. 

Bearings - - 
Actuators. ----- 
Transmitters_.---- 
Steering dampers--_-- 

| Empennage sections__-- 


200-gallon tanks 
Components for range cx 
1 


United States Rubber Co., 5675 Anaheim | 


and Telegraph Rd., Los Angeles, Calif. 

Vickers, Inc., 2160 East Imperial Highway, 
El Segundo, Calif. 

Western Hydraulics, 10918 Burbank Blvd., 
North Hollywood, Calif. 

Wm. R. Whittaker Co., Ltd., 915 
Citrus Ave., Los Angeles 38, Calif. 





North 





SCHEDULE 2.—Contract summar y 


Section A.—Funds obligated 1 


contract, 





Date 


15, 1950 | 


Document 


Letter contract | July 


Amendment No. 9 to | Feb. 20,1951 | 


letter contract. | 
Definitive contract... 


Apr. 12,1951 | Deo 


of 


| 


| 
j 
' 


| 
Total obligated funds, section A (repr 


Obligation of 
pl: 

| handling equipment, and engineerin 

Obligation of funds, general 


inder letter contract, 
and Sane: contract 


Scope 


model F-86E air- 
special tools and ground 


funds for 117 
ines, spare parts, 
g data. 


bligation of funds resulting from supersession 
letter contract. 


Obligation of funds for— 


109 model F-86E airplanes 

Spare parts 3 

Special tools and ground handling e qa uipment 
218 droppable wing tanks 
Technical data 

Training parts, tools, and eq 
Engineering changes - 


yuipment-.-_. 


esented by definitive contract 


amendments to 


Amount 


$245, 386. 80 


122, 145. 40 
130, 816. 
167, 913. 

1, 026, 169. 5 
111, 785. 
123, 906. 


204, 283. 
492, 378. 
889, 686. 2 
212, 363. 75 
110, 880. 


107, 757. 2% 
119, 720. 
104, 338. 


164, 970. 


894, 123 
807, 706. 
196, S36. 
180, 427 
126, 152. 
197, 5Al, 
166, 

112, 815, 
460, 553. 
194, 398. 0 


130, 703. 00 


letter 


Obligated funds 


$10, 000, 000. 00 


3, 941, 


3. 941. ¢ 


, 803. ( 
3, 359, 156 
197, 127 
134, 288 
94, 109 
100, 000 
160, 099. 


17, 186, 972. 00 
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Section B.—Funds obligated under change orders and supplemental agreements 
to definitive contract 





Document Date 


| 
| Obligated funds 


Scope 








Supplemental agree- | June 30, 1951 


ment No. 2. 


Change order No. : 


Change order No. 
Change order No. 


Change order No. 


Change order No. 


Change order No. 


Change order No. 


Change order No. 
Change order No. 
Change order No. 


Change order No. ‘ 


Change order No. 2:5 
Change order No. 22 
Change order No. : 


Change order No. 


Change order No. 


Change order No. 
Change order No. 
Change order No. 


Supplemental 
ment No. 58, 


49 
53 


| 
55_ 


agree- 


. 27,1951 
- 10,1951 | 


. 18,1952 


. 21, 1953 | 


Obligation of funds for— 
} 251 model F-86E airplanes 

Spare parts 
Special tools and ground handling equipment. 
Training parts - 
Engineering changes 
Mobile training units. 
502 droppable wing tanks_____________-- 
Technical data 


Obligation of funds for engineering changes - 
Deobligation of funds for training parts 
Obligation of funds for— 
Spare parts as 
E ngineering changes_____ 
(See also sec. C.) 
2 | Obligation of funds for— 
Spare parts a 
} Engineering changes. 
| Obligation of funds for— 
Spare parts 
Engineering changes 
2 | Obligation of funds for training parts 
(See also sec. C.) 
Based on interim price revision: 
Obligation of funds for— 
Airplanes _- 
Technical data_. 
Deobligation of funds for wing tanks_- 
— of funds for training parts 


4, 1952 


16, 1952 
4, 1952 |. 
1, 1952 | 


Deobligation of funds for mobile training units_ 
y 13, 1952 | 


Obligation of funds for— 
Special tools and ground handling equipment 
Engineering changes - 
Deobligation of funds for spare parts_ bois 
Obligation of funds for mobile trs iining units. __- 
Obligation of funds for engineering changes-_- 
Obligation of funds for preparation of bailment | 
airplanes for redelivery in combat-ready condi- | 
tion. 
Deobligation of funds for training parts | 


6, 1952 
9, 1952 


8, 1953 | 


1, 1953 
. 19, 1953 
25, 1954 


(See also sec. C.) 
Obligation of funds for engineering changes_-.___- 
Deobligation of funds for spare parts-- | 
Deoblication of funds for special tools and ground- 
handling equipment. 
Based on final price revision: 
Deopligation of funds for-- 
Spare parts 
Training parts _-_- 
Engineering changes 
Mobile training units _ - 
Obligation of funds for airplanes 
(See also sec. C.) 


7, 1954 


$27, 073, 797. 
8, 367, 527. 
560, 784. 
512, 327. 
448, 627. 
637, 000. 
311, 392. 
129, 040. 


2, 194, 000. 


(100, 000. 


4, O11, 316. 75 


416, 000. 


60, 000. 
600, 000. 


70, 000. 
700, 000. 
208, 865. 


(45, 256. § 


398, 520. 
40, 638. 
(295, 409. 
28, 847. 


3, 250. 


126, 234. 


00 
25 
00 
82 
00 
00 
OO 
00 


00 
00 


4o 


UU 


(34, 021. § 


899, 702 


(150, 741. 
(940, 210. 7: 


(237, 427 
(52, 053 
(1, 582, 577 


(66, 415. 
951, 105. 


i) 


02 
Sl 
75) 
6 


July 
Sept. 


Change order No. 60 
Change order No. 61 


30, 1054 


Deobligation of funds for spare ania E (2, 044. 6 
21, 1954 


_...do = pa ee of (359. 5: 


Total obligated funds, section B (represented by changes to definitive contract) __-- 


50, 885, 774. 3. 


Total obligated funds, sections A and B 
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SecTion C, Part I.—Definitive contract changes involwing assignment of 
obligated funds 





, ‘ : a | Assignment of 
Document ' | — obligated funds 





Assignment of obligated funds for— 
Change order No. 1- June 26,1951 Special tools and ground handling equipment. $178, 039. 65 
Change order No. 5...| Feb. 4, 1952 Training parts 33, 327 
Change order No. 10_.| Dec. 29,1951 | Special tools and ground handling equipment.| (908. 04) 
Change order No, 11_-_|-----do-- a Spare parts 13, 614, 177. 55 
Change order No. 12_._| Apr. 4, “1952 | Training parts 203, 964. 
Yhange order No. _| Jan. 15, 1952 | Special tools and gr ound handling equipment-| 1, 529. 
| Training parts_--- 451, 113. 1: 
‘hange order No. .| Mar. 12, 1952 Mobile training units______. sted 525, 327. 3: 
‘hange order No. 21..| Apr. 21, 1952 | Spare parts eee ee 418, 909. 7§ 
‘hange order No. 25..| May 28, 1952 do o Je ERS 24: 2, 734. 2 
“hange order No. 27..| May 29, 1952 Training parts - hh RG 7, 307. § 
‘hange order No. 30__| Sept. 10, 1952 | Engineering changes - AAG ESS ae eet ee 28, 245. 
“hange order No. 31_.| Sept. 22, 1952 | Spare parts , 072. 5 
Speci: al tools and 1 groundthandling equipment. | 
| Training parts. 
Yhange order No. 33_.| Oct. 23, 1952 Spare parts_- 
‘hange order No. ¢ Dec. 2, 1952 a.” es 
‘hange order No. ¢ | Mar. 17, 1953 | Engineering changes P 
‘hange order No. 36__| Jan. 28, 1953 | Bite ae 
‘hange order No. 37__| Feb. 3, 1953 | Spare parts i. 
| SESE 
Supplemental agree- | Apr. 2, 1953 Engineering changes. - - _- pamsaneeam ae ee 
ment No. 38. | 
Sup \plemental agree- | Feb. 26,1953 | cca. 
ment No. 40. | 
Change order No. 41__| Feb. 16, 1953 | Spare parts___ sat (53, 593. 
Change order No. 42__| Mar. 5, 1953 Engineering changes__- PEE (34, 660. 7 
Redesignation of 228 F -86E’s to F-86F’s_____- } 
Change order No. 43..| Apr. 17, 1953 Spare parts____-- (5, 660. 
| Engineering changes-.-.__.__._- ht 203, 633. § 
Change order No. 45..| May 7, 1953 Spare parts PEPE Te (19, 022. 
Change order No. 46__| May 27, 1953 | on gal chs anges. SPS . =a 3 622. 
Change order No. 47__| June 8, 1953 Spare parts_- is SER Suunoaexe 567. 
Change order No. 48__| June 23, 1953 _do- Se (188. 6 
} E ngineer ing changes_ a ond 8, 875. 
Change order No, .| Sept. 9, 1953 Spare parts.........- awe 2, 681. 
Change order No. 51__| Sept. 28, 1953 at 
Change order No. 52..| Nov. 12, 1953 Training parts_- - 
Change order No. 54..| Dec. 3, 1953 | Engineering ch anges - 
Change order No. 56..! Jan. 4, 1954 Spare parts 
Change order No. 57_.; Mar, 8, 1954 | Pee! OP Pa ae 
Supplemental agree- Fept. 7, 1954 Spare parts ‘ 
ment No. 58. Engineering changes. - 
Change order No. 59_.| May 12, 1954 | Training parts_ -- 





92, 572. 





Section C, Part II.—Letter and definitive contract changes not involving 
changes in obligated funds 





eis ‘ ate | a Assignment of 
Document | Date Scope oblizated funds 





Amendment No. 1 to | Aug. 15,1950 | Decrease in number of airplanes and 1-month Nil 
letter contract. extension. 

Amendment No. 2 to | . 15,1950 | Increased number of airplanes Nil 
letter contract. } 

Amendment No. 3 to | Oct. 26,1950 | 2-month extension oauiras Nil 
letter contract. 

Amendment No. 5 to | Nov. 9,1950 | Change in number of units to 109 Model F-86E Nil 
letter contract. and 117 model F-86F airplanes. 

Amendment No. 6 to | Dec. 22,1950 | 1-month extenmsion_..._.........-.--------.--.-- Nil 
letter contract. 

Amendment No.7 to | Jan. 5,1951 | Decreased number of airplanes 
letter contract. 

Amendment No. 8 to | Jan. 26,1951 | 114-month extension... _____-- 
letter contract. 

Amendment No. 9 to | Feb. 20,1951 | Increased number of airplanes and revision of de- 
letter contract. livery schedule. 

Amendment No. 10to | Mar. 13,1951 | 114-month extension--._--- 
letter contract. 

Amendment No. 11to | Apr. 26,1951 | 14-month extension_--_-___--- 
letter contract. | 

Amendment No. 12to | May 12,1951 | Addition of three mobile training units--- 

Amendment No.13to | June 12,1951 | 114 month extension_--- 

letter contract. 

Change order No. 7...| Nov. 1,1951 | Incorporation of certain Government property 

| clauses. 
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Section C, Part II.—Letter and definitive contract changes not involving 
changes in obligated funds—Continued 





Assi to 
Document Date Scope obligated fund : 








Change order No. 8._-| Nov. 7,1951 | Incorporation of articles concerning military speci- 

fication of quality control, gratuities, examina- 

tion of records, metalworking machinery re- 

ports, and Renegotiation Act of 1951. 

Change order No. Mar. 7, 1952 oa 

Change order No. 24 Apr. 25,1952 | Revision in schedule of training classes------- bee 

Change order No. .| Sept. 11, 1952 

Change order No. 28 Oct. 9, 1952 do : 

Change order No. 29..| July 9, 1952 | Substitution of time compliance technical orders 

for service bulletins. 

Supplemental agres- | Apr. 3, 1068 | Canceled.............~...0--<-002- 22 -- 00 -e eens 
ment No. 39. 














Contract AF33 (038) 18988—441 F-86F AIRPLANES 


1. The following data are submitted in response to your letter No. 27 of 
August 12, 1955, requesting information regarding our undertaking to build 
for the Department of the Air Force the aircraft known as the F-86F. The 
F-86F is a 1-man fighter-bomber. This contract, the second in a series of con- 
tracts for F-86F airplanes, called for 441 airplanes, spare parts, special tools 
and ground handling equipment, wing tanks, training parts, tools, and equip- 
ment, and other items. 

As of July 31, 1955, substantially all items had been delivered. Final price 
determination proceedings had been held but the contract was not considered 
closed. 

2. Contract number: AF 33 (038) 18988. 

3. Type of contract: Fixed price, with incentive-type price redetermination 
provisions. 

4. Letter contract: Dated January 4, 1951. Definitive contract: Approved 
March 17, 1952. 

5. Date when authorized to proceed: January 4, 1951. 

6. The total sales price agreed upon as of July 31, 1955, for all airplanes, spare 
parts, and other items under the contract amounted to $99,469,665.17. Since 
the contract has not been completed, it is possible that further procurement may 
be made under this contract. 

7. In fixed price contracts with incentive-type price redetermination provi- 
sions, the original unit price stated is an amount for billing purposes, and is 
usually the tentative average unit target price as well. At a later date, after 
accumulation of cost information, it is customary to negotiate a firm average 
unit target price, target cost, and target profit based on the airplane in a stated 
configuration as a basis for the application of the incentive-type price redetermi- 
nation formula. At final price determination proceedings, the firm average unit 
target price is adjusted by application of the incentive formula. 

The adjusted average final unit price of the 441 F-S6F airplanes was 
$185,814.61. 

8. Costs and expenses charged to this contract as shown by the contractor’s 
records plus certain expenses clyaimed against this contract but not charged 
thereto on the corporation’s books through July 31, 1955, subject to final audit 
upon completion of the contract, are summarized as follows: 





A. Material $36, 321, 887. 63 
The foregoing sum includes all material used on 
the contract in whatever form acquired, except ma- 
terial relating to engineering costs which are in- 
cluded under 8F. The corporation’s records do not 
disclose only costs of raw materials fabricated by the 
contractor. 
B. Direct labor costs 16, 681, 688. 91 
The foregoing sum includes all direct labor, ex- 
cept direct engineering labor which is included under 
8F. 
C. Overhead 20, 354, 289. 83 
Percent of corporation total, 4.90. 
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D. Administrative costs $767, 845. 78 
Percent of corporation total, 3.15. 

F. Engineering costs 3, 094, 094. 70 
Percent of corporation total, 1.01. 

Other costs charged to the contract 18, 263,916. 61 





90, 483, 723. 46 


In determining the percentage of certain charges, reported under C, D, and F 
above and H following, of the corporation total of such items, the amount 
charged to this contract was related to the total corporation costs of such items 
incurred during the fiscal years this contract was in work, except that in the 
fiscal year ended September 30, 1955, costs through July 31, 1955, were used. 

BH. Overtime charged against this contract amounted to $3,371,251.24. 
This sum is the estimated amount paid for time over 40 hours a week or 8 
hours a day for direct manufacturing and engineering labor. It does not 
include overtime paid to employees whose salaries and wages are included 
in any classification of overhead. All overtime charges referred to herein 
are included principally in B and F above. 

G. Since this contract provided for the designing, development and con- 
struction of an advanced type of airplane, there were certain development 
costs charged thereto. However, the company’s records do not provide a 
basis by which the amount of such development costs may be determined. 
All such costs would be included under “Engineering costs” in F above. 

H. Research costs are included in the costs of this contract, in part as 
direct items and in part as elements of overhead. The amounts included 
as direct items cannot be determined from the corporation’s records. ‘The 
amounts included as a portion of administrative costs relate to research 
costs not covered by contracts and are estimated to amount to $76,776.99. 
This is 0.92 percent of the total research costs of the corporation not spe- 
cifically covered by contracts. 

I. The total dollar value of subcontracts applicable to this contract is 
$49,251,147.03. This sum includes the total dollar value of all procurement 
of material and services charged directly to this contract. Subecontracts in 
excess of $100,000 are itemized in schedule 1. 

9. The salary and bonus of every official of the corporation in excess of 
$20,000 a year for the period from October 1, 1947, to September 30, 1955, is shown 
in exhibit A. It is estimated that $98,893.92 of such costs were charged to or 
claimed against this contract. This is 3.88 percent of the aggregate amount 
shown in exhibit A for the fiscal years during which this contract was in work. 

10. Stock rights have not been a part of the compensation of any official or 
employee of the corporation. 

11. No “selling expenses” have been charged to this contract. 

12. Contributions or dues paid to any trade organization of public informa- 
tional media and the itemization of each such expenditure, giving name of payee, 
is shown in exhibit B for the period from October 1, 1947, to July 31, 1955. Ex- 
penses of this nature are included in costs reported under 8 ©, D, and F and it 
is estimated that $23,376.43 has been charged to this contract. 'This is 6.27 
percent of the aggregate amount shown in exhibit B for the period from October 
1, 1950, to September 30, 1954, the period this contract was in work. 

13. Consultation or advisory fees paid to any person or organization have been 
interpreted by the corporation to refer to compensation for such services in 
connection with the design, development or manufacture of the corporation’s 
products. Accordingly, fees for other professional services, such as those of 
accountants, attorneys, and appraisers have not been reported. This contract 
has not been charged with any amount of the fees reported in exhibit C. 

14. Traveling expenses charged to this contract are estimated to amount to 
$344,122.04. This sum includes those expenses charged directly to the contract, 
as well as estimated portion of such expenses charged to this contract as an 
element of burden reported in response to questions 8 C, D, and F. 

The corporation’s accounting policy prohibits the charging of entertainment 
expenses directly or indirectly to Government contracts. 

15. In the final price determination proceedings for this contract, a total 
profit of $8,899,583.48 before Federal income taxes was claimed for the airplanes, 
spare parts and other items. 
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16. In the final price determination proceedings the final profit per airplane 
claimed was $16,242.80 before Federal income taxes. This average profit applies 
to 441 units. 

17. Depreciation is generally charged against contracts as an element of 
burden, which is included in the sum reported in response to questions 8 C, D, and 
F. It is estimated that $412,095.22 has been charged to this contract. This sum 


represents 2.99 percent of the total provision for depreciation made by the 


corporation during the period from October 1, 1950, to September 30, 1954, the 
period this contract was in work. 


(Answers to questions 18 to 32 will be found under contract AF33 (038) 9211.) 


SoHEDULE 1.—Subcontracts in excess of $100,000 





Subcontractor 





Adel Precision Products Division, General 
Metals Corp., Burbank, Calif. 

The Aerotherm Corp., Bantam, Conn..___-- 
Airesearch Manufacturing Co., in care of 
Aero Engineering Co., Indianapolis, Ind. 

D 


Airesearch Manufacturing Co., in care of | 


Airsupply Co., Los Angeles 36, Calif. 
Cleveland Pneumatic Tool Co., in care of 

Airsupply Co., Los Angeles, Calif. 
Cornelius Co., Minneapolis, Minn -_-..-_-- : 
Delco Products Co., Dayton, Ohio 

Do. 

Eclipse Pioneer Div ision, Bendix Aviation, 

Teterboro, N. J. 
Fafnir Bearing Co., New Britain, Conn 
Houdaille-Hershey Corp., Buffalo, i, a 


Hughes Aircraft Vo., Division of Hughes 
Tool Co., Culver City, Calif. 


Liquidometer Corp., Long Island City, N. Y_| 


H. W. Loud Machine Works, care of Haskell 
Engineering Supply Co., Glendale, Calif. 
New York Air Brake Co., Watertown, N. Y-- 


John Oster Manufacturing Co., Racine, Wis - 
Seeger Refrigerator Co., Evansville. Ind------ 
Seeger Refrigerator Co., St. Paul, Minn- 


Stratos Division of Fairchild Engine & Air- 
plane Corp., Bay Shore, Long Island, 
N.Y. 


Thompson Products, Inc., Cleveland, Ohio--| 


Tubular Aircraft Products Co., Los Angeles, 
Calif. 


United States Rubber Co., fuel cell division, | 


Mishawaka, Ind. 


Vickers, Inc., Detroit, Mich_.-........-.-- a i 


Western Urn Manufacturing Corp., Subsidi- | 


ary Farmer BrosCo., Los Angeles 37, Calif. 
Weston Hydraulics, Lid., North Holly wood, 
Calif. 


} 


Amount 





Valves 


Pilot’s ejection seats...........__.__- 


Regulators____- 


i, 


Actuators... ii STS tis 


Landing gears...._...._. 


Compressors _ . 


| Landing gears_- 
Tooling and dies for landing g gears. - 


Transmitters...........- 


ao wer rae 


| Accumulator assemblies... 


Compensator assemblies__ 
Ammunition boosters. 


Densitometers. _ ___- 
Damper assemblies. - 


Variable displacement pumps 
Pump assemblies 

Actuators. 

Horizontal and vertical stabilizers... 
Tank installations. é 

ns ee for tank inst: allati ions 


..do-_- 
Hydraulic pumps 
Variable displacement pumps 
Tail pipe assemblies 


| Valves 


$166, 905. 45 


242, 398. 93 
164, 272. 5 


128, 772 
101, 871 


844, 683.) 


124, 666. 2 
, 644, 444 
646, 580 
139, 444 


118, 780 
114, 645.7 
110, 364, 6 
525, 640, 2 


177, 110. 75 


433, 944. 


108, 279. 6) 
171, 990. 


132, 980. 
173, 478. 
379, 906. 
2, 723, 738. 
2, 339, 238. 
312, 764 
466, 970. 


487, 305 
178, 605. 
144, 000. 
157, 878. 


191, 394. 
237, 478. 5 
216, 405 
216, 405. 
186, 543. 
129, 790 





365, 966. 25 
138, 161. 50 


110, 250 
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SCHEDULE 2.—Contract summary 


Section A.—Funds obligated under letter contract, amendments to letter 
contract, and definitive contract 





| 7 Obligate 
Document Date cope ° ‘on 





Letter contract | Jan. 4,1951 | Obligation of funds for 100 AF model F-86 air- | $25, 000, 000. 00 
planes, spare parts, special tools, and ground 
| handling equipment. 

Amendment No. 8 to | Oct. 16,1951 | Obligation of funds for engineering study 5, 000. 00 

letter contract. bg 4 5) ant 
Definitive contract....| Mar. 17,1952 | Deobligation of funds resulting from supersession | (25, 005, 000. 00) 

or letter contract as amended. } 

| Obligation of funds for— 
441 AF model] F-86F airplames...__..______- | 64, 621, 053. 00 
Spare parts___- : | 15,533, 060. 00 
Special toolsand ground hi sndling equipme nt- 1, 292, 421. 00 
Flight test program ___-__ 921, 381.00 
Technical data iat ees 224, 994. 00 
Microfilming and indexes. all : 924. 00 
Qualification tests for wing drop te anks-- e~F 3, 521.00 
882 droppable wing tanks- --- ee 961" 380. 00 
Training parts, tools, and equipment nora 200, 000. 00 
} | Engineering changes --- 1, 059, 361. 00 


| 


84, 869, 095. 00 





Section B.—Funds obligated under changes and supplemental agreements 
to definitive contract 








Document Date Scope Obligated funds 


amet me +e agree- | May 14,1952 , Obligation of funds for engineering study; revi- $7, 452. 79 
ment No. 3. sion of termination contract clause; establish- 
a | ment of security classification for engineering 
studies. 
Change order No. 7... Nov. 20,1952 | Obligation of funds for spare parts . : 6, 174, 117. 
Termination supple- , Mar. 22,1954  Deobligation of funds for spare parts________- ‘ (145, 138. ¢ 
mental agreement (See also sec. C.) 
No. 8 
Supple gental agree- June 18,1953 | Based on interim price redetermination: 
ment No. 12. Deobligation of funds for 
Flight test program 00) 
+ Technical data A PES (161, 977. 00) 
Microfilm and indexes a (10, 435. 00) 
Qualification tests for wing tanks________-_ (30, 773. 00) 
Droppable wing tanks. - (114, 660. 005 
Engineering changes ets’, aa? (800, 000. 00) 
Obligation of funds for airy planes. : ; 19, 985, 238. 00 
lermination supple- | Mar. 4,1955 Deobligation of funds for spare parts. _____- (1, 009, 993. 30) 
mental agreement (See also sec. C.) 
No. 13. 
Change order No, 14..| June 19,1953 | Obligation of funds for repair of 1 F-86F damaged 674. 00 
airplane. 
ee also sec. C.) 
Change order No. 16_.| July 27,1953 | Deobligation of funds for airplanes . (1, 830. 00) 
Obligation of funds for engineering changes 1, 830. 00 
Change order No, 18 Aug. 19,1953 | Obligation of funds for repair of 1 F-86F airplane 29, 857. 00 
‘hange order No. 19-._| Oct. 5,1953 | Deobligation of funds for engineering changes (2, 747. 00) 
Obligation of funds for repair of 1 F-86F airplane 2, 747. 00 
(See also sec. C.) 
Change order No, 23 Nov. 20,1953 | Deobligation of funds for spare parts (3, 639, 821.00) 
Change order No. 26... Jan. 27,1954 | Deobligation of funds for special tools and ground (600, 000. 00) 
handling equipment. 
Change order No. 28 Feb. 16,1954 | Deobligation of funds for airplanes , 452. 79) 
Obligation of funds for engineering changes--__ , 452. 79 
Change order No. 33 June 7, 1954 | Deobligation of funds for spare parts_ - . 00) 
Change order No, 36 Sept. 2, 1954 | Deobligation offunds for training parts, tools, and 200, . 00) 
equipment. 
Supplements a agree- | Oct. 3,1955 | Based on final price redetermination: 
ment No. 4 Deobligation of funds for 
Airplanes ‘ (2, 662, 047. 99) 
Spare parts__. 355, 624. 1 
Special tools and ground handling equip- (71, 506 
ment. 
Engineering changes - - (261, 605. 7 
(See also sec. C.) 


Total obligated funds, sec. B (represented by changes to definitive contract) 14, 600, 570. 
Total obligated funds, secs. A and B - 99, 419, 665. 
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Section C, Part I.—Definitive contract changes involving assignment of 


obligated funds 





Document 





Scope 


Assignment of 
| obligated funds 





Termination supple- 
—_ agreement 


hones. order No. 9_--- 


Change order No. 10--- 
Change order No. 11_-- 


Termination supple- 
mental agreement 
No. 13. 


Change order No, 14--- 


Change order No. 15_- 
Change order No. 
Change order No. 
Change order No. 
Change order No. 
Change order No. 
Change order No. 
Change order No. 27- 
Change order No. 
Change order No. 
Change order No. 
Change order No. 


99 


31_. 


19__.| 
a 


ia 
25...| 





- 


30__-|- 


32... 


Change order No. 34_. 


Change order No. 35 
Change order No. 37 


Change order No. 38A-. 
Change order No. 39A- 


Supplemental 
ment No. 40. 


Agree- 


- 22,1954 


Nov. 


Feb. 
Mar. 
Mar, 


7, 1952 


30, 1953 
4, 1955 


June 19, 1953 


July 6, 1953 
Aug. 
Oct. 
Oct. 
Nov. 
Dec. 
Dec. 
Jan. 
Mar. 1, 1954 
a 

Apr. 


19, 1953 


16, 1953 


July 
Dec. 14, 1954 
Feb. 15, 1955 
Mar. 
Oct. 


3, 1953 | 





10, 1953 | 
5, 1953 | 


5, 1953 | 
15, 1953 | 


18, 1954 | 


7, 1954 | 
May 20, 1954 
July 15, 1954 | 
21, 1954 | 


1, 1955 | 
3, 1955 | 


Assignment of obligated funds for— 
Spare parts 


do 
Speci al tools and ground-handling equipment 
Spare parts 


Special tools and ground- handling equipment - 
Spare parts 


do 


Special tools and ground-h: andling equipment 


Engineering changes__-___-_- 
Spare parts 

Engineering changes_ 

Spare parts 





| 


Specis al tools and ground- handling equipment _| 


Spare parts 
.do 


Speci: il tools and ground nonciing equipment. | 


Spare parts...-.--- 
.do.. 


Special tools and osaned handling equipment 


Spare parts 


$6, 364. 53 


(348, 560. 2 
118, 315. 66 
(1, 067, 359, 
300. 
71, 643. 7 
2, 365 
(284. 0) 
=, 477 
(215 
273, 561 
2, 125. 
489, 819. 10 
110, 517. 85 
98, 042. 66 
(6, 250. 18 
(12. 39 
14, 951. 65 
1, 572. 14 
(13, 514. 93 
(242, 521. 96 
(204, 985. 41} 





Section C, Part II.—Letter and definitive contract changes 


obligation of funds 


not involwing 





Document 


Amendment No. 
letter contract. 
Amendment No. 2 
letter contract. 
Amendment No. 
letter contract. 


1 to 
to 


3 to 


Amendment No. 
letter contract. 


Amendment No. 
letter contract. 
Amendment No. 
letter contract. 
Amendment No, 
letter contract. 
Amendment No. 
letter contract. 
Amendment No. 
letter contract. 


5 to 


6 to 


9 to 


10 to 


Amendment No. 11 to 
letter contract. 
Change order No. 1 


Change order No. 2 
Change order No. 4 
Supplemental agree- 
ment No. 5. 
Change order No. 6 


Change order No. 


Change order No. ! 


| 
| 


Mar. 


4 to 
June 


7 to | 


Date 


Scope 





Feb. 


Mar, 


20, 1951 
13, 1951 
29, 1951 


Apr. 27, 1951 


July 
Aug. 
Oct. 


10, 1951 


b. 19, 1952 
1, 1951 

. 12, 1952 
27, 1952 

23, 1952 


9, 1952 


12, 1951 | 
| 
20, 1951 | 


model F-86F to 441 AF model F-86F 


| 1-month extension 


Inclusion of costs incurred after Sept. 15, 1950, 
and previously authorized under contract Nos. 
A F33(038)-14801 and A F33(038)-18987 

Incorporation of a contract clause giving authority 
to the contracting officer to make changes in 
drawings or specifications. 

144-month extension..__ 


16, 1951 | 2 
23, 1951 | 


| Incorporation of a security requirement check 


list. 
2-month extension 
4-month extension____ 


Incorporation of Government property contract 
clause. 

Re vision of delivery schedule___- 

Revision of partial-payments contract clause - 

Incorporation of overtime contract clause 


Assignment of 
obligated funds 


| Increase in number of airplanes from 100 AF | 


Substitution of time compliance technical orders | 


in lieu of service bulletins. 

Revision of Examination-of-records 
clause. 

Canceled _- 


contract 


Nil 
Nil 


Nil 


Nil 
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Contract AF83 (600) 6517—967 F-S6F AIRPLANES 


1. The following data are submitted in response to your letter No. 27 of 
August 12, 1955, requesting information regarding our undertaking to build 
for the Department of the Air Force the aircraft known as the F-86F. The 
F-86F is a one-man fighter-bomber. This contract, the third in a series of 
contracts for F-86F airplanes, called for 967 airplanes, spare parts, special 
tools, and ground-handling equipment, wing tanks, and other items. 

As of July 31, 1955, substantially all items had been delivered and final price 
determinution proceedings had been conducted. The contract should not be 
considered complete as there were miscellaneous items yet to be delivered. 

2. Contract No.: AF33 (600) 6517. 

3. Type of contract: Fixed price, with incentive-type price redetermination 
provisions. 

4. Letter contract: Dated October 25, 1951. Definitive contract: Approved 
August 5, 1952. 

5. Date when authorized to proceed: October 25, 1951. 

6. The total sales price agreed upon as of July 31, 1955, for the airplanes, 
spares, and other items under the contract amounted to $139,438,820.46. Since 
the contract had not been completed, it is possible that further procurement may 
be made under this contract. 

7. In fixed-price contracts with incentive-type price redetermination provi- 
sions, the original unit price stated is an amount for billing purposes and is 
usually the tentative average unit target price as well. At a later date, after 
accumulation of cost information, it is customary to negotiate a firm average unit 
target price, target cost, and target profit based on the airplane in a stated con- 
figuration as a basis for the application of the incentive-type price redetermina- 
tion formula. At final price determination proceedings, the firm average unit 
target price is adjusted by application of the incentive formula. 

The adjusted average final unit price of the 967 F-86F airplanes was 
$111,886.30. 

8. Costs and expenses charged to this contract as shown by the contractor’s 
records plus certain expenses claimed against this contract but not charged 
thereto on the corporation’s books through July 31, 1955, subject to final audit 
upon completion of the contract, are summarized as follows: 

A. Material 
The foregoing sum includes all material used on 
the contract in whatever form acquired, except ma- 
terial relating to engineering costs which are in- 
cluded under 8F. The corporation’s records do 
not disclose only costs of raw material fabricated 
by the contractor. 
B. Direct labor costs 18, 555, 586. 66 
The foregoing sum includes all direct labor, ex- 
cept direct engineering labor which is included 
under 8F. 
©. Overhead 25, 160, 896. 44 
Percent of corporation total, 7.06. 
Ba cee w eccans 1, 940, 339. 98 
Percent of corporation total, 9.19. 
F. Engineering costs 4, 851, 047. 52 
Percent of corporation total, 1.85. 
Other costs charged to the contract__-___-_--_______---- 9, 408, 398. 43 


$66, 772, 383. 45 


126, 688, 652. 4S 

In determining the percentage of certain charges, reported under C, D, and F 

above and H following, of the corporation total of such items, the amount charged 

to this contract was related to the total corporation coss of such items incurred 

during the fiscal years this contract was in work, except that in the fiscal year 
ended September 30, 1955, costs through July 31, 1955, were used. 

E. Overtime charged against this contract amounted to $3,088.373.59. 

This sum is the estimated amount paid for time over 40 hours a week or §S 

hours a day for direct manufacturing and engineering labor. It does not 

include overtime paid to employees whose salaries and wages are included 

in any classification of overhead. All overtime charges referred to herein 

are included principally in B and F above. 


74721—56——-10 
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G. Since this contract provided for the designing, development, and con- 
struction of an advanced type of airplane, there were certain development 
costs charged thereto. However, the company’s records do not provide a 
basis by which the amount of such development costs may be determined. 
All such costs would be included under engineering costs in F above. 

H. Research costs are included in the costs of this contract, in part as 
direct items and in part as elements of overhead. The amounts included as 
direct items cannot be determined from the corporation’s records. The 
amounts included as a portion of administrative costs relate to research costs 
not covered by contracts and are estimated to amount to $563,575.27. This 
is 8.07 percent of the total research costs of the corporation not specificall) 
covered by contracts. 

I. The total dollar value of subcontracts applicable to this contract is 
$76,565,411.99. This sum includes the total dollar value of all procurement 
of material and services charged directly to this contract. Subcontracts in 
excess of $100,000 are itemized in schedule 1. 

9. The salary and bonus of every official of the corporation in excess of $20,000 
a year for the period from October 1, 1947, to September 30, 1955, is shown in 
exhibition A. It is estimated that $105,577.93 of such costs were charged to or 
Claimed against this contract. This is 4.96 percent of the aggregate amount 
shown in exhibit A for the fiscal years during which this contract was in work. 

10. Stock rights have not been a part of the compensation of any official or 
employee of the corporation. 

11. No “selling expenses” have been charged to this contract. 

12. Contributions or dues paid to any trade organization of public informa- 
tional mediums and the itemization of each such expenditure, giving name of 
payee, is shown in exhibit B for the period from October 1, 1947, to July 31, 1955. 
Expenses of this nature are included in costs reported under 8C, D, and F and it 
is estimated that $26,990.54 has been charged to this contract. This is 9.50 
percent of the aggregate amount shown in exhibit B for the period from October 
1, 1951, to September 30, 1954, the period this contract was in work. 

13. Consultation or advisory fees paid to any person or organization have 
been interpreted by the corporation to refer to compensation for such services 
in connection with the design, development or manufacture of the corporation’s 
products. Accordingly, fees for other professional services, such as those of 
accountants, attorneys, and appraisers have not been reported. This contract 
has not been charged with any amount of the fees reported in exhibit C. 

14. Traveling expenses charged to this contract are estimated to amount to 
$343,487.27. This sum includes those expenses charged directly to the contract, 
as well as estimated portion of such expenses charged to this contract as an 
element of burden reported in response to questions 8C, D and F. 

The corporation’s accounting policy prohibits the charging of entertainment 
expenses directly or indirectly to Government contracts. 

15. In the final price determination proceedings for this contract, a total 
profit of $12,766,955.76 before Federal income taxes was claimed for the airplanes, 
spare parts and other items. 

16. In the final price determination proceedings the final profit per airplane 
claimed was $10,855.90 before Federal income taxes. This average profit applies 
to 967 units. 

17. Depreciation is generally charged against contracts as an element of 
burden, which is included in the sum reported in response to questions 8C, Ll) 
and F. It is estimated that $861,647.70 has been charged to this contract 
This sum represent 7.04 percent of the total provision for depreciation made b) 
the corporation during the period from October 1, 1951, to September 30, 1954, 
the period this contract was in work. 

(Answers to questions 18 to 32 will be found under contract AF33 (038) 9211.) 
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SCHEDULE 1.—Subcontracts in excess of $100,000 





Subcontractor Items Amount 





Adel Precision Products Corp., General | Valves aca sae cei: $183, 516. 
Metals Corp., 10777 Van Owen Ave., 
Burbank, Calif. 

\iresearch Manufacturing Co., care of Air | Actuators___- =m : eae 142, 765 
Supply Co., 9815 Wilshire Blvd., Beverly | Ammunition boosters chewe i 756, 36: 
Hills, Calif. | Turbines and exchangers Jz 909, 2 

; Actuators seed 148, 2 

Air Products, Inc., 322 E. Beach Ave., Ingle- | Compensator assemblies a 107, 735 
wood, Calif 

Aluminum Company of America, 1145 | Aluminum alloy sheets ___- : 129, 
Wilshire Blvd., Los Angeles 17, Calif. — , cerieaiee ee ee 112,: 

do 109, 2 

Caleor Corp., 1620 N. Spring St., Los Angeles | Rack assemblies. ____________. “ae : 871, 65 
53, Calif. 

Cleveland Pneumatic Tool Co., care of Air | Landing gears J —— A 961, 
Supply Co., 9815 Wilshire Blvd., Beverly |_..-.do : ie : : 238, 
Hills, Calif. SS a Pe 935, 000. 

do , 017, 624 

The Cornelius Co., 550 39th Ave. NE., | Regulators, valves, and compressors , 184, 682. 5 
Minneapolis 21, Minn. 

Eclipse Pioneer division, Bendix Aviation | Transmitters a. ee sara a 141, 368. 
Corp., 117 E. Providencia Ave., Burbank, |_._..do__- : mS im , 383, 131. 
Calif. 

Hoover Electric Co., 2100 S. Stoner Ave., | Housing assemblies, box assemblies, screw , 106, 576 
Los Angeles 25, Calif. assemblies, bell assemblies and _ rotor 

assemblies 
Motors Ss 210, 375. 
Actuators 379, 600. 
do 288, 350. 

Liquidometer Corp., Skillman Ave. at 37th | Transmitters 1, 540. 
St., Long Island City 1, N. Y. Transmitter assemblies 5, 295. 

Transmitters, panels, densitometers and in- , O87 
dicators. 

H.W. Loud Machine Works, care of Haskell | Cylinder assemblies 5, 256. 
Engineering & Supply Co., 1236 8. Central | Nose wheel or shimmy dampers 392, 040 
4ve., Glendale 4, Calif. 

Mar Vista Engineering Co., Inc., 5420 W. | Hydraulic valves___- : , 123. 0 
104th St., Los Angeles 45, Calif. 

Meletron Corp., 950 N. Highland Ave., Los | Switches__ 
Angeles 38, Calif. 

Micro division of Minneapolis Honeywell |__...do__- 9, 971. : 
Regulator Co., 6620 Telegraph Rd., Los 
Angeles 22, Calif. | 

John Oster Mfg. Co., 1 Main St., Racine, | Actuators 508. 
Wis ” do 072 

Pantex Manufacturing Corp., 521 Roosevelt | Accumulators , 780 
Ave., Pawtucket, R. I 

Revere Corporation of America, care of J. L. | Valves--- = . 136, 440 
McCoy, P. O. Box 8, La Canada, Calif. | 

Robertshaw-Fulton Controls Co., Santa Ana |__...do___- 27, 123. 3: 
Freeway at Euclid Ave., Anaheim, Calif. 

Seeger Refrigerator Co., 225 W. Morgan | Empennage sections and spares-_--- 5, 153, 509. 
Ave., Evansville 7, Ind. 

Square “‘D” Electric Co., 6060 Rivard St., | Circuit breakers___- - : : 900. 
Detroit, Mich. | 

Thompson Products, Inc., 207 S. Hindry | Pumps._--._-- a i ne 347, 850. 
Ave., Inglewood, Calif. | | 

U_ 8. Rubber Co., 5675 Anaheim Telegraph | Fuel tanks_- 77, 081. 
Rd., Los Angeles, Calif. . as : , 52, 393 

Re sa SS See a 332. 50 
se es : d , 319 
Bot ee : E ‘ 2, 448. 00 

Vickers, Inc., 2160 E. Imperial Hgwy., El] | Pumps_-__--_-_-- Re etn hae ae i 750. 00 
Segundo, Calif. fC Mees ; texse 474, 165. 00 

Western Urn Manufacturing Corp., 3815 S. | Seat assemblies “= 339, 716. 00 
Main St., Los Angeles 37, Calif. Tailpipe assemblies ie oda wameee 257, 665. 50 

. Sie Silage 217, 702. 00 
Beam assemblies -__-_- eek 321, 044. 00 
Wm. R. Whittaker Co., Ltd., 915 N. Citrus | Valves sss 642. 50 


Ave., Los Angeles 38, Calif. 


, 268. 
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SCHEDULE 2.—Contract summary 


Section A.—Funds obligated under letter contract, amendments to letter 
contract, and definitive contract 





Document Date 


| 
Letter contract --_- Oct. 25,1951 | Obligation of funds for 150 model F-86F airplanes, 


Amendment No.1 to Feb. 4,1952 
letter contract. 
Definitive contract Aug. 5,1952 


| 
| 


Scope 


Obligated 
funds 





spare parts, special tools and ground handling 
equipment, 516 droppable wing tanks and tech- 
nical data. 

Obligation of funds for 559 model F-86F airplanes, 


ete. 
Deobligation of funds resulting from supersession 
of letter contract. 
Obligation of funds for— 
709 model F-86F airplanes 
Spare parts__ 4 
Special tools and gr ‘ound handling equipment. 
Droppable wing tanks_____- 
;. | "hte 
Engineering changes 





Total obligated funds, sec. A (represented by definitive contract) 


$10, 000, 000. 


10, 195, 500. 0 
(20, 195, 500. 


76, 184, 177. ¢ 
17, 923, 132. 
2, 065, 692. 
1, 159, 924. 0 
250, 262. 00 
1, 056, 425. 00 


98, 639, 612. 0 





Section B.—Funds obligated under change orders and supplemental agreements 


Document 





Change order No. 1_._| Nov. 14, 1952 


Change order No, 2...| Nov. 20, 1952 | 

Letter contract desig- t. 11,1952 
nated supplemental 
agreement No. 3. 


Cnoemnes agree- Jan. 65,1953 | Deobligation of funds resulting from supersession 


ment } 


Change order No. 4._-., Nov. 19, 1952 
Change order No. 6...| Dec. 31, 1952 


Change order No. 9..-| May 4, 1953 

Termination supple- | Apr. 16, 1954 
mental agreement 
No. 10. 

Supplements J ead Aug. 25, 1953 
ment No. 


Change order No. 12._; June 19, 1953 
Change order No. 17_-| Sept. 25, 1953 


Change order No. 25 Jan. 18,1954 


Change order No. 32 May 27, 1954 
Termination supple- | June 23, 1954 
mental agreement 
No. 33. 


| 





Change order No, 40..) Aug. 9, 1954 | 


Change order No. 44..| Nov. 16, 1954 | 


to definitive contract 





Scope | 


Obligated 
unds 





Deobligation of funds for engineering changes- --- 
Obligation of funds for— 
Modification of 1 F-86F airplane -_-___- 
Engineering changes- 
Obligation of funds for spare parts... __- ee 
Obligation of funds for 258 model F-86F airpl: anes, 
spare parts, special tools and ground handling 
equipment, 516 droppable wing tanks and tech- 
nical data. 
of supplemental agreement No. 3. | 
Obligs ation of funds for— 


Soare parts é 
Special tools and ground handling equipment | 
Engineering changes........-............-.-.. | 
Droppable wing tanks_-.............-..--. ene 
hae rey dat a. 


Pree ae routing of the training parts list 
Obligation of funds for engineering changes 
(See also sec. C.) 
Deobligation of funds for spare parts...........-- | 
(See also sec. C.) | 


Based on interim price revision: 
Deobligation of funds for— 
Droppable wing tanks- ------- 
Technical data_ : 
Obligation of funds for— 
NR 5 ak agath ee hhne bended annene 
Engineering ch: ange: S i 
Obligation of funds for engineering chs anges. 
Deobligation of funds for airplanes. - 
Obligation of funds for engineering changes __- 
(See also sec. C.) 
Deobligation of funds for special tools and ground- 
handling equipment. 
Obligation of funds for spare parts. ; 
Deobligation of funds for special tools and ground- 
handling equipment. 
(See also see. C.) 
Deobligation of funds for training parts 
(See also see. C 
Deobligation of funds for special tools and ground- 
handling equipment. 
(See also sec. C.) 


($287, 567 


287, 567. 
107, 516. 

9, 076, 868 
10, 000, 000. 


(10, 000, 000 


25, 471, 698. 

4, 079, 019. 
767, 425 
372, 037. 
352, 464. 

34, 176. 0 
50, 000. 0 
150, 000. 00 


Ni 
100, 000. 0 
(2, 485, 633. 47 


(311, 374. 0 
(14, 206. 
12, 632, 888. 
173, 221 
750, 000 
(2, 335 

2, 335. 

(1, 700, 000. (* 

500, 000. 

(382. 5 


(181, 954. 57 


(179, 478: 9 
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SecTION B.—Funds obligated under change orders and supplemental agreements 
to definitive contract—Continued 





Document Date Scope Obligated funds 





pplemental agree- | May 9,1955 | Based on final price revision: 
nent No. 48. | Deobligation of funds for— 
pT aS een ee 
Spare parts-._-- a te (678, 001. 06) 
Engineering change as 4 ae (2. 161, 669. 00) 
| (See also sec. C.) 
Supplemental agree- | Sept. Deobligation of funds for spare parts- ----- az (784. 08) 
ment No. 49. 
roposal 5946. _.-- i Included in the negotiated final price revision; 
however, the approved document has not 
yet been received. 
Deobligation of funds for engineering changes (9, 909. 00) 


Cotal obligated funds, sec. B (represented by changes to definitive contract . 40, 799, 208. 46 


Total obligated funds, sees. A and B 7 : -----| 139, 438, 820. 46 


Section C, Part I.—Definitive contract changes involwing assignment of 
obligated funds 


Assignment of 
doc t Jate Seope mT 
Documen Date cope obligated funds 


| 
Assignment of obligated funds for— | 
ige order No. 5...| Dec. 8, 1952 | Spare parts $26, 661, 410. 77 
Special tools and ground handling equipme nt. 375, 007 
Change order No. 7...| Feb. 5, 1953 Spare parts 5, 057. 6 
| Special tools and gre yund hi andling equipment. “23 721. § 
Change order No. 8...| Apr. 1, 1953 Spare parts (584, 642. 5: 
Special tools and ground h: andling geqt 1it yme nt. 3, 648. 5 
rraining parts i hala’ , 845 
Change order No. 9 --| May 4, 1953 ree Se cited F | , 000 
rermination supple- | Apr. 16, 1954 Spare parts - ‘ 
mental agreement 
No. 10. | 
Change order No. 13..| June 9, 1953 do 
Change order No. 14_ | July 30,1953 Engineering changes 
Change order No. 15 _| Aug. 28, 1953 do 
Change order No. 16 Sept. 9, 1953 Spare parts 
Change order No. 17 Sept. 25, 1953 Engineering ch: inge S 
Change order No. 18_.| Oct. 1,1953 do 
Special tools and ground handling equipment_! 
1p —— agree- | Sept. 29, 1953 Engineering cues Ss : 
ment No. 19. 
Change order No, 21..| Oct. 21,1953 Spare parts__- 
| Engineering changes 
Change order No. 22._| Nov. 5, 1953 aS 
Change order No. 23..| Dec. 7, 1953 er 
Special tools and ground handlin 
hange order No. 24__-| Jan. 11, 1954 Engineering changes 
| | Training parts_-—-_ 





Change order No. 26..| Jan. 19, 1954 Engineering changes 

Change order No. 27__| Jan. 27,1954 Spare parts 

Change order No. 28 Feb. 11, 1954 Engineering changes 

Change order No. 29 Mar. 8, 1954 — 

(hange order No. 30_-_| Apr. 2, 1954 |... do 

Change order No. 31__| Apr. _5, 1954 Special tools and ground handling equipment 

lermination supple- | June 23, 1954 Spare > parts 
| 
| 


mental agreement Special tools and ground handling equipment 

No. 33. 

hange order No. 35..| Apr. 23, 1954 Spare parts... rer oe 70, 289. 76 

hange order No. 36 -| May 11, 1954 Engineering changes = x8 758 
May 21, 1954 Spare parts__._- eS or 116, 304 


{ 
Change order No. 37 , - 
Change order No. 38 | June 22, 1954 i’ eee 5, 025. 5 


Change order No. 39__| July 14, 1954 — Ltadtaaie’ , 842 
Change order No. 40_-| Aug. 9, 1954 Training parts ; 316 
Change order No. 41__| Aug. 19, 1954 | Spare parts__- aa din }, 643 
Change order No. 42__| Sept. 8, 1954 do . sent ate ah bocrdb ws 878 
Change order No. 43 Sept. 16, 1954 E ngineering “ch: inge 8 , 912. 
Change order No. 44_-| Nov. 16, 1954 Special tools and ground hs andling equipment (6. § 
Change order No. 45--| Dec. 8, 1954 | Spare parts____- ; 518 
Change order No.45A_| July 1, 1955 ee LniGaeeewe se (784 
Supplemental agree- | Mar. 17, 1955 Engineering changes ee ps ssh 23, 074 
menbio,. 46. 
Supplemental agree- | Apr. 26,1955 Spare parts___- ‘ ste uee: : 28, 393. 
ment No. 47. 
Supplemental agree- | May 9, 1955 aes ccna : 252, 792. 
ment No. 48. 
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Section C, Part II.—Letter and definitive contract changes not involving 
changes in obligated funds 





ee eee Assignment of 
Document Date scope obligated funds 





Amendment No. 2 to | Mar. 5,1952 | 2-month extension Nil 
letter contract. 
Amendment No. 3 to | May 23,1952 | Amendment of the spare-parts provision Nil 
letter contract. 
Amendment No. 4to | July 8,1952 | Canceled Nil 
letter contract. 
Amendment No. 5 to | June 25, 1952 Nil 
letter contract. 








Change order No. 20__| Oct. 14,1953 | Preconcurrent delivery of certain spare parts } 
Change order No. 7 July 22,1954 | Canceled zs Nil 








ContTrRAcT AF33 (600) 8505—259 F-86F AIRPLANES 


1. The following data are submitted in response to your letter No. 27 of 
August 12, 1955, requesting information regarding our undertaking to build for 
the Department of the Air Force the aircraft known as the F-86F. The F-86F 
is a one-man fighter-bomber. This contract, the fourth in a series of contracts 
for F-86F airplanes, called for 259 airplanes, spare parts, special tools and 
ground handling equipment, wing tanks, and other items. 

As of July 31, 1955, substantially all items had been delivered and final price 
determination proceedings had been conducted. The contract should not be 
considered complete as there were miscellaneous items yet to be delivered. 

2. Contract No.: AF33 (600) 8505. 

3. Type of contract: Fixed price, with incentive-type price redetermination 
provisions. 

4. Letter contract: Dated December 20, 1951. Definitive contract: Approved 

October 17, 1952. 

'  §. Date when authorized to proceed—December 20, 1951. 

6. The total sales price agreed upon as of July 31, 1955, for the airplanes, 
spares, and other items under the contract amounted to $43,556,948.69. Since 
the contract had not been completed, it is possible that further procurement 
may be made under this contract. 

7. In fixed-price contracts with incentive-type price redetermination pro- 
visions, the original unit price stated is an amount for billing purposes and 
is usually the tentative average unit target price as well. At a later date, 
after accumulation of cost information, it is customary to negotiate a firm aver- 
age unit target price, target cost, and target profit based on the airplane in a 
stated configuration as a basis for the application of the incentive-type price 
redetermination formula. At final price determination proceedings, the firm 
average unit target price is adjusted by application of the incentive formula. 

The adjusted average unit sales price for the 259 F-86F airplanes was $141,- 
929.72. 

8. Costs and expenses charged to this contract as shown by the contractor's 
records plus certain expenses claimed against this contract but not charged 
thereto on the corporation’s books through July 31, 1955, subject to final audit 
upon completion of the contract, are summarized as follows: 

A. Material $25, 021, 520. 8: 
The foregoing sum includes all material used on 
the contract in whatever form acquired, except ma- 
terial relating to engineering costs which are in- 
cluded under 8F. The corporation’s records do not 
disclose only costs of raw material fabricated by the 
contractor. 
B. Direct labor costs 5, 174, 446. 65 
The foregoing sum includes all direct labor, except 
direct engineering labor, which is included under 8 F. 
C. Overhead 6, 166, 070. 55 
Percent of corporation total, 2.39. 
D. Administrative costs 423, 994. 
Percent of corporation total, 2.61 298, 426. 6 
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F. Engineering costs 
Percent of corporation total, 0.16. : 
Other costs charged to the contract $2, 537, 401. 02 


39, 621, 860. 45 

In determining the percentage of certain charges, reported under C, D, and F 
above and H following, of the corporation total of such items, the amount charged 
to this contract was related to the total corporation costs of such items incurred 
during the fiscal years this contract was in work, except that in the fiscal year 
ended September 30, 1955, costs through July 31, 1955, were used. 

E. Overtime charged against this contract amounted to $925,341.48. This 
sum is the estimated amount paid for time over 40 hours a week or 8 hours 
a day for direct manufacturing and engineering labor. It does not include 
overtime paid to employees whose salaries and wages are included in any 
classification of overhead. All overtime charges referred to herein are in- 
cluded principally in B and F above. 

G. Since this contract provided for the designing, development, and con- 
struction of an advanced type of airplane, there were certain deevlopment 
costs charged thereto. However, the company’s records do not provide a 
basis by which the amount of such development costs may be determined. 
All such costs would be included under engineering costs in F above. 

H. Research costs are included in the costs of this contract, in part as 
direct items and in part as elements of overhead. The amounts included 
as direct items cannot be determined from the corporation’s records. The 
amounts included as a portion of administrative costs relate to research costs 
not covered by contracts and are estimated to amount to $22,559.83. This is 
0.39 percent of the total research costs of the corporation not specifically 
covered by contracts. 

I. The total dollar value of subcontracts applicable to this contract is 
$27,259,559.78. This sum includes the total dollar value of all procurement 
of material and services charged directly to this contract. Subcontracts in 
excess of $100,000 are itemized in schedule 1. 

9. The salary and bonus of every official of the corporation in excess of $20,000 
a year for the period from October 1, 1947, to September 30, 1955, is shown in 
exhibit A. It is estimated that $35,169.95 of such costs were charged to or 
claimed against this contract. This is 2.17 percent of the aggregate amount shown 
in exhibit A for the fiscal year during which this contract was in work. 

10. Stock rights have not been a part of the compensation of any official or 
employee of the corporation. 

11. No selling expenses have been charged to this contract. 

12. Contributions or dues paid to any trade organization of public informational 

media and the itemization of each such expenditure, giving name of payee, is 
shown in exhibit B for the period from October 1, 1947, to July 31. 1955. Ex- 
penses of this nature are included in costs reported under 8 C, D, and F, and it 
is estimated that $9,508.72 has been charged to this contract. This is 4.72 per- 
cent of the aggregate amount shown in exhibit B for the period from October 1, 
1952, to September 30, 1954, the period this contract was in work. 
13. Consultation or advisory fees paid to any person or organization have been 
interpreted by the corporation to refer to compensation for such services in con- 
nection with the design, development, or manufacture of the corporation's prod- 
ucts. Accordingly, fees for other professional services, such as those of account- 
ants, attorneys, and appraisers have not been reported. This contract has not 
been charged with any amount of the fees reported in exhibit C. 

14. Traveling expenses charged to this contract are estimated to amount to 
$50,001.69. This sum includes those expenses charged directly to the contract, 
as well as estimated portion of such expenses charged to this contract as an 
element of burden reported in response to questions 8 C, D, and F. 

The corporation’s accounting policy prohibits the charging of entertainment 
expenses directly or indirectly to Government contracts. 

15. In the final price determination proceedings for this contract, a total profit 
of $3,875,890.99 before Federal income taxes was claimed for the airplanes, spare 
parts, and other items. 

16. In the final price-determination proceedings the final profit per airplane 


claimed was $13,108.43 before Federal income taxes. This average profit applies 
to 259 units. 
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17. Depreciation is generally charged against contracts as an element of burden, 
which is included in the sum reported in response to questions 8 C, D, and F, 
It is estimated that $96,744.57 has been charged to this contract. This sum rep 


resents 1.02 percent of the total provision for depreciation made by the corpora- 


tion during the period from October 1, 1952, to September 30, 1954, the period 
this contract was in work. 


(Answers to questions 18 to 32 will be found under contract AF33 (038) 9211.) 


SCHEDULE 1.—Subcontracts in excess of $100,000 





Subcontractor 





Items Amount 


Aerotherm Corp. Bantam, Conn 
Airesearch Manufacturing Co., 
Engineering, Indianapolis, Ind. 


Seat assemblies ‘ ._| $150, 736. 
Ammunition boosters 295, 127. 


Regulators : 129, 862. 2 
Turbines and heat exchangers | 546, 695. % 
Delco Products Co., Dayton, Ohio-- Landing gears , 387, 177. 
General Metals Corp., Adel division, Bur- | Valves 101, 352. 
bank, Calif. | 
Houdaille-Hershey Corp., Buffalo, N. Y Accumulator assemblies __- aed 176, 886 
Liquidometer Corp., Long Island, N. Y___..! Indicators and densitometers | 119, 430. 
H. W. Loud Machine Works, Inc., Pomona, | Shimmy dampers | 3, O50. 0 
Calif. 


er Corporation of America, Detroit, | Wings, ailerons, and flaps - ‘ 3, 567, 749. 5 
Mich, 
John Oster Manufacturing Co., Racine, Wis_| Actuators ; 55, 660 
Robertshaw-Fulton Controls, Anaheim | Valves--_--- 29, 453 
division, Anaheim, Calif. 
Seeger Refrigerator Co., Evansville, Ind__.._| Empennage sections 
Seeger Refrigerator Co., St. Paul, Minn__._.; Droppable fuel tanks a3 , 366, 105. 7 
Thompson Products, Inc., Cleveland, Ohio Pumps Tex = " vex a 3, 550. 0 
‘nited States Rubber Co., fuel cell division, | Fuel tanks : 2, 509. 
Mishawaka, Ind. i eet Cad . ax 32, 165 
MOOS webuxcicucd a eee oe 3: ; 
"2 Ee ees ‘ 142, 191. 


113, 183. 
Pomns......... Mer = | 186, 727. 25 


5, 709. ¢ 


“ickers, Inc., Detroit, Mich 








SCHEDULE 2.—Contract summary 


Section A.—Funds obligated under letter contract, amendments to letter 
contract and definitive contract 





Document Date 


Scope Obligated funds 








Obligation of funds for 453 F-86F airplanes, drop- | $14, 373, 521.00 
pable wing tanks and engineering data. 
17, 1952 | Deobligation of funds resulting from supersession | (14, 373, 521. 0 
of letter contract as amended. | 
| Obligation of funds for— 
| 259 F-86F airplanes---........--- ..| 36, 833, 944. 0 


Definitive’contract-- Oct. 


- a 
Letter contract - _- : Dec. 20,1951 ati f 


Spare parts-_--.- 8, 152, 123. 
Specic i tools and ground -ppeuanie equipment. 1, 015, 972. 00 
518 droppable wing tanks- - - -- 405, 076. 00 
Tec hnical data ao 00 
Engineering changes 


Total obligated funds, sec. A (represented by definitive contract) ; 46, 941, 624. 00 








AIRCRAFT PRODUCTION 


COSTS AND PROFITS 


1439 


Section B.—Funds obligated under change orders and supplementai agreements 


ermination suppl 
mental agreement 
No. 6. 

pplemental 
No. 10 


agree 


ment 


rmination 
mental 
No. 12. 
Change order No, 15 

hange order No. 17--| 
hange order No, 24 
hange order No. 27 
inge order No, 36 


supple- | Aug 


agreemeut 


Jan. 


fotal obligated funds, 
rotal obligated funds, 
| 


| Nov. 


Mar. 


2, 1954 


2, 1954 


12, 1954 


15, 1954 


Mar. 
| June 
-| June 
Aug. 


sec. B (represented by changes t 
sees. A and B 
! 


to definitive contract 


scope 


Deobligation of funds for 


(See also sec. ¢ 


Based on interim price redet 
Deobligation of funds for 
Droppable wing tank 
Technical] data 
Obligation of funds for airplanes 
Deobligation of funds for special tools and ground- 
handling equipment. 


Nc htanictin 
Deobligation of funds f 
Deobligation of funds for 
Deobligation of funds for 
Based on final price revis 
Deobligation of funds for 
Airplanes (including all items 
Spare parts 
Special tools and gre 
ment. 
Engi 


jund-handling equip- 


tive contract 








Obligated funds 


$41, 400. 94 


111, S&S. Of 


700, 000. 0 
90. 63 
94 0) 


(1, ae 


, 682. 035. 00 


1, 655, 662. 52 
254, 424. 10 
81, 690. 74 


347, 337. 00 


3, 384, 675. 31 
43, 556, 948. 69 


Section C, Part I.—Definitive contract changes involving assignment of 


Document 


supple- | 
agreement | 


| Feb. 


Permination 
mental 
No. L. 
“*hange 
‘hange 
‘hange 


‘hange 


July 


order No. 

order No. ¢ 

order No. 

order No. £ 

order No. 6 
> order No. 

» order No. 
ze order No. 
ge order No, 

e order No, 

» order No, ‘ 

>order No, 2 

» order No, 26_- 

» order No. ‘ 


Apr. 
July 


| Dec. 
Feb. 


Feb. 


May 
July 


*hange order No. ¢ 
Shange order No. £ 
‘hange order No. 32- 
Jhange order No. 334 
Supplemental agree- | 
ment No. 34A. | 
Supplemental agree- 
ment No. 34B. 
supplemental agree- 
ment No, 34C. 
Supplemental agree- 
ment No. 35A. | 
Supplemental agree- | 
ment No. 36. 


Dec. 
Feb. 
A pr. 


July 


Nov . 
| Aug. 
| Nov. 


Mar. 
Mar, 26 


|} Aug. I$ 
Nov. 2% 


May 


May 


Aug. 


Date 


1955 


, 1953 
, 1953 
», 1953 
2, 1954 
, 1953 
3, 1953 
1953 
, 1954 


3, 1954 | 
, 1954 | 
1954 | 


, 1954 


, 1954 | 
| 


, 1954 
, 1954 
, 1954 
5, 1955 
1, 1955 


1, 1955 


31, 1955 


obligated funds 


Scope 





3, 1953 


Mar, ¢ 


27, 1955 | 


15, 1955 | 


Assignment of oolig 
Spare parts - - - 


ated funds for— 


Special tools and ground handling equipment 


-.-U0d — 
Spare parts 
cae” 

Pmaee 

...-do : 

Special tools and gr 
Spare parts - : 

Engineering changes 

Spare parts -_--._..- i t- 

Special tools and ground handli 

Engineering changes 

Spare parts - 

ARS | Cee AEE eae Aa a eae 
Special tools and ground handling equipment 
Spare parts - - . 

Enginecring changes 

Spare parts--- 


Special tools and ground handling equipment. 


Spare parts..--- 


Special tools and ground handling equipment 


Spare parts-_...- 





Assignment of 
obligated fur 


106, 836. 
2, 349. 
4, 860, 520. 
169, 309 
646, 5 
10, 031 
33, SOF 
459, 251 
243. ( 
693, 395. 97 
92, 970. At 
33, 978 
(11, 421. 52 
30. 516. 6 
5, 053. 71 
2, 190 
130, 697. 
(561. 4 4) 
(377. 29) 
(5, 561. 34 


(331. 00 
(113, 680. 81 
6, 356. 91 


56, 041. 44 
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Section C, Part II.—Letter and definitive contract changes not involving 
changes in obligated funds 





Document Date Scope | Fo re aed q 





Amendment No. 1 to | Feb. 4,1952 | Increase in number of airplanes from 453 to 715 | 
letter contract. | and number of droppable wing tanks from 906 
| | tanks from 906 to 1,430. 
| Incorporation of additional items of spare parts 
and special tools and ground handling equip- | 
ment. | 
Amendment No. 2to | Mar, 5,1952 | 3-month extension_.-. 
letter contract. 
Amendment No. 3 to | May 2,1952 | Substitution of new partial payments contract 
letter contract. | clause: 
Amendment No. 4 to | May 23,1952 | Revision of spare-parts contract clause_-_....- 
letter contract. 
Amendment No. 5 to | June 18,1952 | Decrease in number of airplanes from 715 to 259 
letter contract. and number of droppable wing tanks from 
1,430 to 518, 
Letter termination Feb. 17,1953 | Termination of spare parts in excess of Govern- 
notice to definitive | ment requirements. 
contract. | 
Change order No. 7_...| Nov. 12, 1953 | Canceled... ___.-- 
Change order No. 9_-._| Oct. 14,1953 | To provide for pr 
spare parts. 
Change order No. 13_..| Dec. 11,1953 | Miscellaneous engineering changes. 
Change order No.16..., Jan. 12, 1954 : oe 
Change order No. 21_..| Mar. 5, 1954 | 
Change order No. 22___| Mar. 10, 1954 |___- 
Change order No. 25_..| Apr. 15, 1954 d 
Termination supple- | Aug. 2,1954! Part 
mental agreement | 
No, 29. 


Contract AF33 (600) 22304—157 F-86F AIRPLANES 


1. The following data are submitted in response to your letter No. 27 of 
August 12, 1955, requesting information regarding our undertaking to build for 
the Department of the Air Force the aircraft known as the F-86F. The F-86F 
is a one-man fighter-bomber. This contract, the fifth in a series of contracts 
for F-86F airplanes, called for 157 airplanes, spare parts, special tools and ground 
handling equipment, mobile training units, training parts, tools, and equipment, 
and other items. 

As of July 31, 1955, substantial deliveries had been made and firm target price 
negotiations held. However, final price determination proceedings have not yet 
been conducted. 

2. Contract number: AF33 (600) 22304. 

3. Type of contract: Fixed price, with incentive-type price redetermination 
provisions. 

4. Letter contract: Dated August 26, 1952. Definitive contract: Approved 
June 11, 1953. 

5. Date when authorized to proceed: August 26, 1952. 

6. The total sales price for the airplanes, spare parts, and other items under 
the contract had not been agreed upon as of July 31, 1955. Funds obligated 
under this contract amounted to $26,322,744.12. Approximately $25,840,168.95 
of the obligated funds had been allocated to the various items to be procured 
under this contract. 

7. In fixed price contracts with incentive-type price redetermination provi- 
sions, the original unit price stated is an amount for billing purposes and is 
usually the tentative average unit target price as well. At a later date, after 
accumulation of cost information, it is customary to negotiate a firm average 
unit target price, target cost, and target profit based on the airplane in a stated 
configuration as a basis for the application of the incentive-type price redetermi- 
nation formula. At final price determination proceedings, the firm average unit 
target price is adjusted by application of the incentive formula. 

The negotiated firm average unit target sales price for the 157 F-S6F airplanes 
was $120,962. 

8. Costs and expenses charged to this contract as shown by the contractor's 
records through July 31, 1955, subject to final audit upon completion of the 
contract, are Summarized as follows: 
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A. Material . 150. 62 
The foregoing sum includes all material used on the 
contract in whatever form acquired, except material 
relating to engineering costs which are inciuded under 
8F. The corporation’s records do not disclose only 
costs of raw material fabricated by the contractor. 
B. Direct labor costs 756, 490. 
The foregoing sum includes all direct labor, except 
direct engineering labor which is included under 8F. 
C. Overhead , 838, 905. 
Percentage of corporation total, 1.01. 
Ey ae: CNR r a So 299, 530. 49 
Percent of corporation total, 0.86. 
F. Engineering costs__________-_~_ : 3, 935, 122. 65 
Percent of corporation total, 1.28. 
Other costs charged to the contract re 1, 253, 424. 63 





20, 116, 624. 39 

In determining the percentage of certain charges, reported under C, D, and F 
above and H following, of the corporation total of such items, the amount 
charged to this contract was related to the total corporation costs of such items 
incurred during the fiscal years this cntract was in work, except that in the 
fiscal year ended September 30, 1955, costs through July 31, 1955, were used. 

E. Overtime charged against this contract amounted to $374,754.29. This 
sum is the estimated amount paid for time over 40 hours a week or 8 hours 
a day for direct manufacturing and engineering labor. It does not include 
overtime paid to employees whose salaries and wages are included in any 
classification of overhead. All overtime charges referred to herein are 
included principally in B and F above. 

G. Since this contract provided for the designing, development, and con- 
struction of an advanced type of airplane, there were certain development 
costs charged thereto. However, the company’s records do not provide a 
basis by which the amount of such development costs may be determined. 
All such costs would be included under “Engineering costs” in F above. 

H. Research costs are included in the costs of this contract, in part as 
direct items and in part as elements of overhead. The amounts included 
as direct items cannot be determined from the corporation’s records. The 
amounts included as a portion of administrative costs relate to research 
costs not covered by contracts and are estimated to amount to $110,131.11. 
This is 1.31 percent of the total research costs of the corporation not specifi- 
cally covered by contracts. 

I. The total dollar value of subcontracts applicable to this contract is 
$9,811,095.31. This sum includes the total dollar value of all procurement 
of material and services charged directly to this contract. Subcontracts in 
excess of $100,000 are itemized in schedule 1. 

9. The salary and bonus of every official of the corporation in excess of $20,000 
a year for the period from October 1, 1947, to September 30, 1955, is shown in 
exhibit A. It is estimated that $16,679.97 of such costs were charged to or 
claimed against this contract. This is 0.64 percent of the aggregate amount 
shown in exhibit A for the fiscal years during which this contract was in work. 

10. Stock rights have not been a part of the compensation of any official or 
employee of the corporation. 

11. No “selling expenses” have been charged to this contract. 

12. Contributions or dues paid to any trade organization of public informa- 
tional media and the itemization of each such expenditure, giving name of 
payee, is shown in exhibit B for the period from October 1, 1947, to July 31, 
1955. Expenses of this nature are included in costs reported under 8 C, D, 
and F and it is estimated that $2,598.17 has been charged to this contract. 
This is 0.86 percent of the aggregate amount shown in exhibit B for the period 
from October 1, 1952, to July 31, 1955, the period this contract was in work. 

13. Consultation or advisory fees paid to any person or organization have 
been interpreted by the corporation to refer to compensation for such services 
in connection with the design, development, or manufacture of the corpora- 
tion’s products. Accordingly, fees for other professional services, such as those 
of accountants, attorneys, and appraisers have not been reported. This con- 
tract has not been charged with any amount of the fees reported in exhibit C. 
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14. Traveling expenses charged to this contract are estimated to amount 
to $116,023.22. This sum includes those expenses charged directly to the con- 
tract, as well as estimated portion of such expense charged to this contract 
as an element of burden reported in response to questions 8 C, D, and F. 

The corporation’s accounting policy prohibits the charging of entertainment 
expenses directly or indirectly to Government contracts. 

15. The total profit to be claimed on this contract has not been determined. 
Based upon firm target price negotiations, it is presently estimated that the 
profit on the airplanes, spare parts, and other items on this contract, when 
completed, will amount to $2,602,944.17 before Federal income taxes. 

16. The profit per airplane to be claimed on this contract has not been deter- 
mined. Based upon firm target price negotiations, it is presently estimated 
that the profit per airplane to be claimed on this contract, when completed, 
will amount to $11,723 before Federal income taxes. 

17. Depreciation is generally charged against contracts as an element of 
burden, which is included in the sum reported in response to questions 8 ©, D, 
and F. It is estimated that $195,535.17 has been charged to this contract. 
This sum represents 1.44 percent of the total provision for depreciation made 
by the corporation during the period from October 1, 1952, to July 31, 1955, 
the period this contract was in work. 

(Answers to questions 18 to 32 will be found under contract AF33(038)9211.) 


ScHEDULE 1.—Subcontracts in excess of $100,000 








| 
Subcontractor Items | Amount 





Calor Corp., 1620 North Spring St., Los | Rack assemblies __- $135, 020. | 
Angeles 53, Calif. | 

Cleveland Pneumatic Tool Co., care of Air- | Landing gears_-- 204, 885. ( 
supply Co., 9815 Wilshire Blvd., Beverly |_....do__.-..--...-.-._.--- 108, 625. | 
Hills, Calif. Saas aera — c ; 105, 875. | 

| 1 mS é 215, 062. 5 

Cole Electric Co., care of The Earl S. Con- Re 3 114, 845 
don Co., 3460 Wilshire Blvd., Los Angeles, 
Calif. 

John Oster Manufacturing Co., 1 Main St., | Electrical actuators. ._...______- nat 104, 668 
Racine, Wis. | 

Seeger Refrigerator Co., 225 West Morgan | Empennage sections_.................-.-..-- 
Ave., Evansville 7, Ind. 





ScHEDULE 2.—Oontract summary 


Section A.—Funds obligated under letter contract, amendments to contract, and 
definitive contract 





| : 
Document Date } Scope Obligated fund 


Se i oh ee i oiehialiledt atta ———}—— 


Letter contract. . | Aug. 26,1952 | Obligation of funds for 157 model F-86F airplanes, | 
spare parts, technical data, special tools and | 
ground handling equipment, mobile training 
| units, training parts and droppable wing tanks. 
Amendment No. 1 to | Nov. 28,1952 | Obligation of funds for modification of 3 Govern- 
letter contract ment-owned F-86A mobile training units to 
| |  F-86F configuration. 
Amendment No. 2to | Jan. 21,1953 | Assignment of obligated funds in the amount of 
letter contract. $1,692,422 for spare parts 
Definitive contract..... Mar, 4, 1953 | Deobligation of funds resulting from supersession (8, 969, 006 
of letter contract. 
Obligation of funds for- 
157 model F-86F airplanes ___- : 17, 477,7 
Spare parts ‘ ate tbicak 1, 692, 422 
Special] tools and ground handling equip- 
ment - 462, lob 
Technical data - : E 69, 906. 
Training parts---- enid — 200, G00 
Engineering changes : : 246, 472 
Mobile training units 664, 500 
| Modification of 3 F-86A mobile training units 395, O00. 
{ to F-86F configuration. 


\ — ; 
Total obligatedf unds, sec. A (represented by definitive contract) __-.-_---_-- ---| 21, 208, 2 
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Section B.—Funds obligated under change orders and supplemental agreements 
to definitive contract 





Document | Date Scope Obligated funds 


hange order No. 2..._| June 15,1953 | Obligation of funds for 
Engineering changes _- . $320, 000. 
Mobile training units __- é “ 4, 131. 
(See also see. C.) 
I atte r contract, desig- | June 26,1953 | Obligation of funds for design study, prototype 306, 500. 
nated supplemental installation and flight tests of extended wing 
greement No. 3. leading edges. 
iT ppleme sntal agree- | Oct. 9,1953 | Deobligation of funds resulting from supersession 
ment No. 3. | of letter contract. 
| Obligation of funds for prototype installation of 339, 774 
integral fuel type leading edge. 
Letter contract, desig- | Aug. 10,1953 | Obligation of funds for modification of 2 F-86F l 
nated supplemental airplanes. 
igreement No. 5. 
hange order No. 6-_.| Aug. 13, 1953 Desetention of ein for mobile training units- 
(See also sec. 
etter contract, desig- | 2 . 25,1953 | Obligation of ott for modification of 2 F-861 
nated supplemental | airph: ines, 


agreement No. 7. 
ipple mental agree- | May 25,1954 | Deobligation of funds resulting from supersession 
ment No. 7. of letter contract. 

Obligation of funds for prototype installation of , 749, 596. Of 
rocket launchers on 2 F-86F airplanes. 
Letter contract, desig- | Jan. 13,1954 | Obligation of funds for 2 F-86F mobile training 664, 500. 
nated supplemental | units, 
wgreement No. 10. | 
Supplemental agree- | Sept. 17,1954 | Deobligation of funds resulting from supersession 
ment No. 10. of letter contract. 
| Obligation of funds for 2 F-86F mobile training 138, 706 
units. 
rmination supple- | July 23,1954 | Deobligation of funds for special tools and ground 
ental agreement handling equipment. 
No. 14. (See also sec. C.) 
Change order No. 20..; May 19, 1954 | Deobligation of funds for training parts, tools and 
| equipment 
Supplemental agree- | Sept. 3, 1954 | Based on interim price revision: 
ment No. 21. Deobligation of funds resulting from super- 172, 000. 0 
session of letter contract, designated sup- 
plemental agreement No. 5 
Deobligation of funds for mobile training 177, 493 
units. 
Obligation of funds for— 
Airplanes J niet , 013, 323 
Technical data 74, 106. 
Prototype integral fuel ty pe leading e dge 4, 801. 
Prototype rocket launcher _- 523, 085. 
Modification installation of rocket motors 808, 512. 
| | in 2 F-86F airplanes. 
“upplemental agree- | Sept. 14,1954 | Obligation of funds for modification of 1 F-86F 374, 469. 
ment No. 22. | airplane. 
Change order No, 23__' June 16, 1954 | Deobligation of funds for special tools and ground 
handling equipment. 


Suppleme ntal agree- | Dec. 8, 1954 | Deobligation of funds for engineering changes 
ment No. 


306, 500, 


72, 000. 


266, 168. 


, 472, 000. 


472, 000. 00) 


664, 500. 


(1, 505. 3: 


200, 000. 


(300, 000. 


Obligation of funds for technical training trans- 
parencies. 
Incorporation of “Disputes” and “Nondiscrim- 
ination in employment”’ clauses. 
snge order No. 33 Dec. 22,1954 | Deobligation of funds for mobile training units 
upplemental agree- | Feb. 15,1955 | Deobligation of funds for special tools and ground 
ment No. 37. ing equipment. 
(See also see. C.) 
Total obligated funds, sec. B (represented by changes to definitive contract) - 


(15, 972. 0 
(74, 887. 5 


5, 114, 477. 12 


Total obligated funds, secs. A and B 26, 322, 744. 12 
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Section ©, Part I.—Definitive contract changes involving assignment of obligated 
funds 


| Assignment cf 
| obligated fund 


Document ate Scope 


| Assignment of obligated funds for— | 

Change order No. 2- June 15, 1953 Mobile training units___- $399, 131. 00 
Change order No. 6 Aug. 13, 1953 | do. 398, 322. 00 
Change order No. 11 Mar. 1, 1954 Special tools and ground handling equipment-| 88 624. 10 
Change order No. 13 Mar. 18, 1954 ae el | (305. 00 
Termination supple- | July 23, 1954 Ree” “ee ‘ 19, 307. 33 

mental agreement | 

No. 14. } 
Change order No, 15 Apr. 14, 1954 | Spare parts ee en 829, 778. = 
Change order No. 18__| May 14, 1954 _ 208, 301. : 
Change order No. May 18, 1954 Special tools and ground handling equipment. (21, 853. 31 
Change order No. ‘ June 28, 1954 | Spare parts-.-..- 299, 913. 87 
Change order No. 2: July 29. 1954 Oencs 25, 718. ¢ 
Change order No. 26 Aug. 5, 1954 | Engineering changes , ane = 19, 801. 
Change order No. 28 _| Sept. 3, 1954 | Spare parts-.- - 13, 795 
Change order No. 29__| Sept. 21, 1954 | Engineering changes 149, 810. 
Change order No. ; Oct. 21, 1954 | sees HERS . . a . 52, 096. 
Change order No. ; | Dec. 22, 1954 | | ie - ‘ peed (5, 646. 
Change order No. 35 Jan. 14, 1955 Sa ee eee Las on 81, 597. 
Change order No. 36__| Jan. 14, 1955 \ ee 7 : 3 3, 027. 
Supplemental agree- | Feb. 15, 1955 Engineering changes. - - ie 1, 726 

ment No. 37. | 
ae agree- | Mar, 21, 1955 fo Moatrasueccades P a 74, 406 

ment No. | 
Supplement: < agree- | Apr. 18, 1955 | ‘ : : seem oon 17, 621. 00 

ment No. 40. | 





SecTION C, Part II.—Letter and definitive contract changes not involving 
changes in obligated funds 





| Assignment of 
obligated fund 


Document ate Scope 


Change order No. 1__.| June : 953 | Canceled _. 

Amendment No. 1 to | July 27,1953 | To provide for certain administrative changes 
letter contract des- and for use of Government facilities. 
signated supple- 
a = 11 agreement 


Cc ~ = = ‘order No. 4 y 27,1953 | Miscellaneous engineering and _ specification 

| changes. 

Amendment No. 1 to *t. 20,1953 | Incorporation of certain contract clauses concern- 
letter contr: act desig- ing quality control and drawings or specifica- 
nated supplementa! tion changes. 
agreeme nt No. 5. 

Change order No. 8 yet. 14,1953 | To provide for preconcurrent delivery of certain 

spare parts. 

Change order No. 9 Nov. 5, 195: Amendment of spare parts selection procedure 

Amendment No. 1 to Feb. 24, 19% Deletion of several contract clauses pertaining to 
letter contract desig- quality control and specifications. 
nated supplemental 
agreement No. 10. 

Change order No. Feb. 24,1954 | Furnish Air Force indoctrination team. 

Change order No. 16 Apr. 15, 1954 | Miscellaneous engineering changes 

Change order No. 17 July 22,1954 | Canceled. 

Change order No. ‘ Aug. 4,1954 | Miscellaneous engineering changes 

Change order No. ; Dec. 29, 1954 | Canceled___ cae 





ConTrRAcT AF33 (600) 293871—215 F-SGF ArRPLaANES 


» 


1. The following data are submitted in response to your letter No. 27 of 
August 12, 1955, requesting information regarding our undertaking to build 
for the Department of the Air Force the aircraft known as the F-86F. The 
F-S6F is a one-man fighter-bomber. This contract, the sixth in a series of co! 
tracts for F-86F airplanes, called for 215 airplanes, spare parts, special tools 
and ground-hauling equipment, trainers and support equipment, and other items 

As of July 31, 1955, no deliveries had been made. 

2. Contract No.: AF33 (600) 29371. 

3. Type of contract: Fixed price, with incentive-type price redeterminatio! 
provisions. 

4. Letter contract: Dated December 27, 1954. 
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Definitive contract: Approved June 27, 1955. 

. Date when authorized to proceed: December 27, 1954. 

. The total sales price for the airplanes, spare parts, and other items under 
the contract had not been agreed upon as of July 31, 1955. Funds obligated 
under this contract amounted to $42,620,979. Approximately $34,921,479 of 
the obligated funds had been allocated to the various items to be procured under 
this: contract. 

In fixed-price contracts with incentive-type price redetermination provi- 
sions, the original unit price stated is an amount for billing purposes and is 
usually the tentative average unit target price as well. At a later date, after 
accumulation of cost information, it is customary to negotiate a firm average 
unit target price, target cost, and target profit based on the airplane in a stated 
configuration as a basis for the application of the incentive-type price redeter- 
mination formula. At final price determination proceedings, the firm average 
unit target price is adjusted by application of the incentive formula. 

The tentative average unit target price for the 215 F-86F airplanes was 
$160,000. 

8. Costs and expenses charged to this contract as shown by the contractor’s 
records through July 31, 1955, subjects to final audit upon completion of the 
contract, are summarized as follows: 


ot | ae _ $1, 164, 568. 83 
The foregoing sum ine ludes all. mi ater rit 1 used on the 
contract in whatever form acquired, except material 
relating to engineering costs which are included under 
SF. The corporation’s records do not disclose only 
costs of raw material fabricated by the contractor. 
ivect Isper COs. Lo ee 1, 232, 054. 63 
The foregoing sum includes all direct labor, except 
direct engineering labor which is included under 8F. 
Overhead______ pei ae 5 vee , 686, 972. 63 
Percent of. corpor: ition tots ul, 1.37. 
Administrative costs___-- 
Percent of corporation total, 0.88. 
. Engineering costs_______ 
Percent of corporation total, 0.66. 
Other costs charged to the contract 


Total 5, 87 531.6 68 


In determining the percentage of certain charges, reported under C, D, and F 
above and H following, of the corporation total of such items, the amount 
charged to this contract was related to the total corporation costs of such 
items incurred during the fiscal years this contract was in work, except that in 
the fiscal year ended September 30, 1955, costs through July 31, 1955, were used. 

k. Overtime charged against this contract amounted to $174,546.21. This 
sum is the estimated amount paid for time over 40 hours a week or 8 hours 
a day for direct manufacturing and engineering labor. It does not include 
overtime paid to employees whose salaries and wages are included in any 
classification of overhead. All overtime charges referred to herein are in 
cluded principally in B and F above. 

G. Since this contract provided for the designing, development and con 
struction of an advanced type of airplane, there were certain development 
costs charged thereto. However, the company’s records do not provide a basis 
by which the amount of such development costs may be determined. All such 
costs would be included under engineering costs in F above. 

H. Research costs are included in the costs of this contract, in part as 
direct items and in part as elements of overhead. The amounts included 
as direct items cannot be determined from the corporation’s records. Th: 
amounts included as a portion of administrative costs relate to research 
costs not covered by contracts and are estimated to amount to $21,172.34. 
This is 0.82 percent of the total research costs of the corporation not spe 
cifically covered by contracts. 

The total dollar value of subcontracts applicable to this contract is 
$1,976,685.83. This sum includes the total dollar value of all procurement 
of material and services charged directly to this contract. Subeontracts in 
excess of $100,000 are itemized in schedule 1. 

The salary and bonus of every official of the corporation in excess of $20.- 
007 a year for the period from October 1, 1947, to September 30, 1955, is shown in 
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exhibit A. It is estimated that $4,496.07 of such costs were charged to or claimed 
against this contract. This is 0.45 percent of the aggregate amount shown in 
exhibit A for the fiscal years during which this contract was in work. 

10. Stock rights have not been a part of the compensation of any official or 
employee of the corporation. 

11. No selling expenses have been charged to this contract. 

12. Contributions or dues paid to any trade organization of public informa- 
tional media and the itemization of each such expenditure, giving name of payee, 
is Shown in exhibit B for the period from October 1, 1947, to July 31, 1955. Bx- 
penses of this nature are included in costs reported under 8 C, D, and F and it 
is estimated that $1,024.22 has been charged to this contract. ‘This is 1.01 per- 
cent of the aggregate amount shown in exhibit B for the period from October 1, 
1954, to July 31, 1955, the period this contract was in work. 

13. Consultation or advisory fees paid to any person or organization have 
been interpreted by the corporation to refer to compensation for such services 
in connection with the design, development or manufacture of the corporation’s 
products. Accordingly, fees for other professional services, such as those of 
accountants, attorneys, and appraisers have not been reported. This contract 
has not been charged with any amount of the fees reported in exhibit C. 

14. Traveling expenses charged to this contract are estimated to amount to 
$26,601.10. This sum includes those expenses charged directly to the contract, 
as Well as estimated portion of such expenses charged to this contract as an 
element of burden reported in response to questions 8C, D and F. 

The corporation's accounting policy prohibits the charging of entertainment 
expenses directly or indirectly to Government contracts. 

15. The total profit to be claimed on this contract has not been determined, 
as firm target price negotiations have not been initiated. 

16. The profit per airplane to be claimed on this contract has not been de- 
termined, as firm target price negotiations have not been initiated. 

17. Depreciation is generally charged against contracts as an element of 
burden, which is included in the sum reported in response to questions SC, D and 
I’. It is estimated that $63,227.47 has been charged to this contract. This sum 
represents 1.54 percent of the total provision for depreciation made by the 
corporation during the period from October 1, 1954, to July 31, 1955, the period 
this contract was in work. 

(Answers to questions 18 to 32 will be found under contract AF33 (038) 9211.) 


ScHEDULE 1.—Subcontracts in excess of $100,000 





Subcontractor | Items 


| Amount 





Airesearch Manufacturing Co., care of Air- 
supply Co., 9815 Wilshire Blvd., Beverly 
Hills, Calif. : 

The Cleveland Pneumatic Tool] Co., care of 134, 72 
Airsupply Co., 9815 Wilshire Blvd., : Rees be 102, 120.0 
Beverly Hills, Calif. a. oS Sgt OTF eres 102 120 

- w-++-=--- 303, 048 
048 

“--<00 -- , 836. 

Cole Electric Co., care of the Earl 8S. Condon 20 tte ay, R00 
Co., Suite 815, Tishman Bldg., 3460 Wil- 
shire Blvd., Los Angeles 5, Calif. 

Doak Aircraft Co., Inc., 22309 South Western 
Avenue, Torrance, Calif. 

Hammond Manufacturing Co., 3600 Foot- 
hil] Blvd., Pasadena, Calif. 


SaaS Se eee eee . $175, 805, 5 
Refrigeration turbines__- : ; 134, 576 


Landing gears___--- 


Canopy assemblies............-__-- To 239, 380. 75 


Engine dollies 


Hoover Electric Co., 2100 South Stoner 
Ave., Los Angeles 25, Calif. 
Monrovia aviation division, Carrier Corp., | 
700 Royal Oaks Dr., Monrovia, Calif. 
New York Airbrake Co., Watertown, N. Tid 
| 
| 





Ryan Aeronautical Co., 2701 Harbor Dr., 
San Diego, Calif. | 

Seeger Refrigerator Co., 225 West Morgan | 
Ave., Evansville, Ind. 

Servomechanisms, Inc., 12500 Aviation 
Blvd., Hawthorne, Calif. | 

United States Rubber Co., 5675 Anaheim | 


Telegraph Rd., Los Angeles 22, Calif. bs 


| 


Western Urn Manufacturing Co., 3815 South 
Main St., Los Angeles 37, Calif. 


Components for electrical actuators 

Housings for electrical actuators... 

Rack assemblies--...-------- 
oT See 

Hydraulic pumps. Ree 

Aft fuselage sections ___- 

— ae 

Empennage sections__- 

do_- 


Electronic armament rangingdevices-_ 


Fuel tank assemblies - -- 
..do-- 
..do 

do 


Seat assemblies _- 
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SCHEDULE 2.—Contract summary 





Document | Date Scope |Obligated funds 





Letter contract | Dec. 27,1954 | Obligation of funds for implementation of 365 | $5, 000, 000. 00 
F-86F airplanes. 

{mendment No.1 to | Feb. 8, 1955 | Obligation of funds for— 

etter contract. Airplanes and data_-_. cheewee | 3,307, 898.00 
Spare parts_.......-- ME TERI eR ee 9, 000, 000. 00 
Special tools and ground handling equipment 300, 000. 00 
June 27,1955 | Deobligation of funds resulting from supersession | (17, 607, 898. 00) 
| of letter contract. 
| Obligation of funds for— 
| 

| 

| 


nitive contract_--- 


215 model F-86F airplanes -_--- ee 34, 400, 000. 00 
Spare parts_.-_--- doceiawieaiad , 000, 000. 00 
Special tools and ground handling equipment 322, 500. 00 
Technical data and revisions anit 521, 479. 00 
Classroom trainers and support equipment 377, 000. 00 
Establishment of committed funds of $1,612,500 |......___- 
for engineering changes. } 
ge order No. 1_-- janusceve|' NOS OOH... Vie - 
ipplemental agree- | July 14,1955 | Establishment of committed funds of $127,500 for 
nt No. 2. special tools and ground handling equipment. 








rotal obligated funds (represented by definitive contract) _- Bk Ai Fee | 42, 620, 979. 00 





(RF-86F) 


1. The following data are submitted in response to your letter No. 27 of 
August 12, 1955, requesting information regarding our undertaking to build for 

» Department of the Air Force aircraft known as the RF-86F. 

No airplanes were constructed for the Government under this model number. 
The corporation furnished several modification kits, which the corporation un- 
derstands the Air Force may have used to modify F—-86F airplanes to an RF-86F 
configuration. 


Contract AF33(038)27681—175 F-S6H AIRPLANES AND NONFLYING STATIC 
ARTICLE 

1. The following data are submitted in response to your letter No. 27 of 
August 12, 1955, requesting information regarding our undertaking to build 
for the Department of the Air Force the aircraft known as the F-86H. The 
F-86H is a one-man jet fighter-bomber. This contract, the first in a series of 
contracts for F-S6H airplanes, called for 1 prototype, 174 airplanes, 1 static 
article, spare parts, special tools and ground handling equipment, training parts. 

nd other items. 

\s of July 31, 1955, substantial deliveries had been made and firm target price 
negotiations held. However, final price determination proceedings had not yet 
been conducted. 

Contract number: AF33 (038) 27681. 

». Type of contract: Fixed price, with incentive-type price redetermination 
provisions, 

+. Letter contract: dated May 29, 1951. Definitive contract: approved 
October 3, 1952. 

5. Date when authorized to proceed: May 29, 1951. 

6. The total sales price for the airplane, spare parts, and other items under 
the contract had not been agreed upon as of July 31, 1955. Funds obligated 
under this contract amounted to $104,291,289.22. Approximately $99,075,378.87 
of the obligated funds had been allocated to the various items to be procured 
under this contract. 

7. In fixed price contracts with incentive-type price redetermination provisions, 
the original unit price stated is an amount for billing purposes and is usually 
the tentative average unit target price as well. At a later date, after accumula- 
tion of cost information, it is customary to negotiate a firm average unit target 
price, target cost, and target profit based on the airplane in a stated configuration 
as a basis for the application of the incentive-type price redetermination formula. 
At final price determination proceedings, the firm average unit target price is 
udjusted by application of the incentive formula. 

The negotiated firm average unit target sales price for the statie article, the 

totype, and the 174 production airpianes was $460,396. 


74721—56———_11 
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8. Costs and expenses charged to this contract as shown by the contractor's 
records through July 31, 1955, subject to final audit upon completion of the 
contract, are Summarized as follows: 

(ee a ee ee $29, 239, 964. 68 
The foregoing sum ine ludes all material used on 
the contract in whatever form acquired, exc ept ma- 
terial relating to engineering costs which are in- 
cluded under 8F. The corporation’s records do not 
disclose only costs of raw material fabricated by 
the contractor. 
. Direct labor costs__ 15, 623, 357. 15 
The foregoing sum includes all direct labor, except 
direct engineering labor which is included under SF. 
. Overhead 20, 163, 439. | 
Percent of corporation total, 4.20. 
. Administrative costs___.___.______ 1, 049, 690. 8° 
Percent of corporation total, 2.63. 
. Engineering costs 16, 962, 821. 6 
Percent of corporation total, 4.44. 
Other costs charged to the contract 4, 938, 770. 74 


87, 978, 045. 04 


In determining the percentage of certain charges, reported under C, D, and F 
above, and H following, of the corporation total of such items, the amount 
charged to this contract was related to the total corporation costs of such items 
incurred during the fiscal years this contract was in work, except that in the 
fiscal year ended September 30, 1955, costs through July 31, 1955, were used. 

E. Overtime charged against this contract amounted to $3,353,196. 58. This 
sum is the estimated amount paid for time over 40 hours a week or 8 hours a 
day for direct manufacturing and engineering labor. It does not include 
overtime paid to employees whose salaries and wages are included in an) 
classification of overhead. All overtime charges referred to herein are in- 
cluded principally in B and F above. 

G. Since this contract provided for the designing, development, and con- 
struction of an advanced type of airplane, there were certain development 
costs charged thereto. However, the company’s records do not provide a basis 
by which the amount of such development costs may be determined. All such 
costs would be included under engineering costs in F above. 

H. Research costs are included in the costs of this contract, in part as direct 
items and in part as elements of overhead. The amounts included as direct 
items cannot be determined from the corporation’s records. The amounts in- 
cluded as a portion of administrative costs relate to research costs not cov- 
ered by contracts and are estimated to amount to $210,959.75. This is 2.21 
percent of the total research costs of the corporation not specifically covered 
by contracts. 

I. The total dollar value of subcontracts applicable to this contract is 
$34,830,011.77. This sum includes the total dollar value of all procurement 
of material and services charged directly to this contract. Subcontracts in 
excess of $100,000 are itemized in schedule 1. 

The salary and bonus of every official of the corporation in excess of $20,000 
a year for the period from October 1, 1947, to September 380, 1955, is shown in 
exhibit A. It is estimated that $95,996.25 of such costs were charged to or claimed 
against this contract. This is 3.08 percent of the aggregate amount shown in ex- 
hibit A for the fiscal years during which this contract was in work. 

10. Stock rights have not been a part of the compensation of any official or 
employee of the corporation. 

11. No selling expenses have been charged to this contract. 

12. Contributions or dues paid to any trade organization of public informa- 
tional media and the itemization of each such expenditure, giving name of payee, 
is shown in exhibit B for the period from October 1, 1947, to July 31, 1955. Ex 
penses of this nature are included in costs reported under 8 C, D, and F and it is 
estimated that $28,229.49 has been charged to this contract. This is 7.32 percent 
of the aggregate amount shown in exhibit B for the period from October 1, 1951, 
to July 31, 1955, the period this contract was in work. 
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13. Consultation or advisory fees paid to any person or organization have been 
interpreted by the corporation to refer to compensation for such services in 
connection with the design, development or manufacture of the corporation’s 
products. Accordingly, fees for other professional services, such as those of 
accountants, attorneys, and appraisers have not been reported. This contract 
has not been charged with any amount of the fees reported in exhibit C. 

14. Traveling expenses charged to this contract are estimated to amount 
to $643,465.54. This sum includes those expenses charged directly to the con- 
tract, as well as estimated portion of such expenses charged to this contract 
as an element of burden reported in response to questions 8 C, D and F. 

The corporation’s accounting policy prohibits the charging of entertainment 
expenses directly or indirectly to Government contracts. 

15. The total profit to be claimed on this contract has not been determined. 
Based upon firm target price negotiations, it is presently estimated that the 
profit to be claimed on the airplanes, spare parts and other items on this contract 
when completed will amount to $8,065,236.00 before Federal income taxes. 

16. The profit per airplane to be claimed on this contract has not been deter- 
mined. Based upon firm target price negotiations, it is presently estimated 
that the profit per airplane to be claimed on this contract when completed will 
amount to $37,153 before Federal income taxes. 

17. Depreciation is generally charged against contracts as an element of 
burden, which is included in the sum reported in response to questions 8 C, D 
and F. It is estimated that $564,418.60 has been charged to this contract. This 
sum represents 3.45 percent of the total provision for depreciation made by the 
corporation during the period from October 1, 1951, to July 31, 1955, the period 
this contract was in work. 

(Answers to questions 18 to 32 will be found under contract AF33 (038) 9211.) 


SCHEDULE 1.—Subcontracts in excess of $100,000 


Subcontractor Items Amount 


Air Products Co., Inglewood, Calif_. Pilot’s ejection seats ; $108, 616. 
Airesearch Manufacturing Co., care of Aero | Ammunition boosters Shae * 196, 540 
Engineering Co., Indianapolis, Ind. 
Aro Equipment Corp., Bryan, Ohio Regulators - 116 
Delco Products Division, General Motors | Landing gears Bee 1,013, 
Corp., Dayton, Ohio. 
Hamilton Standard Division, United Air- | Refrigeration units 
craft Corp., Windsor Locks, Conn. 
Do Laas Turbine assemblies and exchangers.-. 
Hammond Manufacturing Corp., Los | Cradle assemblies 
Angel S, Calif 


Hoover Electric Co., Los Angeles, Calif 


Do ree 
Houdaille-Hershey Corp., Detroit, Mich 
Walter Kidde & Co., Belleville, N. J 

Do : 

Do 
Mallory-Sharon Titanium Corp., Niles, 

Ohio. 
Murray Corp. of America, Detroit, Mich 
Pacific Airmotive Corp., Burbank, Calif 
Rem-Cru Titanium, Inc., Midland, Pa 

Do 
Seeger Refrigerator Co., Evansville, Ind 
Swedlow Plastics Co., Youngstown, Ohio 
Vickers, Inc., Detroit, Mich 

Do 
United States Rubber Co., Mishawaka, Ind 

Do. 

7 ae 

Be... 


Actuators 

ao =» 
Damper assemblies-__---- 
Compressors 
Air compressors 
Compressors 
Titanium sheet 


Wings, flaps, and ailerons 
Valve 


Titanium alloy sheets 
do 
Horizontal and vertical stabilizers 
Glass assemblies 
Pumps 
do 
Fuel tank assemblies 
do 
a 
do 
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SCHEDULE 2.—Contract summary 


Section A.—Funds obligated under letter contract, amendments to letter contract, 
and definitive contract 





Document 


Date 


Scope 


Obligated funds 





Letter contract-.....- 


Amendment No. 3 to 
letter contract. 
Amendment No. 4 to 
letter contract. 
Amendment No, 12 to 
letter contract. 
Definitive contract... 





May 29, 1951 
Sept. 7, 1951 
Oct. 15,1951 
Aug. 26, 1952 


Oct. 3, 1952 





Obligation of funds for engineering and tool de- 
sign, and 1 prototype F-86H airplane. 
Obligation of funds for 149 F-86H airplanes, etc_- 


Obligation of funds 
Obligation of funds, general 


Deobligation of funds resulting from supersession 
of letter contract. 
Obligation of funds for— 
1 prototype model F-86H airplane._...______- 
174 model F-86H airplanes 
1 static test article 
Flight test program 
Technical data 
Mockup 
Lewape ed wind tunnel program 
High-speed wind tunnel program-...._...___- 
Free spinning model 
Engine test pregom 
350 droppable fuel tanks 
Spare parts-_-..- 
Spec ial tools and ground handling equipment. 
Bg gle ee ee 
OTE COIS 6 oo wie nwnccnncccccceucces 


Total obligated funds, section A (represented by definitive contract) 


$2, 000, 000. 00 
29, 120, 000. 00 
5, 000. 00 

5, 000, 000. 00 
(36, 125, 000. 00) 


364, 345. 00 
63, 396, 030. 00 
364, 345. 00 

2, 091, 829. 00 
502, 091. 00 
283, 125. 00 
131, 159, 00 
211, 700. 00 
10, 862. 00 
270, 366. 90 
286, 300. 00 
15, 129, 757. 00 
1, 291, 484. 00 
500, 000. 00 
652, 265. 00 


85, 485, 658. 00 








Section B.—I’unds obligated under change orders and supplemental agreements 


to definitive contract 





Document 


Date 





Change order No, 2 

Change order No. 3-- 

Termination supple- 
mental agreement 
No. 4. 

Change order No, 5 

Termination supple- 
mental agreement 
No. 6. 

Change order No. 

Change order No. 

Change order No. 


14_- 

15 

22 

Change order No. 25-- 

Supplemental agree- 
ment No. 31 





Dee. 
Mar. 
Mar. 


3, 1952 
10, 1953 
31, 1953 


Mar. 
Jan. 


4, 1953 
7, 1954 


Jan. 
Jan. 
Mar. 


29, 1954 
25, 1954 


8, 1954 
26, 1955 


June 
Jan. 





27, 1954 | 


Scope 





Deobligation of funds for spare parts__-- 
Obligation of funds for training parts. : 
Deobligation of funds for droppable fuel tanks. 


Obligation of funds for engineering changes 
Deobligation of funds for spare parts-- - - _ - 


Obligation of funds for spare 
do 


Pparts_..- 


Deobligation of funds for special tools and ground | 


handling equipment. 
Deobligation of funds for spare parts __ -- 


| Based on revision of target prices: 


Deobligation of funds for— 
Engineering changes 
Low-speed wind tunnel program. 
High-speed wind tunnel pr ogram.. 
Droppable fuel tanks... 
Obligation of funds for— 
Airplanes 
Flight test program - - 
Technical data. 


Free spinning model. - - 
Engine test program. 


Total obligated funds, section B (represented by changes to definitive contract) 


Total obligated funds, 


sections A and B__-- 


Assignment of 
obligated funds 


($1, 985 000.0 
500, 000. 


1, 500, 000. 
1, 000, = 
(42, 58C 


OK 
mH 


(1, 244, 041. 63 


(1, 000, 000. 
(53, 454. 
(137, 764. 


(955 


16, 904, 976. 0 
2, 117, 539. 
117, 523. 01 
73, 322. 
3, 711. 
75, 026. 


18, 805, 631. 22 





Fr 104, 201, 289. 22 
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Section C, Part I.—Definitive contract changes involving assignment of 
obligated funds 





Document Scope Assignment of 
obligated funds 








Assignment of obligated funds for— 
Change order No. 7...-| June 22, 1953 Spare parts......--- $10, 277, 361. 39 
Change order No, 8..-| July 3, 1953 Training parts-.-.----- PRS A Pe 194; 952, 68 
Change order No, 11--} Oct. 13, 1953 Spare parts.......-..---------- eT ea 305, 976. 37 
Change order No, 13._| Nov. 4, 1953 Training parts (38, 402. 11) 
Change order No. 16..| Dec. 15, 1953 | Special tools and ground handling equipment. 379, 741. 15 
Change order No. .| Mar, 12, 1954 | Spare parts..-.-- 193, 091. 61 
Change order No. -| Apr. 7, 1954 Special tools and ground handling equipment. 278, 657. 38 
Change order No, 21_-| Apr. 8, 1954 EIN CUNNING glo Nignctbts tescAnenasted woth vididen ah 155, 525. 25 
Change order No. ._| May 20, 1954 Special tools and ground handling equipment. (369. 88) 
Change order No. 26__| July 16, 1954 do.... 11, 318, 31 
Change order No. Aug. 11, 1954 Training parts--.------ 24, 748. 51 
Change order No. 5 eee Spare parts_-..--- (49, 208. 16) 
Change order No, 2% Aug, 16,195 Engineering changes -. 1, 729. 00 
Change order No. Oct. , 1954 | Special tools and ground handling equipment. 116, 783. 64 
Change order No, 33__| Oct. , 19% Engineering changes 59, 908. 00 
Change order No. 34..| Oct. 22, 1954 | Spare parts___-- (180, 264. 00) 
Change order No. Nov. 4,195 Engineering ché¢ anges 716. 00 
Change order No. _| Jan. 10,1955 Training parts_ - 1, 445. 47 
Change order No. | Nov. 29,1954 Special tools and ground handling equipment. (10, 417. 18) 
387A. 
Change order No. 38 Dee. 23, 1954 Engineering changes 23, 991. 00 
Change order No. | Jan. 3,1955 Spare parts 468, 596. 07 
A 





39A. 
Change order No. | Feb. 28, 1955 " : 61, 957. 46 
39B. 


Supplemental agree- | Feb. 3, 1955 | Engineering changes 1, 583. 00 
ment No. 40. 

Supplemental agree- | Mar. 31,1955 | Be a ae 101, 793. 00 
ment No. 42. 

Supplemental agree- | Apr. 21, 1955 Special tools and ground handling equipment- (47, 362. 75) 
ment No. 43A. 

Supplemental agree- | June 6, 1955 | NT PT inci ecentetids encieednneenset 2, 969. 22 
ment No. 47A. 

Supplemental agree- STROM POE Uli cccnccscccnsevenasnusyesss~ | 9, 480. 44 
ment No. 48A. | 











Section C, Part II.—Letter and definitive contract changes not involving 
changes in obligated funds 





; 3 Assignment of 
Document Date scope obligated funds 








Amendment No. 1 to| July 25,1951 1-month extension Nil 
letter contract. 
Amendment No. 2to | Aug. 16,1951 | 2-month extension Nil 
letter contract. 
Amendment No. 5 to | Oct. 24,1951 Nil 
letter contract. 
Amendment No. 6 to | Dec. 7,1951 | 3- xte Nil 
letter contract. 
Amendment No.7 to | Feb. 1,1952 | Increase number of airplanes-_-_-.........--.--.---- Nil 
letter contract. 
Amendment No. 8 to | Mar. Qf 3-month extension Nil 
letter contract. 
Amendment No. 9 to | Mar. 11,1952 | Miscellaneous tooling design change and require- Nil 
letter contract. ment of performance data. 
Amendment No. 10to | May 28,1952 | Deletion of spare parts item, and inclusion of new Nil 
letter contract. spare parts requirement. 
Amendment No. 11to | June 25,1952 | 3-month extension Nil 
letter contract. 
Change order No. 1..-| Nov. 1,1951 | Incorporation of certain Government property Nil 
contract clauses. 
Change order No. 9.__| July 21,1953 | Miscellaneous specification changes Nil 
Change order No. 10..| Oct. 14,1953 | Provision for preconcurrent delivery of certain Nil 
spare parts. 
Change order No. 17__| Feb. 12,1956 | Amendment to spare parts selection procedure- -- Nil 
Change order No. 18..| Mar. 2, 1954 | Miscellaneous specification sacmnedil Nil 
Supplemental agree- | July 22,1954 | Canceled__- - Nil 
ment No, 23. 
Supplemental agree- | June 4, 1955 ce ey ee use tisicaxstiss3 Nil 
ment No. 30. 
Supplemental agree- | Feb. 14,1955 | Miscellaneous engineering c S_. Nil 
ment No, 41. 
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ConTRACT AFS33 (600) 22305—300 F-S6H AIRPLANES 


1. The following data are submitted in response to your letter No. 27 of August 
12, 1955, requesting information regarding our undertaking to build for the De- 
partment of the Air Force the aircraft hnown as the F-8S6H. The F-86H is a 
one-man jet fighter-bomber. This contract, the second in a series of contracts 
for F-86H airplanes, called for 300 airplanes, spare parts, special tools and ground 
handjing equipment, mobile training units, training parts, tools and equipment, 
and other items. 

As of July 31, 1955, substantial deliveries had been made and firm target 
price negotiations held. However, final price determination proceedings have 
not yet been conducted. 

2. Contract No. : AF33 (600) 22305. 

3. Type of contract: Fixed price, with incentive-type price redetermination 
provisions. 

4. Letter contract: Dated August 25, 1952. Definitive contract: Approved 
June 11, 1953. 

5. Date when authorized to proceed: August 25, 1952. 

6. The total sales price for the airplanes, spare parts, and other items under 
the contract had not been agreed upon as of July 31, 1955. Funds obligated 
under this contract amounted to $84,316,033.10. Approximately $76,733,675.26 of 
the obligated funds had been allocated to the various items to be procured under 
this contract. 

7. In fixed-price contracts with incentive-type price-redetermination provisions, 
the original unit price stated is an amount for billing purposes and is usually 
the tentative average unit target price as well. At a later date, after accumula- 
tion of cost information, it is customary to negotiate a firm average unit target 
price, target cost, and target profit based on the airplane in a stated configuration 
as a basis for the application of the incentive-type price redetermination formula. 
At final price determination proceedings, the firm average unit target price is 
adjusted by application of the incentive formula. 

The negotiated firm average unit target sales price for the 300 production 
airplanes was $210,726. 

8. Costs and expenses charged to this contract as shown by the contractor’s 
records through July 31, 1955, subject to final audit upon completion of the 
contract, are summarized as follows: 

A. Material $27, 131, 584. 17 


The foregoing sum includes all material used on 
the contract in whatever form acquired, except mate- 
rial relating to engineering costs which are included 
under 8 F. The corporation’s records do not disclose 
only costs of raw material fabricated by the contrac- 
tor. 
ee en a eee en ee: Oe 10, 710, 584. 08 
The foregoing sum includes all direct labor, except 
direct engineering labor which is included under 8 F. 
C. Overhead 12, 704, 575.5 
Percent of corporation: Total, 5.01. 
D. Administrative costs__________ LMCI Bi Ea eet ee 1, 496, 571. 8 
Percent of corporation total, 5.33. 
F. Engineering ¢ 2, 793, 336. 
Percent of corporation total, 1.23. 
Other costs charged to the contract 3, 578, 373. 





Total 58, 415, 026. 


In determining the percentage of certain charges, reported under C, D and F 
above and H following, of the corporation total of such items, the amount 
charged to this contract was related to the total corporation costs of such items 
incurred during the fiscal years this contract was in work, except that in the 
fiscal year ended September 30, 1955, costs through July 31, 1955, were used. 

BE. Overtime charged against this contract amounted to $801,729.67. This 
sum is the estimated amount paid for time over 40 hours a week or 8 hours 
a day for direct manufacturing and engineeririg labor. It does not include 
overtime paid to employees whose salaries and wages are included in any 
classification of overhead. All overtime charges referred to herein are 
included principally in B and F above. 
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G. Since this contract provided for the designing, development, and con- 
struction of an advanced type of airplane, there were certain development 
costs charged thereto. However, the company’s records do not provide a 
basis by which the amount of such development costs may be determined. 
All such costs would be included under “Engineering costs” in F above. 

H. Research costs are included in the costs of this contract, in part as 
direct items and in part as elements of overhead. The amounts included 
as direct items cannot be determined from the corporation’s records. The 
amounts included as a portion of administrative costs relate to research 
costs not covered by contracts and are estimated to amount to $219,152.58. 
This is 3.61 percent of the total research costs of the corporation not specifi- 
eally covered by contracts. 

I. The total dollar value of subcontracts applicable to this contract is 
$30,652,139.25. This sum includes the total dollar value of all procurement 
of material and services charged directly to this contract. Subcontracts 
in excess of $100,000 are itemized in schedule 1. 

9. The salary and bonus of every official of the corporation in excess of $20,000 
a year for the period from October 1, 1947, to September 30, 1955, is shown in 
Exhibit A. It is estimated that $52,061.96 of such costs were charged to or 
claimed against this contract. This is 2.76 percent of the aggregate amount 
shown in exhibit A for the fiscal years during which this contract was in work. 

10. Stock rights have not been a part of the compensation of any official or 
employee of the corporation. 

11. No selling expenses have been charged to this contract. 

12. Contributions or dues paid to any trade organization of public informa- 
tional media and the itemization of each such expenditure, giving name of payee, 
is shown in exhibit B for the period from October 1, 1947, to July 31, 1955. 
Expenses of this nature are included in costs reported under 8 C, D, and F 
and it is estimated that $9,661,59 has been charged to this contract. This is 
5.91 percent of the aggregate amount shown in exhibit B for the period from 
October 1, 1953, to July 31, 1955, the period this contract was in work. 

13. Consultation or advisory fees paid to any person or organization have been 
interpreted by the corporation to refer to compensation for such services in con- 
nection with the design, development, or manufacture of the corporation’s prod- 
ucts. Accordingly, fees for other professional services, such as those of account- 
ants, attorneys, and appraisers have not been reported. This contract has not 
been charged with any amount of the fees reported in exhibit C. 

14. Traveling expenses charged to this contract are estimated to amount to 
$193,270.47. This sum includes those expenses charged directly to the contract, 
as well as estimated portion of such expenses charged to this contract as an ele- 
ment of burden reported in response to questions 8C, D, and F. 

The corporation’s accounting policy prohibits the charging of entertainment 
expenses directly or indirectly to Government contracts. 

15. The total profit to be claimed on this contract has not been determined. 
Based upon firm target price negotiations, it is presently estimated that the 
profit to be claimed on the airplanes, spare parts, and other items on this con- 
tract, when compieted, will amount to $7,482,839 before Federal income taxes. 

16. The profit per airplane to be claimed on this contract has not been deter- 
mined. Based upon firm target price negotiations, it is presently estimated that 
the profit per airplane to be claimed on this contract, when completed, will 
amount to $20,092 before Federal income taxes. 

17. Depreciation is generally charged against contracts as an element of burden, 
which is included in the sum reported in response to questions SC, D, and F. It 
is estimated that $151,044.89 has been charged to this contract. This sum rep- 
resents 1.69 percent of the total provision for depreciation made by the corpora- 
tion during the period from October 1, 1953, to July 31, 1955, the period this con- 
tract was in work. 

(Answers to questions 18 to 32 will be found under contract AF33 (038) 9211.) 
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SCHEDULE 1.—Subcontracts in excess of $100,000 





Subcontractor Item Amount 





Air Products, Inglewood, Calif Pilot ejection seats $193, 678. 34 
ee rch Manufacturing Co., Indianapolis, | Actuators 157, 46 
n 
Airesearch Manufacturing Co., care of Aero 
Engineering, Inc., Indianapolis, Ind. 
Aro Equipment Corp., Bryan, Ohio AB A Bt A ELE ANE SALE TEE, 
Robert Brooks Co., Rockford, Ill_._.........| Fitting assemblies 
—_ Division of General Motors, Dayton, Landing gears 
hio. 
Bopened Manufacturing, Los Angeles, | Cradle assemblies 
ali 


5. 00 


alif. 
Hoover Electric Co., Los Angeles, Calif 


Houdaille-Hershey Corp., Detroit, Mich_... 
Walter Kidde & Co., Inc., Belleville, N. J__- 
H. W. Loud Machine Co., Glendale, Calif... 
Mallory Sharon Titanium, Niles, Ohio 


Multitek Co., Inglewood, Calif 
Pacific Airmotive Corp., Burbank, Calif___- 
Rem-Cru Titanium, Midland, es 


Republic Steel, Cleveland, Ohio__. t3 

Seeger Refrigerator Co., Evansv ille, Ind_- Vertics al stabilizer and rudder assemblies and 

parental stabilizer and elevator assem- 
es. 

Stewart Warner, Indianapolis, Ind- --_- -| Tailpipe assemblies 

Swedlow Plastics, Youngstown, Ohio Glass assemblies 

Tison Bros. Los Angeles, Calif_- ...-| Rear mount assemblies_...______- 

Titanium Metals Corp. New Y ork, N. Y__.-| Titanium sheet 

Transco Products, Los Angeles, Calif 2 PBS 

Twin Coach Airport Division, Buffalo, N. Y- 


United Aircraft, Hamilton division, W indsor | 
Locks, Conn. 


United States Rubber Co., fuel cell division, 
Mishawaka, Ind. 


Vickers, Inc., Detroit, Mich 


“Hiydeoulic aS BSS URE Aid es ba EL 4 ; ORO. 











SCHEDULE 2.—Contract summary 


Section A.—Funds obligated under letter contract, amendments to letter con- 
tract, and definitive contract 





Document Date Scope Obligated fund 





Letter contract. _.....| Aug. 25,1952 | Obligation offunds for 300 F-86H airplanes, spare | $30, 631, 180.0 
parts, data, special tools and ground handling 
| | equipment, mobile training unit, training parts, 
tools and equipment, and 600 droppable wing 
| tanks. 
Amendment No.1 to | Jan. 21,1953 | Assignment of obligated funds for spare parts in 
letter contract. the amount of $12,186,055. 
Definitive contract....| June 11,1953 | Deobligation of funds resulting from supersession | (30, 631, 180. 00 
of letter contract. 
Obligation of funds for— 
300 F-86H airplanes__- biccieabats _...--| 66, 150, 300 
Spare parts__ 12, 186, 055 
Special tools: and ground he andling. equipment. 1, 689, 600. U 
Technical data 201, 113. 00 
Engineering changes 4, 136, 454 
Mobile training units 416, 250 
Training parts, toolsand equipment. _-____-_-- 250, 000. | 








Total obligated funds, sec. A (represented by definitive contract) : 85, 029, 772 











343. 00) 
109. 04 


167. 22 
O86. 57 
808. 05 
367. 50 
342. 14 
782. 50) 
000. 01) 
820. 00 


424. 9 
O85. 54 
O15. 7 
016. 65 
791. 76 
800. 00 
428. 00 
980. 00 


300 > 
055. 00 
600. 00 
113. 00 
454. 00) 
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SecTION B.—Funds obligated under change orders and supplemental agreements 


to definitive contract 





Document 


Date 


Scope 


Obligated 
funds 





hange order No. 4.-.- 


Change order No. 5-.-- 
Change order No. 14.. 


Supplemental agree- 
ment No. 17. 
hange order No. 18__ 
Change order No, 22_- 


rermination supple- 
mental agreement 
No. 23. 

rermination supple- 
mental agreement 
No. 26, 

Supplemental agree- 
ment No. 

Sup \plemental agree- 
ment No. 31. 





Nov. 


Jan. 
May 
June 


Aug. 


Nov. 


Feb. 


Mar. 


Apr. 


17, 1953 


15, 1954 
19, 1954 
17, 1954 


9, 1954 
30, 1954 


28, 1955 


4, 1955 


8, 1955 
29, 1955 





Deobligation of funds for mobile training units 


Establishment of committed funds of $99,403 for 


engineering changes. 
(See also sec. C.) 


Deobligation of funds for special tools and ground 


handling equipment. 

Deobligation of funds for training parts, tools, 
and equipment. 

Obligation of funds for mobile training units 


Obligation of funds for spare parts 


Obligation of funds for special tools and ground 


handling equipment. 
Deobligation of funds for spare parts. - - - 


Obligation of funds for spare parts. ... 


Based on interim price revision: Obligation of | 


funds for technical data. 
Deobligation of funds for— 
Airplanes 
Mobile training units. - 


Total obligated funds, sec. B (represented by changes to definitive contract) 


Total obligated funds, secs. A and B 


($99, 403. 00) 


(600, 000. 00) 
(250, 000. 00) 
249, 002. 00 


185, 000. 00 
175, 000. 00 


(700. 20) 
(39, 152. 70) 


2, 000, 000. 00 
649, 463. 00 


(2, 932, 500. 00) 
(50, 448. 00) 


(713, 738. 90) 





Section C, Part I.—Definitive contract changes involving assignment of 





Document 


Date 





hange order No. 
hange order No. 6 
‘hange order No. 
‘hange order No. 
hange order No. 
‘hange order No. 
hange order No. 
‘hange order No. 
‘hange order No. 24A_ 
‘hange order No. 25A- 
Supplemental agree- 
ment No. 27. 
Supplemental agree- 
ment No. 29A 
supplemental agree- 
ment No, 29B. 
supplemental agree- 
ment No. 30A. 
Supplemental agree- 
ment No. 30B, 
Supplemental agree- 
ment No. 32. 
Supplemental agree- 
ment No. 33 


¢ 
( 
{ 
( 
( 
( 
( 
( 
{ 





Nov. 


Feb. 


Mar. 


May 


17, 1953 
26, 1954 
1, 1954 
7, 1954 


May ‘ 


Aug. 
Oct. 
Dec. 
Jan. 
Jan. 
Mar. 
Apr. 
July 
Apr. 
June 
May 


June 


17, 1955 
24, 1955 
31, 1955 
21, 1955 
15, 1955 
21, 1955 
20, 1955 

6, 1955 


15, 1955 





obligated funds 





Scope 





Assignment of obligated funds for 
Mobile training units _-_~_- 
Spare parts 
Special tools and g ground hi andling equipme nt 

.do-.- ‘ ; 
Sps are parts 
Special tools 
Spare parts 
Special tools and groun 
do-. 
Spare parts-._..- 
Engineering chs anges. 


idling equipment 


Spare parts.......... 


a ee eee 


Special tools and ground handling equipment 





a ~ng ate tees | 
ind ground handling equipment 


Assignment of 
obligated funds 


), 847. 

, 137. 

1.4: 23. 
, O89. 0: 
0, 692. 3: 
. 188. 35 

5, 588 


2, 947. 9 
, 232. § 
, 957 


, 026 


7, 710. 00 
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SEcTION ©, Part II.—Letter and definitive contract changes not involving changes 
in obligated funds 





obligated funds 


| 
| ssi ’ f 
Document Scope Assignment o! 








Change order No. 1. July 27,1953 | Incorporation of miscellaneous engineering Nil 
changes. 
Change order No. 2- t. . 1953 | Preconcurrent delivery of certain spare parts __--- Nil 
Change order No. 3.__.| Nov. 5,1953 | Amendment of spare parts selection procedure. Nil 
Change order No. 7_--| Feb. 24, 1954 | Provision of a team for pilot indoctrination pro- Nil 
gram. 
Change order No. 8...| Mar. 2,1954.| Incorporation of miscellaneous engineering 
| changes. 
Change order No July 22,1954 | Canceled--- 


Nil 
Nil 


| 
| 
Change order No _| Apr. 20,1954 | Decrease in committed funds of $49,403 for ea | Nil 


. | gineering changes. 
Change order No. 16_.| Jan. 17,1955 | Canceled Nil 





Contract AF33 (600) 25402—F-86K AIRPLANES 


1. The following data are submitted in response to your letter No. 57 of August 
17, 1955, requesting information regarding our undertaking to build for the 
Department of the Air Force the aircraft known as F—-86K. The F-86K is a 
one-man, all weather, jet interceptor, similar in most respects to the F-S86D. 
This contract calls for the modification of two Government-furnished F—S86D 
aircraft to the F-86K configuration, flight test programs, the construction of one 
F-—86K airplane for disassembly after checkout and delivery to FIAT, S. p. A., 
and the furnishing of various sets of assemblies, parts, and equipment items 
to FIAT, S. p. A. 

As of July 31, 1955, certain items had not yet been delivered, and the contract 
should not be considered complete. 

2. Contract number: AF33 (600) 25402. 

3. Type of contract : Fixed price, with price redetermination provisions calling 
for negotiation of costs and profits at completion of the contract, provided that 
the total of these two items may not exceed a stated ceiling price. 

4. Letter contract: Dated June 1, 1953. Definitive contract: Approved June 
28, 1954. 

5. Date when authorized to proceed: June 1, 1953. 

6. The total sales price had not been agreed upon as of July 31, 1955. The 
ceiling price for all articles under this contract amounted to $27,577,893. 

7. Unit sales prices will not be developed under this contract. 

8. Costs and expenses charged to this contract as shown by the contractor's 
records through July 31, 1955, subject to final audit upon completion of the 
contract, are summarized as follows: 


A. Material 527, 420. 49 
The foregoing sum includes all material used on the 
contract in whatever form acquired, except material 
relating to engineering costs which are included under 
8 F. The corporation’s records do not disclose only 
costs of raw material fabricated by the contractor. 
BD Si A OR sss dese iss eh ei Sr dn ae 679, 815. 5 
The foregoing sum includes all direct labor, except 
direct engineering labor which is included under 8 F. 
C. Overhead 707, 523. 
Percent of corporation total, 0.97. 
Oy a ois snscnencecteenaeenbabile 347, 117. 
Percent of corporation total, 0.99. 
Ce Re a ee ee eeraree 2, 942, 584. 
Percent of corporation total, 0.95. 
Other costs charged to the contract 352, 041. 8 





18, 556, 503. 
In determining the percentage of certain charges, reported under C, D, and F 
above and H following, of the corporation total of such items, the amount charged 
to this contract was related to the total corporation costs of such items incurred 
during the fiscal years this contract was in work, except that in the fiscal year 
ended September 30, 1955, costs through July 31, 1955, were used. 





ling 
that 


une 


The 


tor’s 
the 


0. 49 
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BH. Overtime charged against this contract amounted to $582,331.09. 
This sum is the estimated amount paid for time over 40 hours a week 
or 8 hours a day for direct manufacturing and engineering labor. It does 
not include overtime paid to employees whose salaries and wages are in- 
cluded in any classification of overhead. All overtime charges referred 
to herein are included principally in B and F above. 

G. Since this contract provided for the designing, development, and con- 
struction of an advanced type of airplane, there were certain development 
costs charged thereto, However, the company’s records do not provide a 
basis by which the amount of such development costs may be determined. 
All such costs would be included under engineering costs in F above. 

H. Research costs are included in the costs of this contract, in part as 
direct items and in part as elements of overhead. The amounts included 
as direct items cannot be determined from the corporation’s records. The 
amounts included as a portion of administrative costs relate to research 
costs not covered by contracts and are estimated to amount to $106,177.59. 
This is 1.27 percent of the total research costs of the corporation not spe- 
cifically covered by contracts. 

I. The total dollar value of subcontracts applicable to this contract is 
$9,016,689.10. This sum includes the total dollar value of all procurement 
of material and services charged directly to this contract. Subcontracts 
in excess of $100,000 are itemized in schedule 1. 

9. The salary and bonus of every official of the corporation in excess of 
$20,000 a year for the period from October 1, 1947, to September 30, 1955, is 
shown in exhibit A. It is estimated that $15,359.01 of such costs were charged 
to or claimed against this contract. This is 0.59 percent of the aggregate 
amount shown in exhibit A for the fiscal years during which this contract was 
in work. 

10. Stock rights have not been a part of the compensation of any official or 
employee of the corporation. 

11. No selling expenses have been charged to this contract. 

12. Contributions or dues paid to any trade organization of public informa- 
tional media and the itemization of each such expenditure, giving name of 
payee, is shown in exhibit B for the period from October 1, 1947, to July 31, 
1955. Expenses of this nature are included in costs reported under 8 C, D, and 
F and it is estimated that $2,882.69 has been charged to this contract. This is 
0.95 percent of the aggregate amount shown in exhibit B for the period from 
October 1, 1952, to July 31, 1955, the period this contract was in work. 

13. Consultation or advisory fees paid to any person or organization have 
been interpreted by the corporation to refer to compensation for such services 
in connection with the design, development, or manufacture of the corporation’s 
products. Accordingly, fees for other professional services, such as those of 
accountants, attorneys, and appraisers have not been reported. This contract 
has not been charged with any amount of the fees reported in exhibit C. 

14. Traveling expenses charged to this contract are estimated to amount to 
$78,772.48. This sum includes those expenses charged directly to the contract, 
as well as estimated portion of such expenses charged to this contract as an 
element of burden reported in response to questions 8 C, D, and F. 

The corporation’s accounting policy prohibits the charging of entertainment 
expenses directly or indirectly to Government contracts. 

15. The total profit to be claimed on this contract has not been determined, 
since final price redetermination occurs at completion of the contract. 

16. Unit prices will not be developed since completed airplanes are not called 
for under this contract. 

17. Depreciation is generally charged against contracts as an element of bur- 
den, which is included in the sum reported in response to questions 8 C, D, 
and F. It is estimated that $177,408.64 has been charged to this contract. This 
sum represents 1.30 percent of the total provision for depreciation made by the 
corporation during the period from October 1, 1952, to July 31, 1955, the period 
this contract was in work. 

(Answers to questions 18 to 32 will be found under contract AF33 (038) 9211.) 
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ScHEDULE 1.—Subcontracts in excess of $100,000 





Subcontractor Items Amount 





Collins Radio Co., 2700 W. Olive Ave., Bur- 
bank, Calif. 

Lear, Inc., 110 Ionia Ave., Grand Rapids, 
Mich. 


$117, 187. 95 


393, 889. 
308, 107. 





SCHEDULE 2.—Contract summary 


Secrion A.—Funds obligated under letter contract, amendments to letter contract, 
and definitive contract 





Document 


Date 


Scope 


Obligated funds 





Letter contract 


Amendment No. 2 to 
letter contract. 
Definitive contract - -- 





June 1, 1953 


July 9, 1953 
June 28, 1954 





Obligation of funds for the modification of 2 Gov- 
ernment-furnished F-86D airplanes; design, 
fabrication, and testing of gunfire test nose 
section; F-86 airframe assemblies and parts. 

Deobligation of funds, general 


Deobligation of funds resulting from supersession 
of letter contract. 
Obligation of funds for— 
Modify 2 Government-furnished F-86D air- 
planes. 
Flight-test program 
Spare parts 


Special tools and ground handling equipment. 


Gunfire test nose section program 
1 F-86K airplane, disassembled and crated 
for shipping including 1 set of assembly 
tooling and manufacturing aids. 
3 ship sets of structural major assemblies 
6 sets of structural subassemblies - -- : 
50 ship sets of airframe detail parts 
54 ship sets of equipment: 
Normal contractor furnished 
Normal Government furnished 
MG-4 fire-control system 
54 ship sets of airplane hardware 
Ceiling price in excess of invoice value for the 
foregoing items. 
Establishment of committed funds of 500,000 for 
engineering changes. 


Total obligated funds, sec. A (represented by definitive contract) 


$27, 600, 000. 00 


(200, 000. 00) 
(27, 400, 000. 00) 


2, 718, 778. 00 


1, 361, 116. 00 
135, 000. 00 
25, 000. 00 
436, 280. 00 
5, 445, 781. 00 


525, 675. 00 
771, 900. 00 
4, 016, 650, 00 


3, 027, 780. 00 
2, 604, 528. 00 
4, 600, 368. 00 

100, 062. 00 
1, 791, 082. 00 
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SecTION B.—Funds obligated under change orders and supplemental agreements 
to definitive contract 





| 





: “ 
Document | Date Scope |Obligated funds 
| 


Change order No.1...) June 23, 1954 | Obligation of funds for spare parts___. $125, 000. ¢ 
Change order No. 4...| Oct. 8, 1954 | Obligation offunds for repair of YF-86K airplane_| 2, 254. 
Change order No. 5...| Oct. 22,1954 | Obligation of funds for installation of afterburner | 1, 930. 
overheat detection and automatic shutoff 
svstems. 
Change order No. 6...| Nov. 2,1954 | Obligation offunds for alteration ofsurface control 44, 269. 
svstem to provide a variable slope fuel type. 
Nov. 4,1954 Obligation of funds for change of fins to Stuka- 192. 
| tvpe fins on 120-gallon underwing fuel tanks. | 


Change order No. 7. -- 
Change order No. Nov. 4,1954 | Obligation of funds for installation of an auto- 3, 200. 
matic release lap belt on pilot’s ejection seat. 
Deobligation of funds for change in design of (99. 
booster pumps. 
Change order No. Nov. 15,1954 | Obligation of funds for— 
Install linemounted fuel pump in lieu of tank , 706. 
mounted fuel pump. 
Install a hydraulic accumulator dump valve_} , 228 
Deobligation of funds for— 
Delete afterbruner overheat detector system __| (1, 410. 
Change from a metal to a fabric tailpipe cover 3, 792 
Change order No. 10_. . 2,1954 | Obligation of funds for— 
Delete destructor switch. - -__- } 31 
Change in control-stick grip..__.._______- 114. 


Change order No. 13..| Dec. 20,1954 | Obligation of funds for— 
Install radar indicator recording camera. -----| 960. 00 
Install J47-33 engine in lieu of J47-17 engine_- 3, 175. 00 
Supplemental agree- | Mar. 17,1955 | Deobligation of funds for deletion of special tools (25, 000. 00) 
ment No. 15. and ground handling equipment. 
Supplemental agree- | Mar. 31,1955 | Obligation of funds for— 
ment No. 16, Change in pilot’s shoulder harness 35. 00 
: Reinforce the wing bolting bar___-- 2, 820. 00 
Deobligation of funds for change in sy nehronizer | (131, 807. 00) 
| for MG-—4 fire-control system. | 
| Adjustment of ceiling price for the foregoing items_| (6, 913. 00 








Total obligated funds, sec. B (represented by changes to definitive contract) - -- 17, 893. 00 
Total obligated funds, secs. A and B ane cash | 27,57 7, 893. 00 





Section C, Part I.—Definitive contract changes involving assignment of 
obligated hdvanes 





Document Date Scope Assignment of 


| obligated funds 





Assignment of obligated funds for— 
Spare parts___._-- 4 $179, 664. 36 
Normal contractor furnished equipment 2, 979, 519. 85 
Normal Government furnished equipment. .-- 1, 743, 020. 64 
Spare parts... me aaa a ane 2 15, 625. 81 
ke Spd - al 1, 213. 68 


Change order No. 2...} Aug. 13, 1954 
Change order No. 11.-| Dee. 1, 1954 


Change order No. 14_-| Jan. 13, 1954 
Change order No. 144A.) May 11, 1955 





& 
bs 
| 
‘| 





Section C, Part I1.—Definitive contract changes not peernren chimpee 4 in 
obligated funds 





Assignment of 
obligated funds 


Document Date | Scope 








Amendment No. 1 to | June 19,1953 | Amendment or clarification of certain items_-_-_-_- Nil 
letter contract. 
Amendment No. 3 to | Oct. 9,1953 | Addition of paragraph of intent of the contractor Nil 
letter contract. | |  tosubcontract a portion of the work to Hughes 
Tool Co. (Hughes Aircraft Co. division). | 
Change order No. 3__.| Sep. 13, 1954 | ee specification and engineering Nil 
} changes. 
Change order No. 12..| Dec. 13,1954 | Clarification of use of equipment called for under | Nil 
| MG-4 fire-control system item. 
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Contract AF33 (600) 26479—120 F-S86K AIRPLANES 


1. The following data are submitted in response to your letter No. 57 of August 
17, 1955, requesting information regarding our undertaking to build for the 
Department of the Air Force the aircraft known as the F-86K. The F-86K 
is a one-man, all-weather, jet interceptor. This contract calls for 120 airplanes, 
spare parts, special tools and ground handling equipment, and other items. 

As of July 31, 1955, substantial deliveries had been made and firm target price 
negotiations had been held. However, final price determination proceedings 
have not yet been conducted. 

2. Contract number: AF33 (600) 26479. 

3. Type of contract: Fixed price, with incentive-type price-redetermination 
provisions. 

4, Letter contract: Dated December 1, 1953. Definitive contract: approved 
June 30, 1954. 

5. Date when authorized to proceed : December 1, 1953. 

6. The total sales prices for the airplanes, spare parts, and other items under 

the contract had not been agreed upon as of July 31, 1955. Funds obligated 
under this contract amounted to $54,528,647. Approximately $48,069,159.51 of 
the obligated funds had been allocated to the various items to be procured under 
this contract. 
7. In fixed-price contracts with incentive-type price-redetermination pro- 
visions, the original unit price stated is an amount for billing purposes and is 
usually the tentative average unit target price as well. At a later date, after 
accumulation of cost information, it is customary to negotiate a firm average 
unit target price, target cost, and target profit based on the airplane in a stated 
configuration as a basis for the application of the incentive-type price-redeter- 
mination formula. At final price-determination proceedings, the firm average 
unit target price is adjusted by application of the incentive formula. 

The negotiated firm average unit target sales price for the 120 F—-S86K airplanes 
was $294,860. 

8. Costs and expenses charged to this contract as shown by the contractor's 
records through July 31, 1955, subject to final audit upon completion of the con- 
tract, are summarized as follows: 


A. Material $12, 402, 954. 67 
The foregoing sum includes all material used on 
the contract in whatever form acquired, except ma- 
terial relating to engineering costs which are in- 
cluded under 8F. The corporation's records do not 
disclose only costs of raw material fabricated by 
the contractor. 
Be UI I nse seaiscstosersenied cocaine ni 5, 560, 184. 
The foregoing sum includes all direct labor, except 
direct engineering labor which is included under SF. 
C. Overhead 7, 404, 517. 97 
Percent of corporation total, 2.92. 
D. Administrative costs _____-- i ee ae 848, 327. 
Percent of corporation total, 3.02. 
F. Engineering costs 4, 067, 868. T7 
Percent of corporation total, 1.80. 
Other costs charged to the contract 1, 535, 894. 
Total 31, 819, 747. 49 
In determining the percentage of certain charges, reported under C, D, and 
F above and H following, of the corporation total of such items, the amount 
charged to this contract was related to the total corporation costs of such 
items incurred during the fiscal years this contract was in work, except that in 
the fiscal year ended September 30, 1955, costs through July 31, 1955, were used. 
E. Overtime charged against this contract amounted to $896,941.43. This 
sun is the estimated amount paid for time over 40 hours a week or 8 hours 
a day for direct manufacturing and engineering labor. It does not include 
overtime paid to employees whose salaries and wages are included in any 
classification of overhead. All overtime charges referred to herein are 
included principally in B and F above. 
G. Since this contract provided for the designing, development and co! 
struction of an advanced type of airplane, there were certain development 
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costs charged thereto. However, the company’s records do not provide a 
basis by which the amount of srch development costs may be determined. 
All such costs would be included under “Engineering costs” in F above. 

H. Research costs are included in the costs of this contract, in part as 
direct items and in part as elements of overhead. The amounts included 
as direct items cannot be determined from the corporation’s records. The 
amounts included as a portion of administrative costs relate to research 
costs not covered by contracts and are estimated to amount to $140,944.74. 
This is 2.52 percent of the total research costs of the corporation not spe- 
cifically covered by contracts. 

I. The total dollar value of subcontracts applicable to this contract is 
$14,613,061.65. This sum includes the total dollar value of all procurement 
of material and services charged directly to this contract. Subeontracts in 
excess of $100,000 are itemized in schedule 1. 

9. The salary and bonus of every official of the corporation in excess of 
$20,000 a year for the period from October 1, 1947, to September 30, 1955, is 
shown in exhibit A. It is estimated that $23,752.14, of such costs were charged 
to or claimed against this contract. This is 1.26 percent of the aggregate amount 
shown in exhibit A for the fiscal years during which this conttract was in work. 

10. Stock rights have not been a part of the compensation of any official or 
employee of the corporation. 

11. No selling expenses have been charged to this contract. 

12. Contributions or dues paid to any trade organization of public informa- 
tional media and the intemization of each such expenditure, giving name of 
payee, is shown in exhibit B for the period from October 1, 1947, to July 31, 
1955. Iixpenses of this nature are included in costs reported under 8 C, D, and 
I’ and it is estimated that $4,695.94 has been charged to this contract. This is 
2.87 percent of the aggregate amount shown in exhibit B for the period from 
October 1, 1953, to July 31, 1955, the period this contract was in work. 

13. Consultation or advisory fees paid to any person or organization have 
been interpreted by the corporation to refer to compensation for such services 
in connection with the design, development or manufacture of the corporation’s 
products. Accordingly, fees for other professional services, such as those of 
accountants, attorneys, and appraisers have not been reported. This contract 
has not been charged with any amount of the fees reported in exhibit C. 

14. Traveling expenses charged to this contract are estimated to amount to 
$110,779.67. This sum includes those expenses charged directly to the contract, 
as well as estimated portion of such expenses charged to this contract as an 
element of burden reported in response to questions 8 C, D, and F. 

The corporation’s accounting policy prohibits the charging of entertain- 
ment expenses directly or indirectly to Government contracts. 

15. The total profit to be claimed on this contract has not been determined. 
3ased upon firm target price negotiations, it is presently estimated that the 
profit to be claimed on the airplanes, spare parts and other items on this con- 
tract, when completed, will amount to $3,523,382 before Federal income taxes. 

16. The profit per airplane to be claimed on this contract has not been de- 
termined. Based upon firm target price negotiations, it is presently estimated 
that the profit per airplane to be claimed on this contract, when completed, will 
amount to $24,846 before Federal income taxes. 

17. Depreciation is generally charged against contracts as an element of 
burden, which is included in the sum reported in response to questions 8 GC, 
D and F. It is estimated that $292,653.45 has been charged to this contract. 
This sum represents 3.27 percent of the total provision for depreciation made 
by the corporation during the period from October 1, 1953, to July 31, 1955, 
the period this contract was in work. 

(Answers to questions 18 to 32 will be found under contract AF33 (038) 9211.) 


SCHEDULE 1.—Subcontracts in excess of $100,000 


Subcontractor Item Amount 


Cleveland Pneumatic Tool Co., care of | Landing gears 
\irsupply Co., 9815 Wilshire Blvd., do 
Beverly Hills, Calif do 

Vickers, Ine., 2160 East Imperial Highway, | Hydraulic pumps 
El Segundo, Calif. 


$165, 600 
165, 699 
156, 969 


1*8, 650 
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SCHEDULE 2.—Contract summary 


Section A.—Funds obligated under letter contract, amendments to letter contraci 


and definitive contract 





Document 


Date Scope 


Obligated funds 





Letter contract... --.-- 


Amendment No. 2 to 
letter contract. 
Definitive contract... 





Dec. 1,1953 | Obligation of funds for— 

I I 5 oct cine nc cmreninsbatinann ee 
Spare parts_- 
Special tools and ground handling equipment. 
Engineering data___- ; 
Training parts, tools and equipment. 

Obligation of funds for spare parts 


Apr. 27,1953 
June 30,1954 | Deobligation of funds resulting from supersession 
of letter contract. 
Obligation of funds for— 
120 model F-86K airplanes 
Spare parts 
Special tools and ground handling equipment 
Technical data 
Classroom training unit, special tools and 
equipment. 
Established committed funds of $2,010,960 for engi- 
neering changes. 





Total obligated funds, sec. A (represented by definitive contract) 





$38, 041, 560. 00 
1, 800, 000. Ou 
1, 244, 280, 
614, 375 
464, 040. ( 
6, 895, 320. 


(49, 059, 575, 


38, 041, 560. 
8, 695, 320. 
1, 244, 280. 

614, 375 
464, 040 


49, 059, 575. 0 





SecTIon B.—Funds obligated under change orders and supplemental agreements 


to definitive contract 





Document 


Date Scope 





Letter contract desig- 
nated supplemental 
agreement No. 1. 

Supplement agree- 
ment No. 1 


Change order No. 2. -- 


Change order No. 3_-- 


Change order No. 5. -- 


nes . agree- 
ment No. 7 


Supplemental agree- 
ment No. 8. 
Not received 





Obligated 
funds 





| 
June 10,1954 | Obligation of funds for 2 F-86K mobile training 


units. 


13, 1954 


Oct. Deobligation of funds resulting from supersession 
of letter contract designated supplemental 
agreement No. 1. 

| Obligation of funds for 2 mobile training units--_- 
Obligation of funds for— 

ES Ses ee he ae ee eee : 
Classroom training unit, special tools and 
equipment. 

2, 1954 | Obligation of funds for classroom training equip- 
ment. 

Revision of delivery schedule 

Deobligation of funds for spare parts_- 

Obligation of funds for spare parts____--- i 

Obligation of funds for reports of tests and test- 
ing of flight simulator. 

Incorporation of new ‘disputes’ and ‘‘nondis- 
crimination” contract clauses. 

Obligation of funds for special tools and ground 
handling equipment. 

Effect of target negotiations of July 6, 7, and 8, 
1955—proposal 7754 for which change order has 
not been received. 

Deobligation of funds for— 

a in atthe 2 ah a abeNtabis nny nimble 
Mobile training units... S. 
Classroom training equipment : 
| Obligation of funds for technical data........._.__. 
(See also sec. C.) 





June 30, 1954 


. 23, 1954 
11, 1955 


. 29,1955 





Total obligated funds, sec. B (represented by changes to definitive contract)........-- 


Total obligated funds, secs. A and B 





$720, 000. 


(720, 000 


000 
, 000 
, 679 


1, 481, 000. 00 


(2, 658, 360. 
(123, 597. 
(338, 325. 

42, 641. 0 


5, 469, 072 


528, 647 


54, 








8.0) 


0. OO 
‘USL! 


6. OO 
0. 00 


0. 00 


9. 00 





AIRCRAFT PRODUCTION COSTS AND PROFITS 


obligated funds 


1463 


Section C, Part I.—Definitive contract changes involving assignment of 





Document 


Scope 





Supplemental agree- 
ment No. 10. 

Supplemental agree- 
ment No. 10A. 

Supplemental agree- 
ment No. 11. 

Supplemental agree- 
ment No. 11A 

Supplemental agree- 
ment No. 12. 


Apr. 12,1955 
May 12, 1955 
Apr. 12, 1955 
June 21, 1955 
May 24, 1955 


Assignment of obligated funds for— | 
0 SESE i ie ee Se } 


Special tools and ground handling equipment. 


Assignment 
obligated fur 


of 


ids 


$2, 955, 688. § 


4, 329, 313. 36 


923, 214 


1, 061, 521. 


Not received Effect of target negotiations of July 6, 7, and | 
8, 1955—proposal 7754 for which change | 
order has not been received. } 


Classroom training equipment 2, 039, 061. 00 











Section C, Part II.—Letter and definitive contract changes not involving changes 
in obligated funds e 





| 
} Assignment of 
obligated funds 


Document Date Scope 





Amendment No. 1 to | Dec. 29,1953 | Revision of training parts, tools and equipment Nil 
letter contract. item to read classroom training unit. 

Revision of wording in delivery schedule clause--_|-....._- ee 

Change order No. 4....| Sept. 21,1954 | Addition of basic handbooks- -- Nil 

Change order No. 6...| Oct. 22,1954 | Addition of specifications for auxiliary fuel tanks- Nil 

Supplemental agree- | Apr. 8,1955 | Provision for preconcurrent shipment of support Nil 
ment No. 9. items. 











Contract AF33 (600) 6545—205 F-100A AIRPLANES AND STATIC ARTICLE 


1. The following data are submitted in response to your letter No. 27 of August 
12, 1955, requesting information regarding our undertaking to build for the 
Department of the Air Force the aircraft known as the F-100. The F-100 
is a one-man supersonic fighter. This contract, the first in a series of contracts 
for F-100 airplanes, called for 2 YF-100A prototype airplanes, 273 F-100A air- 
planes (subsequently reduced to 205 airplanes in total), one static article, spare 
parts, special tools and ground handling equipment, training parts, mobile 
training units, low-speed wind tunnel, high-speed wind tunnel, and other items. 

As of July 31, 1955, substantial deliveries had been made and firm target 
price negotiations held. However, final price determination proceedings had not 
been conducted. 

2. Contract number: AF33 (600) 6545. 

3. Type of contract: Fixed price, with incentive-type price redetermination 
provisions. 

4. Letter contract: Dated January 3, 1952, amended to November 1, 1951. 
Definitive contract: approved May 6, 1953. 

5. Date when authorized to proceed: January 3, 1952. 

6. The total sales price for the airplanes, spare parts, and other items under 
the contract had not been agreed upon as of July 31, 1955. Funds obligated 
under this contract amounted to $178,036,039.73. Approximately $174,082,234.31 
of the obligated funds had been allocated to the various items to be procured under 
this contract. 

7. In fixed-price contracts with incentive-type price redetermination pro- 
visions, the original unit price stated in an amount for billing purposes and is 
usually the tentative average unit target price as well. Ata later date, after ac- 
cumulation of cost information, it is customary to negotiate a firm average 
unit target price, target cost, and target profit based on the airplane in a stated 
configuration as a basis for the application of the incentive-type price redeter- 
mination formula. At final price determination proceedings, the firm average 
unit target price is adjusted by application of the incentive formula. 

The negotiated average unit target sales price for the 2 prototype YF-100A 
airplanes, the 208 F-100A airplanes, and the static article was $663,354. 


74721—56——-12 
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8. Costs and expenses charged to this contract as shown by the contractor's 
records through July 31, 1955, subject to final audit upon completion of the con- 
tract, are summarized as follows: 


A. Material $46, 145, 380. 82 
The foregoing sum includes all material used on the 
contract in whatever form acquired, except material 
relating to engineering costs which are included 
under 8F. The corporation’s records do not disclose 
only costs of raw material fabricated by the 
contractor. 
. Direct labor costs 28, 188, 175. 5: 
The foregoing sum includes all direct labor, except 
direct engineering labor which is included under 8F. 
‘*, Overhead 38, 381, 134. 
Percent of corporation total, 8.00. 
D. Administrative costs 3, 012, 755. 93 
Percent of corporation total, 7.56. 
. Engineering costs 38, 276, 421. 67 
Percent of corporation total, 10.03. 
Other costs charged to the contract 9, 179, 839. 5 





163, 183, 707. 

In determining the percentage of certain charges, reported under C, D, and F 
above, and H following, of the corporation total of such items, the amount 
charged to this contract was related to the total corporation costs of such items 
incurred during the fiscal years this contract was in work, except that in the 
fiscal year ended September 30, 1955, costs through July 31, 1955, were used. 

E. Overtime charged against this contract amounted to $6,712,910.64. This 
sum is the estimated amount paid for time over 40 hours a week or 8 hours 
a day for direct manufacturing and engineering labor. It does not in- 
clude overtime paid to employees whose salaries and wages are included 
in any classification of overhead. All overtime charges referred to herein 
are included principally in B and F above. 

G. Since this contract provided for the designing, development and con- 
struction of an advanced type of airplane, there were certain development 
costs charged thereto. However, the company’s records do not provide 
a basis by which the amount of such development costs may be determined. 
All such costs would be included under engineering costs in F above. 

H. Research costs are included in the costs of this contract, in part as 
direct items and in part as elements of overhead. The amounts included 
as direct items cannot be determined from the corporation’s records. The 
amounts included as a portion of administrative costs relate to research 
costs not covered by contracts and are estimated to amount to $852,448.84. 
This is 8.92 percent of the total research costs of the corporation not spe- 
cifically covered by contracts. 

I. The total dollar value of subcontracts applicable to this contract is 
$59,339,430.01. This sum includes the total dollar value of all procure- 
ment of material and services charged directly to this contract. Sub 
contracts in excess of $100,000 are itemized in schedule 1 

9. The salary and bonus of every official of the corporation in excess of 
$20,000 a year for the period from October 1, 1947, to September 30, 1955, is 
shown in exhibit A. It is estimated that $154,145.52 of such costs were charged 
to or claimed against this contract. This is 4.94 percent of the aggregate amount 
shown in exhibit A for the fiscal years during which this contract was in work. 

10. Stock rights have not been a part of the compensation of any official 
or employee of the corporation. 

11. No selling expenses have been charged to this contract. 

12. Contributions or dues paid to any trade organization of public informa 
tion media and the itemization of each such expenditure, giving name of payee, 
is shown in exhibit B for the period from October 1, 1947, to July 31, 1955 
EB xpenses of this nature are included in costs reported under 8C, D, and F, and 
it is estimated that $29,472.09 has been charged to this contract. This is 7.64 
percent of the aggregate amount shown in exhibit B for the period from October 
1, 1951, to July 31, 1955, the period this contract was in work. 

18. Consultation or advisory fees paid to any person or organization have been 
interpreted by the corporation to refer to compensation for such services in con- 
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nection with the design, development, or manufacture of the corporation’s prod- 
ucts. Accordingly, fees for other professional services such as those of account- 
ants, attorneys, and appraisers have not been reported. This contract has been 
charged with 1.14 percent of the aggregate of such fees reported in exhibit C 
for the period from October 1, 1951, to July 31, 1955, the period this contract was 
in work. 

14. Traveling expenses charged to this contract are estimated to amount to 
$1,223,271.95. This sum includes those expenses charged directly to the contract, 
as well as estimated portion of such expenses charged to this contract as an 
element of burden reported in response to questions 8C, D, and F. 

The corporation’s accounting policy prohibits the charging of entertainment 
expenses directly or indirectly to Government contracts. 

15. The total profit to be claimed on this contract has not been determined. 
Based upon firm target price negotiations, it is presently estimated that the 
profit to be claimed on the airplanes, spare parts, and other items on this contract, 
when completed, will amount to $13,552,160.47 before Federal income taxes. 

16. The profit per airplane to be claimed on this contract has not been deter- 
mined. Based upon firm target price negotiations, it is presently estimated that 
the profit per airplane to be claimed on this contract, when completed, will amount 
io $52,422 before Federal income taxes. 

17. Depreciation is generally charged against contracts as an element of burden, 
which is included in the sum reported in response to questions 8C, D, and F. 
It is estimated that $1,867,210.85 has been charged to this contract. This sum 
represents 11.42 percent of the total provision for depreciation made by the cor- 
poration during the period from October 1, 1951, to July 31, 1955, the period this 
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contract was in work. 


( Answers to questions 18 to 32 will be found under contract AF33 (038) 9211.) 


vu 


ScHEDULE 1.—Subcontracts in excess of $100,000 





Subcontractor 
\iresearch Manufacturing Co., care of Air- 
supply Co., 9815 Wilshire Blvd., Beverly 
Hills, Calif. 
Aluminum Co. of America, 1145 Wilshire 
Blvd., Los Angeles 17, Calif. 


\luminum Tapered Milling Co., 225 Oregon | 


St., El Segundo, Calif. 

Aro Equipment of California, 3644 Eastham 
Dr., Culver City, Calif. 

Bendix Products Division, Bendix Aviation 
Corp., 117 East Providencia Ave., Bur- 
bank, Calif. 

Bruce Engineering Co., 1633 West 134th St., 
Gardena, Calif. 

Cleveland Pneumatic Tool Co., care of Air- 
supply Co., 9815 Wilshire Blvd., Beverly 
Hills, Calif 


Consolidated Tool, Inc., 2450 East 23d St., | 


Los Angeles 58, Calif. 
‘ontinental Aviation & Engineering Corp., 
12700 Kercheval Ave., Detroit, Mich. 


Detroit Kellering, 7801 Intervale Ave., De- | 


troit 4, Mich. 

Electric Service Engineering Co., 10 3d 
Ave., Joliet, Il 

H. & B. American Machine Co., Midwest 


Division, 1450 East 19th St., Indianapolis, 


Ind. 

Hoover Electric Co., 2100 Stoner Ave., Los 
Angeles 25, Calif. 

Mallory-Sharon Titanium Corp., 1350 North 
Highland Ave., Hollywood 28, Calif. 

National Tapered Wings, Inc., 3001 East 
llth St., Los Angeles 23, Calif. 

Rem-Cru Titanium, Inc., 12th St. and Rail- 
road Lane, Midland, Pa. 


Items 


Actuator canopies -- 
Auxiliary turbine-driven hydraulic-power 
units. 

Turbines and exchangers 
Aluminum alloy sheets 
Aluminum alloy plates 
Tapered plates (skins 
Regulators __ 
Landing gears 

do 

do 


Fittings 


Fitting assemblies 


Engine dollies 


| Compressed-air starting units for jet engines 


Rib assemblies 


Design and construct two mechanical engine 
| starters. 
| Tooling for rib assemblies 
Rib assemblies 
do__- 
Actuators 


Titanium 
! do 
Tapered plates 


Titanium 
dao 
do 
do 
ao 
do 
do 
do 
do 
do 
do 
do 
do-. 


A me 


unt 


$104, 040. 00 


510 


235, 


105 
293, 


148 


l 45, 


541, 
487, 
180), 


116, 


242 


18% 


101 


136, 


104 


124 


205, 


205, 


316, 


118 


294. 


135 


425, 


, 016. 
290 
. 419 
, 812 
176 
180 
513 
542 
954 


, 944 


279 


. 700 
, 680. 


, 435 


, 130. ¢ 


, 623 
, 246 
246 


682 


, 045 


962 


00 


00 
00 
00 
00 


00 


On 
OO 
00 

10) 


00 


04 
00 


0O 


) 


50 
40) 
4{) 


, 314. 5 


. 601.7 
43, 951.5 


, 440 


040, 2 


9971 


5, 460. 5 
488 5 


, 331 


O46. ( 


, 187.1 


630 


2, 801 


756. £ 
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SCHEDULE 1.—Subcontracts in excess of $100,000—Continued 





Subcontractor | Amount 





Republic Steel Corp. 612 South Flower i $103, 186. 5 
St., Los Angeles 17, Calif. ; | 128, 188. 25 
| 103, 729. 5s 
118, 868. 
i. .do 287, 501. 30 
Seeger +. Co., S50 Areade St., St. M iscellaneous tooling for droppable fuel 432, 000. 0 
Pau! 6, Minn. 
Selb Manufacturing Co.. 7818 Maplewood | Ribs for fuselage and wings 132, 000. 
Industrial Ct., Maplewood, Mo. 1x? ~penens, tea 166, 825. 0 
i dtealind bask ik 166, 825. 
Tapered Air Products Corp., 10890 Stanford | Tapered putes (skins) - - ce asauteaaente 250, 860. 
Ave., Lynwood, Calif. a 132, 233. 37 
Thompson Products Co., 207 South Hindry JS : - 261, 140. 
Ave., Inglewood, Calif. .do theuecapens 196, 650. 
Titanium Metals Corporation of America, ‘ 140, 762. 7 
«a Slauson Ave., Los Angeles 22, 
alif. 
Tubular Aircraft Products, 225 North Mad- | Engine dollies and accessories 442, 129. 27 
ison Ave., Los Angeles 4, Calif. 
United States Rubber Co., 5675 Anaheim | Fuel tanks..--..-.....-...-.-------..---..- 101, 490 
Telegraph Rd., Los Angeles, Calif. | 
Vickers, Inc., 2160 East Imperial Highway, | 679, 667. ( 
El Segundo, Calif. la 146, 850. 
} do 439, 760 
Western Urn Manufacturing Corp., 3815 | 138, 403 
South Main St., Los Angeles 37, Calif. 
Wyman-Gordon Co., Worcester 1, Mass_-._-| § 162, 800. 
Westinghouse Electric Corp., 600 St. Paul | 101, 994. 
Ave., Los Angeles 17, Calif. | 








SCHEDULE 2.—Contract summary 


Section A.—Funds obligated under letter contract, amendments to letter contract 
and definitive contract 





Document Date Scope a ge 








Letter contract Jan. 3,1952 | Obligation of funds for 2 prototype airplanes, | $12, 000, 000. > 
spare parts, special tools and ground handling 
equipment, engineering data, and implemen- 
tation of production program. 
Amendment No. 7 to | Aug. 26,1952 | Obligation of funds for 250 model F-100A air- 
letter contract. planes, spare parts, engineering data, special 
tools and ground handling equipment, mobile 
training unit, training parts, and 500 dropable 
wing tanks. | 
Definitive contract._.| May 6,1953 | Deobligation of funds resulting from supersession | (51, 317, 
of letter contract. 
Obligation of funds for— 
2 model Y F-100A airplanes a 
273 model F-100A airplanes | 110, 065, ¢ 
1 static test article- Sac eo a 1, 530, 825 
Flight test program - -- 
Mockup_-_---. : 
Low-speed wind tunnel program 
High-speed wind tunnel program 
Free spinning model... .-....--..---- 
Engine test program 
Gunfire nose test section - - - - 
Qualification tests for fuel cell - - 
46 dropable wing tanks... 
Technical data 
Spare parts 
Special tools and ground paneling equipme nt. 
Training parts ESSE. AS ; 
Engineering changes - - - 
Mobile training units 











Total obligated funds, section A (represented by definitive contract) 
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SpcTion B.—Funds obligated under change orders and supplemental agreements 
to definitive contract 





Obligated 


Document Date Scope 
funds 





unge order No. 4 ..-| May 19, 1953 | Obligation of funds for engineering changes-..--..--| $14, 740. 00 

inge order No. 2...| June 25, 1953 i z 2, 000, 000. 00 

ipple _~ ntal agree-_ | Oct. 1,1953 Obligation of funds for 500 droppable wing t tanks_| 740, 000. 00 
Tit nt sNO. 
hange orde r No. 8___; Sept. 14, 1953 Deobligation of funds for spare parts........__- (2, 000, 000. 00) 
hange order No. 11_-} Oct. 14,1953 |._...do_-- a Sel. aes aad ...--| (1,000, 000. 00) 
pplemental agree- | Dec. 29,1953 | Obligation of funds for mobile training units__- 495, 000. 00 
ment No. 12. | 
pplemental agree- | Apr. 30, 1954 


Deobligation of funds for mobile training units --- (243, 584. 00) 
ent No. 26. 


| Increase in committed funds of $100,000 for engi- 
neering changes. 

| (See also sec. C.) 

Change order No. 28 May 18, 1954 | Deobligation of funds for training parts... | (300, 000. 00) 
hange order No. 29 June 7,1954 | Obligation of funds for preparation of test o itline 19, 770. 00 

° of flight simulator. 
Deobligation of funds for spare parts DVS (652, 770. 88) 
(See also sec. 


rmination supple- | Apr. 11, 1955 
vental agreement 
No. 35. 
‘hange order No. 36__| Sept. 2, 1954 
hange order No. 37.-| Oct. 5, 1954 


Deobligation of funds for spare parts _| (5, 000, 000. 00) 


| 

|} De oblige ation of funds for spare parts- , (341, 185. 39) 
| (See also sec. C.) 
| 

! 

| 

| 

| 

} 

] 


upplemental agree- | Nov. 16,1954 | Deobligation of funds for engineering changes_-- (4, 37@. 00) 
ent No. 39. } | 
| 
etter contract desig- | Feb. 21, 1955 
nated supplemental | 
greement No. 43. | 
| 
| 
| 


Obligation of funds for repair of Governr , 376. 00 
owned F-100A airplane. } 

Obligation of funds for modification of 68 F-100A , 137, 517. 00 
airplanes. | 


supplemental agree- 
nent No. 47. 


May 31,1955 | Based on interim price revision and transfer of | 
70 F-100C airplanes to contract AF33(600 
26962: 
Deobligation of funds for | 
Engineering changes - ee 3, 724, 173. 00) 
2 model Y F-100A airplanes accccccccel (12 953, 262. OD) 
Mockup , <Seeeee 7, 754. 00) 
Low-speed wind tunnel__.__- Seine , 087. 00) 
Static test article. . 867, 471. 00) 
Qu: ilification tests for fuel cell | 55, 325. 00) 
Droppable wing tanks ee, (413, 536. 00) 
Mobile training units | 39, 056. 00) 
Obligation of funds for | 
Flight test hatinale 2, 132, 318. 00 
High-speed wind tunnel dete io 347, O87. 00 
Free spinning model % 3, 204. 00 
Engine test progran 265, 712. 00 
Gunfire nose test sectior att: 215, 357. 00 
Airplanes - -_. 24, 595, 387. 00 
Technical data- 247, 068. 00 
Static test program_-_- 594, 161. 00 
Decrease in committed funds of $11,937,624 Nil 
for engineering changes. 
(See also sec. C.) 
“upplemental agree- | Apr. 29, 1955 Obligation of funds for modification of an F-100A- 52, 351. 00 
rent No. 49. 2.mobile training unit to F-100C-2 configura- 
| tion. 


otal obligated funds, section B (represented by changes to definitive contract) —-- 5, 813, 477. 73 


Total obligated funds, sections A and B-_- pe 178, 036, 039. 73. 
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Seorion C, Part I.—Definitive contract changes involving assignment of 


obligated funds 





Document 





Change order No. 3__-! 
Change order No. 10--| 
Change order No. 13--) 
Change order No. 16 
Change order No. ~y . 
Change order No. 2 
Change order No. 3. 
Supplemental agree- 
ment No. 26. 
Change order No. 27. | 
Change order No. 31_-! 
Change order No. 32 
Change order No. 33_- 
Change order No. 34. -| 
Termination supple- 
mental agreement 
No. 35. 
Change order No. 37-- 


| 
so 
| 


Change order No. 38_. 
Chawge order No. 40_- 
Supplemental agree- | 
ment No. 40A. 
Change order No. 41_- 
Change order No. 41A_} 
Change order No. 41B_ 
Supplemental agree- 
ment No. 41C, 
Supplemental agree- 
ment No. 41D 
Change order No. 44_- 


Change order No. 44A. 

Supplemental agree- 
ment No. 44B 

Supplemental agree- 
ment No. 44C. 

Supplemental agree- 
ment No. 47. 





Date Scope 


June 
Oct. 


Nov. 
-| Jan. 
Mar. 


Assignment of obligated funds for— 
24, 1953 Spare parts 
7, 1953 


| 


Assignment o 
js tefl 


$179, 110. 
1, 227. 23 


do 
13, 1953 Spec ial tools and ground handling equipment.| 742, 164 


5, 1954 Spare parts__._- 


11, 1954 | oe mee tools : and ground h handling equipment. 
6, 1954 


- 12,1954 


Apr. 


May 
| July 


-| July 


July 
Aug. 
Apr. 


Oct. 


Nov. 


Jan. 
June 


Jan. 

Feb. 
Feb. 
Apr. 
June 


Feb. 


Mar. 
May 


July 
Apr. 


30, 1954 Mobile trai Lining ES 2s Sa 


17, 1954 Spare parts_....-- 

15, 1954 | Special tools and ground. hi andling equipme nt_| 
14, 1954 |), i ee ie : 
12, 1954 Training parts 

13, 1954 Spare parts 

11, 1955 


5, 1954 
Spec ial tools and ground handling equipment. 
tenn nie ted ot omen cern aawes 
12, 1954 | Spare Darts. eiedemaeiunes shestcntch eee te A Nas EN 
10, 1955 | 
29, 1955 


17, 1955 

4, 1955 | 

24, 1955 

28, 1955 

20, 1955 | 

10, 1955 | Special tools and ground-handling 


ment. 
4, 1955 
10, 1955 


20, 1955 | 
6, 1955 | 


(2, 090. 

360, 348. 
13, 501, 323. 97 

382, 489. 

601, 416. 


(1, 346. 2 
215, 886. 5 
305, 078 

(3, 496. 57 
553, 674. 13 

3, 147 


(18, 087. 0¢ 
203, 126. 
13, 222. 37 
, 280, 296 
19, 284. 
52, 040 


330, 979 
209, 228. 4: 
265, 276. : 

, 323, 810. 
14, 229 
730, 734. 22 


86, 721 
136, 192. 3 


124, 349.77 


(155, 780 
123, 748. 00 





Section C, Part II.—Letter and definitive contract changes not involving 


changes in obligated funds 





Document 


Date Seope 





Amendment No. 1 to 
letter contract _-_-.-- 
Amendment No. 1 to 
designated supple- 
mental agreement 
No. 14. 
Amendment No. 3 to 
letter contract. 
Amendment No. 4 to 
letter contract. 
Amendment No. 5 to 
letter contract. | 
Amendment No. 6 to | 
letter contract. 
Amendment No. 8 to 
letter contract. 
Amendment No. 9 to 
letter contract. 
Amendment No. 10 
to letter contract. 
Amendment No. 11 | 
to letter contract. 
Amendment No. 12 
to letter contract. 
Amendment No. 13 
to letter contract. 





Feb. 


Feb. 


Mar. 
Mar. 


| May 


June 


Sept. 


Jan. 
Jan. 


Feb. 


Mar. 


Apr. 


| 
| Assignment of 
obligated fund 





1, 1952 | Deletion of instrumentation item and inclusion | 


of 23 model F-100A airplanes, and revision of 
delivery schedule. 
24,1954 | Deletion of several paragraphs 


5, 1952 | Letter contract date amended to read Nov. 1, 1951, 

and 3-month extension. 

14, 1952 | Incorporation of tooling clause to accommodate 
production rate of 175 airplanes per month. 

23, 1952 | ni ising spare parts item and delivery schedule_. 





24, 1952 | 3-month extension 


25, 1952 |.....do.-.....- 


1, 1953 | 1-month extension--- 


21, 1953 | 1-month extension and revision of spare parts | 


items. 
20, 1953 | 1-month extension 


31, 1953 |_..__do 


29, 1953 


ZZ22224222 





228. 43 
276. 36 


810. 8S 


nent 
d fur 





2, 


7 A A a J a A a ea 
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Section C, Part II.—Letter and definitive contract changes not involving 
changes in obligated funds—Continued 





: a : ten Deep 
licated 
Document Date } Scope —— ; 





Amendment No. 14 | May 28,1953 | Incorporation of a termination clause--_--- 
to letter contract. | 

Supplemental agree- | July 14,1953 | Amendment to procurement of flight simulator 
ment No. 4. clause. 

Change order No. 5___| July 20,1953 | Miscellaneous engineering changes , 

Termination supple- | Oct. 22,1953 | Partial termination of spare parts at not cost_- 
mental agreement } 

No. 7. 
Change order No. 9___| Oct. 14,1953 | Preconcurrent delivery of certain spare parts _- 
Letter contract desig- Jan. 12,1954 | Document superseded by supplemental] agree- 

nated supplemental | ment No. 26. 

igreement No. 14. } 
Change order No. 15.-| Jan. 5,1954 | Establish committed funds of $4,537,000 for en- 

gineering changes. 
Change order No 4, 1954 | Increase in committed funds of $5,600,000 for en- 
gineering changes. 
Change order No. 18 Amendment of spare parts selection procedure | 
| and quality control specification. } 
Change order No. -| Feb. 24,1954 | Provision for pilot indoctrination and aerody- 
namic characteristics. 
shange order No. 2% ar. 25,1954 | Increase in committed funds of $1 million for en- | 
| gineering changes. 
Change order No. i y 22,1954 | Canceled ....--- : 
Change order No. 25.- . 19,1954 | Increase in committed funds of $11,905,000 for 
| engineering changes. 
Change order No. ‘ 21,1954 | Miscellaneous engineering changes. - - 








ConTrRACcT AF33 (600) 26962—451 F—100C ArrPLANES 


1. The following data are submitted in response to your letter No. 27 of August 
12, 1955, requesting information regarding our undertaking to build for the De- 
partment of the Air Force the aircraft known as the F-100. The F-—-100 is a 
one-man, supersonic fighter. This contract, the second in a series of contracts 
for F-100 airplanes, called for 451 F-100C airplanes, spare parts, special tools 
and ground handling equipment, fuel tanks, trainng parts, and other items. 

As of July 31, 1955, substantial deliveries had been made and firm target price 
negotiations held. However, final price determination proceedings have not yet 
been conducted. 

2. Contract number: AF33 (600) 26962. 

3. Type of contract: Fixed price, with incentive-type price redetermination 
provisions. 

4. Letter contract: Dated February 24, 1954. Definitive contract: Approved 
June 30, 1954. 

5. Date when authorized to proceed: February 24, 1954. 

6. The total sales price for the airplanes, spare parts, and other items under 
the contract had not been agreed upon as of July 31, 1955. Funds obligated 
under this contract amounted to $219,398,495. Approximately $215,388,533.07 
of the obligated funds had been allocated to the various items to be procured 
under this contract. 

7. In fixed-price contracts with incentive-type price redetermination provi- 
sions, the original unit price stated is an amount for billing purposes and is 
usually the tentative average unit target price as well. At a later date, after 
accumulation of cost information, it is customary to negotiate a firm average 
unit target price, target cost, and target profit based on the airplane in a stated 
configuration as a basis for the application of the incentive-type price redeter- 
mination formula. At final price-determination proceedings, the firm average 
unit target price is adjusted by application of the incentive formula. 

The negotiated firm average unit target sales price for the 451 F-100C air- 
planes was $408,852. 
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8. Costs and expenses charged to this contract as shown by the contractor’s 
records through July 31, 1955, subject to final audit upon completion of the con- 
tract, are summarized as follows: 


A. Material $37, 331, 168. 90 
The foregoing sum includes all material used on the 
contract in whatever form acquired, except material 
relating to engineering costs which are included un- 
der 8 F. The corporation’s records do not disclose 
only costs of raw material fabricated by the 
contractor. 
. Direct labor costs 15, 948, 305. 57 
The foregoing sum includes all direct labor, except 
direct engineering labor which is included under 
8 F. 
C. Overhead 21, 595, 248. 59 
Percent of corporation total, 8.52 
D. Administrative costs 2, 762, 689. 15 
Percent of corporation total, 9.83 
F. Engineering costs 14, 524, 144. 38 
Percent of corporation total, 6.42 
Other costs charged to the contract 9, 182, 429. 96 





101, 343, 986, 55 


In determining the percentage of certain charges, reported under C, D, and F 
above and H foilowing, of the corporation total of such items, the amount 
charged to this contract was related to the total corporation costs of such items 
incurred during the fiscal years this contract was in work, except that in the 
fiscal year ended September 30, 1955, costs through July 31, 1955, were used. 

E. Overtime charged against this contract amounted to $3,142,435.02. 
This sum is the estimated amount paid for time over 40 hours a week or 
8 hours a day for direct manufacturing and engineering labor. It does 
not include overtime paid to employees whose salaries and wages are included 
in any classification of overhead. All overtime charges referred to herein 
are included principally in B and F above. 

G. Since this contract provided for the designing, development and con- 
struction of an advanced type of airplane, there were certain development 
costs charged thereto. However, the company’s records do not provide 
a basis by which the amount of such development costs may be deter- 
mined. All such costs would be included under Engineering costs in F 
above. 

H. Research costs are included in the costs of this contract, in part as 
direct items and in part as elements of overhead. The amounts included 
as direct items cannot be determined from the corporation’s records. The 
amounts included as a portion of administrative costs relate to research 
costs not covered by contracts and are estimated to amount to $426,481.46. 
This is 7.03 percent of the total research costs of the corporation not 
specifically covered by contracts. 

I. The total dollar value of subcontracts applicable to this contract is 
$47,521,874. This sum includes the total dollar value of all procurement 
of material and services charged directly to this contract. Subcontracts 
in excess of $100,000 are itemized in schedule 1. 

9. The salary and bonus of every official of the corporation in excess of 
$20,000 a year for the period from October 1, 1947, to September 30, 1955, is 
shown in exhibit A. It is estimated that $76,168.96 of such costs were charged 
to or claimed against this contract. This is 4.04 percent of the aggregate 
amount shown in exhibit A for the fiscal years during which this contract was 
in work. 

10. Stock rights have not been a part of the compensation of any official or 
employee of the corporation. 

11. No selling expenses have been charged to this contract. 

12. Contributions or dues paid to any trade organization of public informa- 
tional media and the itemization of each such expenditure, giving name of 
payee, is shown in exhibit B for the period from October 1, 1947, to July 31, 
1955. Expenses of this nature are included in costs reported under 8 C, D, 
and F and it is estimated that $16,588.19 has been charged to this contract. 
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This is 10.15 percent of the aggregate amount shown in exhibit B for the period 
from October 1, 1953, to July 31, 1955, the period this contract was in work. 

13. Consultation or advisory fees paid to any person or organization have been 
interpreted by the corporation to refer to compensation for such services in 
connection with the design, development, or manufacture of the corporation’s 
products. Accordingly, fees for other professional services, such as those of 
accountants, attorneys, and appraisers have not been reported. This contract has 
not been charged with any amount of the fees reported in exhibit C. 

14. Traveling expenses charged to this contract are estimated to amount to 
$430,340.11. This sum includes those expenses charged directly to the contract. 
as well as estimated portion of such expenses charged to this contract as an 
element of burden reported in response to questions 8C, D, and R. 

The corporation’s accounting policy prohibits the charging of entertainment 
expenses directly or indirectly to Government contracts. 

15. The total profit to be claimed on this contract has not been determined. 
Based upon firm target price negotiations, it is presently estimated that the 
profit to be claimed on the airplanes, spare parts, and other items on this con- 
tract, when completed, will amount to $17,339,884 before Federal income taxes 

16. The profit per airplane to be claimed on this contract has not been deter- 
mined. Based upon firm target price negotiations, it is presently estimated that 
the profit per airplane to be claimed on this contract, when completed, will amount 
to $33,207 before Federal income taxes. 

17. Depreciation is generally charged against contracts as an element of 
burden, which is included in the sum reported in response to questions 8C, D, and 
F. It is estimated that $868,821.80 has been charged to this contract. This sum 
represents 9.71 percent of the total provision for depreciation made by the cor- 
poration during the period from October 1, 1953, to July 31, 1955, the period this 
contract was in work. 

(Answers to questions 18 to 32 will be found under contract AF 33 (088) 9211.) 


SCHEDULE 1.—Subcontracts in excess of $100,000 





Subcontractor Items Amount 





\iresearch Manufacturing Co., care of Air- | Power units___. ote: 0 Pt Ue eer $139, 458. 
supply Co., 9815 Wilshire Blvd., Beverly Refrigerator units____- aoe = 214, 130. 
Hills, C alif. 

(Juminum ener of America, 1145 Wil- Aluminum-alloy plate-____--- 183, 660. % 
shire Blvd., Los Angeles 17, Calif. ae : ieee Tae 218, 403. § 

{ro Equipr nent of California, 3141 South | Converters__-_ i eae 3 es oe ee 134, 250. 
Grand Ave., Los Angeles 7, Calif. 

Bendix P roducts Division, Bendix Aviation | Landing gears__-- wiles ‘ a 160, 202 
Corp., 117 East Providencia Ave., Bur- |____. SS Se ee FEES 160, 202. 
bank, Calif. | | 

Bridgewater Machine Co., care of Airsupply | Spar assemblies SA RS ST SET ES 219, 395. 
i asa Wilshire Blvd., Beverly Hills, | et vdusdicdnenabes eceseaat 219, 395. 

alif, 

Cleveland Pneumatic Tool Co., care of Air- eee 340, 406. 85 
supply Co., 9815 Wilshire Bivd., Beverly |- Sf SATS ESS ; 420, 467. 
Hills, C alif. é eis ‘ Wr tS | 429, 467. § 

| 380, 650. ( 
518, 500. 5 
Lee 145, 645. 5 

Eclipse-Pioneer Division, Bendix Aviation Jonv Ss ; : 118, 800. 
Corp., 117 East Providencia Ave., Bur- 
bank, Calif. 

Kaiser Aluminum & Chemical Sales, Inec., | J i -alloy pl: 77, 056. 75 
Statler Center, 900 Wilshire Blvd., Los ..d se 206, 320. 
Angeles 17, Calif, | 

Koehler Aircraft Products Co., care of West- | Valve « ies _- , : : 107, 210. 
ern Aircraft Supply Co., 10351 West Olym- 
pic Blvd., Los Angeles 64, Calif. | 

H. W. Loud Machine W orks, care. of Haskell | Beam assemblies_-...............-..-.-.-- 102, 299. 
Engineering & Supply Co 236 South | Rear-spar assemblies. .................-.-- 165, 424. 
Central Ave., Glendale 4, Calif. Spar assemblies. .__..._._._- 165, 424. 

Beam assemblies 320, 392. 

Pioneer Central Division, Bendix Aviation cyge ators ¥ 147, 168. 0 
Corp., Davenport, Towa. | 

Rem-Cru Titanium, Inc., 12th St. and Rail- | Tit: - | 121, 463. 2£ 
road Lane, Midland, Pa. d ; 107, 542. 5 

214, 143. 7! 

254, 733. 

338, 496. 7! 

ial 134, 846. 2! 

Republic Steel Corp., 612 South Flower St., . } 216, 798. 
Los Angeles 17, Calif. 101, 405. 7: 

128, 821. 

129, 544. 
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SCHEDULE 1.—Subcontracts in excess of $100,000—Continued 





Subcontractor Items | Amount 





a 


Servomechanisms, Inc., Post and Stewart | Fire-control-system components $419, 854. 38 
Ave., Westbury, Long Island, N. Y. | | 
Stewart-Warner Corp., South Wind Divi- | Exchangers._.._........ a a a 266, 199. 
sion, 1514 Drover St., Indianapolis, Ind. 
Sweeney Engineering Co., 5858 Centinela | Rudder flutter damper assemblies 124, 200. 
Ave., Los Angeles 45, Calif. 
Tape red Air Products, 10890 Stanford Ave., | Tapered plates (skins) 126, 287. 
Lynwood, Calif. 
Thompson Products, Inc., 207 South Hindry Pumps 269, 100. 
Ave., Inglewood, Calif. | 
Titanium Metals Corp. ., 5333 East Slauson 505, 654. 42 
Ave., Los Angeles 22, Calif. 101, 099. 00 
Rean '- } 250, 721. 25 
--do. : | 218, 399. 00 
United States Rubber Co., 5675 Anaheim | 3 118, 272. 58 
Telegraph Rd., Los Angeles 22, Calif. : do , ‘ 253, 533. 08 
117, 149. 36 
a2 105, 386. 00 
Utility Metal Products, Inc., 403 South Ray- 1, 204, 140. 00 
mond Ave., Pasadena 1, Calif. 
Vickers, Inc., 2160 East Imperial Highway, 152, 354. 00 
El] Segundo, Calif. a 123, 683. 00 
270, 250. 00 
327, 750. 00 
: 109, 250. 00 
Wyman-Gordon Co., Worcester 1, Mass | "Dies and reworking of dies 125, 340. 00 
Aluminum-alloy forgings 369, 376. 00 











SCHEDULE 2.—Contract summary 


Section A.—Funds obligated under letter contract, amendments to letter contract 
and definitive contract 





| Obligated 
| funds 


Document } Date | Scope 








Letter contract_......| Feb. 24,1954 | Obligation of funds for— 
230 model F-100C airplanes - $74, 426, 390. 00 
Spare parts__- | 9, 101, 365. 00 
Special tools and ground-handling equipment-_| 2, 079, 253. 00 
Droppable fuel tanks 518, 880. 00 
Training parts _- 200, 000. 00 
Definitive contract....; June 30,1954 | Deobligation of funds resulting from supersession | (86, 325, 888. 00) 
of letter contract. 
Obligation of funds for— | 
564 model F-100C airplanes. -_-_____- 172, 149, 729. 00 
Spare ES BST ee Se ag rk “| 24, 758, 388. 00 
Spec ial tools and ground-handling e open. 4 = 848. 00 
Technical data 539, 232. 00 
Droppable AR AA eee 1, 279, 152. 00 
Training parts . 00 
| Established committed funds of $2,532 ,272 for 
| engineering changes. 


Total obligated funds, section A (represented by definitive contract) - | 203, 851, 340. 


| 





40. 00 


54. 00 
83. 00 
50. 00 
50. 00 
50. 00 
40. 00 
76. 00 
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Section B.—Funds obligated under change orders and supplemental agreements 
to definitive contract 





Document Date Scope Obligated funds 
| 


| 
Supplemental agree- | July 23,1954 | Obligation of funds for mobile training units. __ $292, 266. 00 
ent No. 1. 
ipplemental agree- | Jan. 11,1955 | Obligation offunds for preparation of test outline 21, 696. 00 
ment No. 3. for flight simulator. 
| Incorporation of disputes and nondiscrimina- | Nil 
tion in employment clauses. 
Obligation of funds for— 
Spare parts : 3, 000, 000 
Training parts 150, 000. 
pplemental agree- 31,1955 | Based on reprograming, transfer of 183 F-100D 
nt No. 7, | airplanes to contract A F33(600)29150 and trans- 
fer of 70 F-100C airplanes from Contract 
A F33(600) 6545: 
Deobligation of funds for 
Spare parts___- (8, 882, 684. 00) 
Special tools and ground handling equip- (1, 575, 951. 00) 
ment. 
Droppable fuel tanks (242, 754. 00) 
Obligation of funds for 
Airplanes . | 21, 230, 962. 00 
Technical data $26, 079. 00 
Static test article 258, 888. 00 
Fuel-tank qualification test ; 72, 072. 00 
Flight-test program 7, 719, 153. 00 
| Flight-load-survey program 2, 688, 302. 00 
Preliminary supple- ; Oct. 19,1955 | Based on negotiated firm target, negotiated June 
ental agreement 14-17, 1955: 
No. 14. Deobligation of funds for— 
| Airplanes : : (8, 988, 430 
Technical data___ : (45, 936. 
Fuel tanks 380, 644. 
Test outline for flight simulator (48. 
Static test article and program (13, 485 
Integral fuel-tank test (52, 375 
Flight-test program (1, 662, 309. 
Flight-load survey___.__- 915, Oil. 
Obligation of funds for 
Mobile training unit 27, 651 
Prototype armament control system 1, 364, 791. 
Prototype boundary layer controlsystem 1, 054, 922 


nge order No. 4.- 28, 1955 


Total obligated funds, section B (represented by changes to definitive contract 15, 547, 155. 


Total obligated funds, sections Aand B____.___-_______.___- see ees” Ie 219, 398, 495. 00 





SECTION C, Part I.—Definitive contract changes involving assignment of obligated 
funds 





1 . Assignment of 
) Ss ) . - 
Document cope obligated funds 





Assignment of obligated funds for— | 
S meg gry agree- | May 18, 1955 Special tools and ground handling equipment_| $1, §91, 819. 09 
ment No. 8. 
Supplemental agree- | July 28, 1955 — } 8, 856. 59 
ment No. 8A. 
Supplemental agree- | June Spare parts_......._- Oh alee : 15, 158, 137. 32 
ment No. 9. 
Supplemental agree- | July eS Rey es er wes 1, 302, 099. 44 
ment No. 9A. 
Supplemental agree- | June rene, 203, 726. 63 
ment No. 10. 
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SEcTION C, Parr I1.—Letter and definitive contract changes not involving ch Anges 
in obligated funds 





j 
Document | Date | Scope 


———__—_—_—_———-} | ee 





Assignment of 
| obligated fund 














| 

Change order No. 2...| Sept. 30, 1954 | Increase in nomentites funds of $15,000,000 for | 
| engineering changes. 

Es da se ceccnclinten a bins ashen mais 





Supplemental agree- | June 4, 1955 
ment No. 5. 

Supplemental agree- | May 2, 1955 
ment No. 6. 














Contracr AF33 (600) 28736—25 F-100C AIRPLANES AND 221 F-100D ArrpLanes 


1. The following data are submitted in response to your letter No. 27 of August 
12, 1955, requesting information regarding our undertaking to build for th 
Department of the Air Force the aircraft known as the F-100. The F-100 is 
one-man, supersonic fighter. This contract, the fourth in a series of contracts fo: 
F-100 airplanes, called for 25 F-100C airplanes and 221 F-100D airplanes, spar 
parts, special tools, and ground handling equipment, fuel tanks, and other items 

2. Contract number: AF33 (600) 28736. 

3. Type of eontract: Fixed price, with incentive-type price redeterminatio: 
provisions. 

4, Letter contract: Dated October 11, 1954. Definitive contract: Approved 
June 30, 1955. 

5. Date when authorized to proceed: October 11, 1954. 

6. The total sales price for the airplanes, spare parts, and other items unde! 
the contract has not been agreed upon as of July 31, 1955. Funds obligated unde: 
this contract amounted to $147,339,981. Approximately $137,681,667.30 of th 
obligated funds had been allocated to the various items to be procured unde 
this contract. 

7. In fixed-price contracts with incentive-type price redetermination provi- 
sions, the original unit price stated is an amount for billing purposes and is 
usually the tentative average unit target price as well. At a later date, after 
accumulation of cost information, it is customary to negotiate a firm average 
unit target price, target cost, and target profit based on the airplane in a stated 
configuration as a basis for the application of the incentive-type price redetermi- 
nation formula. At fina! price determination proceedings, the firm average unit 
target price is adjusted by application of the incentive formula. 

The negotiated firm average unit target sales price for the 25 F-100C€ air- 
planes was $513,929.55. The tentative average unit target price for the 221 
F-100D airplanes was $550,000. 

8. Costs and expenses charged to this contract as shown by the contractor's 
records through July 31, 1955, subject to final audit upon completion of the 
contract, are summarized as follows: 


BU | | EOP cs To: Le ee $4, 305, 711. 3° 
The foregoing sum includes all material used on the 
contract in whatever form acquired, except material 
relating to engineering costs which are included under 
8 F. The corporation’s records do not disclose only 
costs of raw material fabricated by the contractor. 
Di, © ERIN I i ae aes 3, 198, 361. 04 
The foregoing sum includes all direct labor, except 
direct engineering labor which is included under 8 F. 




































expt 
laim 
show! 
vork, 
10 
pic 


10 


tional 
payee 
195} 

F, an 
K toh 


19 
oO 


RO Ree ae eel: te ee Bekele ae Ts 4, 154, 798. 07 d 
Percent of corporation total, 3.37. h; 

So; I SIN ek eins eisatetibcminnte 442, 438. 29 the 
Percent of corporation total, 2.36. m S 

cp EE POE See 298, 309. 41 Thi 
Percent of corporation total, 0.25. eo 


Other costs charged to the contract______________-______ 2, 990, 678. 49 














CI acs ae ctesiinch oe ahs babcsaenabsienhatinneasisisaats a teataiaioan aaa 15, 390, 297. 05 


In determining the percentage of certain charges, reported under ©, D, and F 
above and H following, of the corporation total of such items, the amount 
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charged to this contract was related to the total corporation costs of such 
‘tems incurred during the fiscal years this contract was in work, except that 
‘n the fiseal year ended September 30, 1955, costs through July 31, 1955, were used. 

E. Overtime charged against this contract amounted to $609,683.27. This 
sum is the estimated amount paid for time over 40 hours a week or 8 hours 
a day for direct manufacturing and engineering labor. It does not include 
overtime paid to employees whose salaries and wages are included in any 
classification of overhead. All overtime charges referred to herein are 
included principally in B and F above. 

G. Since this contract provided for the designing, development, and con- 
struction of an advanced type of airplane, there were certain development 
costs charged thereto. However, the company’s’ records do not provide 
a basis by which the amount of such development costs may be determined. 
All such costs would be included under “engineering costs” in F above. 

H. Research costs are included in the costs of this contract, in part as 
direct items and in part as elements of overhead. The amounts included 
as direct items cannot be determined from the corporation’s records. The 
amounts included as a portion of administrative costs relate to research 
costs not covered by contracts and are estimated to amount to $59,742.26. 
This is 2.32 percent of the total research costs of the corporation not speci- 
tically covered by contracts. 

I. The total dollar value of subcontracts applicable to this contract is 
$6,868,674.68. This sum includes the total dollar value of all procurement 
of material and services charged directly to this contract. Subcontracts in 
excess of $100,000 are itemized in schedule 1. 

“4, The salary and bonus of every official of the corporation in excess of $20,000 
vear for the period from October 1, 1947, to September 80, 1955, is shown in 
exhibit A. It is estimated that $11,940.84 of such costs were charged to or 
laimed against this contract. This is 1.20 percent of the aggregate amount 
shown in exhibit A for the fiscal years during which this contract was in 


10. Stock rights have not been a part of the compensation of any official or 
mployee of the corporation. 

ll. No “selling expenses” have been charged to this contract. 

12. Contributions or dues paid to any trade organization of public informa- 
tional media and the itemization of each such expenditure, giving name of 
payee, is shown in exhibit B for the period from October 1, 1947, to July 31, 
1955. Expenses of this nature are included in costs reported under 8 C, D, and 
F, and it is estimated that $3,568.35 has been charged to this contract. This 
s 3.52 percent of the aggregate amount shown in exhibit B for the period from 
October 1, 1954, to July 31, 1955, the period this contract was in work. 

15. Consultation or advisory fees paid to any person or organization have 
heen interpreted by the corporation to refer to compensation for such services 

onnection With the design, development or manufacture of the corporation’s 
roducts. Accordingly, fees for other professional services, such as those of 
countants, attorneys, and appraisers have not been reported. This contract 
as been charged with 1.06 percent of the aggregate of such fees reported in 
exhibit C for the period from October 1, 1954, to July 31, 1955, the period this 
ontract was in work. 

‘Traveling expenses charged to this contract are estimated to amount to 
‘46,744.82. This sum includes those expenses charged directly to the contract, 

| as estimated portion of such expenses charged to this contract as an 
element of burden reported in response to questions 8 C, D, and F. 

rhe corporation’s accounting policy prohibits the charging of entertainment 
‘xpenses directly or indirectly to Government contracts. 

The total profit to be claimed on the 25 F—100C airplanes has not been 
(etermined, Based on firm target price negotiation it is presently estimated 
hat the profit to be claimed on the 25 F-100C airplanes, related spares and 
items will, when completed, amount to $1,080,961.50, before Federal income 


ther 


™ + 


he total profit to be claimed on the remaining 221 F—100D airplanes has not 
‘n determined as firm target price negotiations have not been initiated. 
i. The profit per airplane to be claimed on the 25 F—100C airplanes has not 
determined. 3ased upon firm target price negotiations, it is presently 
timated that the profit per airplane on this*portion of the contract, when 


mr! } 


pleted, will amount to $42,434.55 before Federal income taxes. 
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The profit per airplane to be claimed on the remaining 221 F-100D airy); 
has not been determined as firm price negotiations have not been initi: ited. 

17. Depreciation is generally charged against contracts as an element 
burden, which is included in the sum reported in response to questions 8 ¢ fp 
and F. It is estimated that $90,454.36 has been charged to this contract. Tj, 
sum represents 2.20 percent of the total provision for depreciation mad b 
the corporation during the 10 months ended July 31, 1955, the period this cont, 
was in work. 

(Answers to questions 18 to 32 will be found under contract AF33 (038) 921) 


ScHEDULE 1.—Subcontracts in excess of $100,000 





| 
Subcontractor | Items 








Aero Products, Allison Division, General Power units 
Motors Corp., Dayton, Ohio. | 
Aircraft Mechanics, Inc., Colorado Springs, | Ejection seats_...............-----.---.---.- 
Colo. } 
Airesearch Manufacturing Co., care of Aero | Transducer assemblies 
Engineering Co., Columbus, Ohio. | Refrigeration units____- 
Allen Tool Co., Springfield, Ohio | Open order for contract tooling 
Bendix Products Division, Bendix Aviation | Landing gears 
Corp., South Bend, Ind. 


F itting assemblies 
Bennel Machine Co., Brooklyn, N. Y_......| Wing subassemblies 
Blades Manufacturing Corp., St. Louis, Mo.| Ribs. ___- 
Bogue Electric Manufacturing Co., Dayton, 
Ohio. | 
Ch “1% Vought Aircraft, Inc., Grand Prairie, | Aft fuselage sections 
a a 
C ary aber Corp., Detroit, Mich_- Front wing spars 
ee 
Firestone Tire & Rubber Co., Los Angeles, Fuel tank assemblies 
aif. swans? 
do 
Firestone Tire & Rubber Co., Los Angeles, |.....do_. 
Calif. 
Franklin Balmar Corp., Baltimore, Md Tapered plates (skins) 
Goodyear Aircraft Corp., Akron, Ohio Le sadling edge sections ; 


do. ote 
Liberty Products Corp., Farmingdale, N. Y- Spar assemblies ___- 
Tooling for spar assemblies 
The Maxim Silencer Co., care of E. E. Huff | Intake and exhaust silencers_____- 
& Co., Evanston, Il. 
National Tapered Wings, Los Angeles, Calif.| Tapered plates (skins) _- 
Seeger Refrigerator Co., St. Paul, Minn___..| Droppable tanks 
George Sheaf & Co., Columbus, Ohio.__.....| Engine test cells 
Ground runup silencers - _-- 
Temceo Aircraft Crop., Garland, Tex_........| Rehabilitation of tooling for w ‘ing tip panel, 
aileron, and flap assemblies. 
Wing tip panel assemblies, aileron assem- 
blies and flap assemblies 
Temco Aircraft Corp., Dallas, Tex Tooling for external mounts for fuel tanks, 
bombs, ete. 
External mounts for droppable fuel tanks, 
bombs, etc. 
Twin Coach Co., Buffalo, N. Y ae Rear spars 
U owe Metal Products Co., Inc., Pasadena, | Spar assemblies 
valif. 


Vickers, Inc., Detroit, Mich rip eal 
Viking ‘Tool & Machine C orp., ‘Belleville, Mounts 
N. J. 


W yman-Gordon Co., Worcester, Mass......| Forgings 
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SCHEDULE 2.—Contract summary 


Funds obligated under letter and definitive contract 
ss — — 
Document i Date | Scope Obligated fun 


ontract _- me Oct. 11,1954 # Obligation of funds for— 
25 F-100C airplanes, 221 F-100D airp lanes, | $55, 000, 000 
| and engineering and maintenance data. 
| Spare parts-_ _ -- }  §,000, 000 
| Special tools and ground handling equipment | 500, 000 
Definitive contract. - -| | June 30, 1955 | Deobligation of funds resulting from supersession | (60, 050, 000. 
of letter contract. 
| Obligation of funds for— 
} 25 F-100C airplanes. -...-...-- ike dimadtiods SE Ce 
| | 221 F-100D airplanes-.--.-..--.-- | 121, 550, 000. 
| | 
| 
} 
| 
| 
| 
| 


Spare parts } 10,000, 000 
Special tools and ground handling e quipme nt 1, 381, 654 
Technical data -- ie es | 425, 986. 00 

| Droppable wing tz anks | 355, 716. 00 

| Establishment of committed funds for $2,361, 600, 

| engineering changes gsm eda 

July 29,1955 | Assignment of obligated funds for spare parts Nil 

| $1, 517, 133.86. 

Assignment of obligated funds for special tools | Nil 
and ground handling equipment $206,206.44. 


Supplemental agree- 
ment No. 1. 

plement al agree- 
a it No. 2. 


Total obligated Peis RE FEE AER 339, 981. 00 


Contract AF 33(600)29150—496 F-100D ArRPLANES 


The following data are submitted in response to your letter No. 27 of August 
12, 1955, requesting information regarding our undertaking to build for the 
Department of the Air Force the aircraft known as the F-100. The F-100 is a 
one-man, supersonic fighter. This contract, the third in a series of contracts for 
F-100 airplanes, called for 496 F—100D airplanes, spare parts, special tools, and 
ground-handling equipment, wing tanks, mobile training units, training parts 
tools and equipment, and other items. 

2. Contract number: AF 33(600) 29150. 

». Type of contract: Fixed price, with incentive-type price redetermination 
provisions. 

Definitive contract : Approved May 31, 1955. 
5. Date when authorized to proceed: May 31, 1955. 

The total sales price for the airplanes, spare parts, and other items unde 
the contract had not been agreed upon as of July 31, 1955. Funds obligated 
under this contract amounted to $251,260,966. Approximately $226,470.385 of 
the obligated funds had been allocated to the various items to be procured under 
this contract. 

7. In fixed-price contracts with incentive-type price redetermination provisions, 
the original unit price stated is an amount for billing purposes and is usually 
the tentative average unit target price as well. At a later date, 
cumulation of cost information, it is Customary 
target price, target cost, 


after ac 
to negotiate a firm average unit 
and target profit based on the airplane in a stated 
suration as a basis for the application of the incentive-type price redetermi 
sation formula. At final price determination proceedings, the firm average unit 
target price is adjusted by application of the incentive formula. 

The tentative average unit target price for the < 


496 F-100D airplanes was 
54356,398. 
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8. Costs and expenses charged to this contract as shown by the contractor's 
records through July 31, 31, 1955, subject to final audit upon completion of the 
contract, are summarized as follows: 


A. Material . $1, 800, 936. 68 
The foregoing sum includes all material used on 
the contract in whatever form acquired, except ma- 
terial relating to engineering costs which are included 
under 8 F. The corporation’s records do not disclose 
only costs of raw material fabricated by the contrac- 
tor. 
. Direct labor costs $1, 723, 474, 12 
The foregoing sum includes all direct labor, except 
direct engineering labor which is included under 8 F. 
. Overhead 2, 440, 678. 30 
Percent of corporation total, 1.98. 
aE YS ee ee 362, 006. 1) 
Percent of corporation total, 1.93. 
. Engineering costs 003, 619. 94 
Percent of corporation total, 4.17. 
Other costs charged to the contract 1, 589, 335. 04 
12, 920, 050. 1: 

In determining the percentage of certain charges, reported under C, D, and F 
above and H following, of the corporation total of such items, the amount charge 
to this contract was related to the total corporation costs of such items incurre 
during the fiscal years this contract was in work, except that in the fiscal year 
ended September 30, 1955, costs through July 31, 1955, were used. 

E. Overtime charged against this contract amounted to 8&713.626.94 
This sum is the estimated amount paid for time over 40 hours a week 
8 hours a day for direct manufacturing and engineering labor. It does not 
include overtime paid to employees whose salaries and wages are includ 
in any classification of overhead. All overtime charges referred to herei: 
are included principally in B and F above. 

G. Since this contract provided for the designing, development, and con- 
struction of an advanced type of airplane, there were certain development 
costs charged thereto. However, the company’s records do not provide 
basis by which the amount of such development costs may be determined 
All such costs would be included under engineering costs in F above. 

H. Research costs are included in the costs of this contract, in part as 
direct items and in part as elements of overhead. The amounts included 
as direct items cannot be determined from the corporation’s records. The 
amounts included as a portion of administrative costs relate to researe! 
costs not covered by contracts and are estimated to amount to $47,356.79 
This is 1.84 percent of the total research costs of the corporation not speci! 
cally covered by contracts. 

I. The total dollar value of subcontracts applicable to this contract 
$3,303,953.96. This sum includes the total dollar. value of all procurement’ 
of material and services charged directly to this contract. Subcontracts 
in excess of $100,000 are itemized in schedule 1. 

9. The salary and bonus of every official of the corporation in excess 
$20,000 a year for a period from October 1, 1947, to September 30, 1955, is show! 
in exhibit A. It is estimated that $11,646.17 of such costs were charged to 
claimed against this contract. This is 1.17 percent of the aggregate amoun' 
shown in exhibit A for the fiscal years during which this contract was in wors 

10. Stock rights have not been a part of the compensation of any official 
employee of the corporation. 

11. No selling expenses have been charged to this contract. 

12. Contributions or dues paid to any trade organization of public infor! 
tional media and the itemization of each such expenditure, giving name © 
payee, is shown in exhibit B for the period from October 1, 1947, to July 3! 
1955. Expenses of this nature are included in costs reported under 8 ©, | 
and F and it is estimated that $2,294.31 has been charged to this contract. This 
is 2.26 percent of the aggregate amount shown in exhibit B for the period from 
October 1, 1954, to July 31, 1955, the period this contract was in work. 

13. Consultation or advisory fees paid to any person or organization hav: 
interpreted by the corporation to refer to compensation for such services in « 
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nection with the design, development, or manufacture of the corporation’s prod- 
nets. Accordingly, fees for other professional services, such as those of iccount- 
ants, attorneys, and appraisers have not been reported. This contract has not 
heen charged with any amount of the fees reported in exhibit C. 

14. Traveling expenses charged to this contract are estimated to amount to 
$103,437.66. This sum includes those expenses charged directly to the contract, 
as well as estimated portion of such expenses charged to this contract as an 
element of burden reported in response to questions 8 C, D, and F. 

The corporation’s accounting policy prohibits the charging of entertainment 
expenses directly or indirectly to Government contracts. 

15. The total profit to be claimed on this contract has not been determined, as 
firm target price negotiations have not been initiated. 

16. The profit per airplane to be claimed on this contract has not been deter- 
mined, as firm target price negotiations have not been initiated. 

Depreciation is generally charged against contracts as an element of 
burden, which is included in the sum reported in response to questions 8 C, D, and 
F. It is estimated that $135,059.15 has been charged to this contract. This 
sum represents 3.28 percent of the total provision for depreciation made by the 
corporation during the period from October 1, 1954, to July 31, 1955, the period 
this contract was in work. 

(Answers to questions 18 to 32 will be found under contract AF33 (038) 9211.) 


SCHEDULE 1.—Subcontracts in excess of $100,000 





Subcontractor Items Amount 





Aero Products Operations, Allison division, | Auxiliary ~ joo, power unit and tech- $220, 080. 00 
General Motors Corp., 9477 Brighton nical dat: 
Way, Beverly Hills, Calif. 

Airesearch Manufacturing Co., care of Air- 


111, 744. 00 
supply Co., 9815 Wilshire Bivd., Beverly 124° 410. 00 
Hills, Calif. 


418, 521.00 


547, 500. 00 
Bendix Aviation Corp., Red Bank division, : 


108, 616. 8: 
117 East Providencia Ave., Burbank, Calif. 249, oan Po 
he Cleveland Pneumatic Tool Co., care of § 689, 724. 00 
\irsupply Co., 9815 Wilshire Blvd., 1 689, 724. 00 
Beve rly Hills, Calif. 590, 450. 00 


- 341, 706. 75 
. --d0.......~------+2------------------- 341, 706. 75 
Hydro-Aire, Inc., 3000 Winona Ave., Bur- 116, 624. 64 
bank, Calif. 116, 624. 64 
142, 825. 03 
133, 
er Aluminum & Chemical Sales, Statler ta : 138, 
Cc nter, 900 Wilshire Blvd., Los Angeles, 1 4 120, 
Calif |- o------- 151, 346. 
H. W. Loud Machine Works, care of Haskell- | Steering dampers................--...-....... 123, 635. 00 
Loud Aircraft Service, 1236 South Central ’ 
Glendale, Calif. 
) Aircraft, Ine., Northrop Field, | Assemblies for mounting fuel tanks, bombs, 841, 866. 60 
10rne, Calif. ete. 
Tooling for mounting fuel tanks, bombs, etc 250, 909. 73 
neer Central division, Bendix Aviation | Converters._..---.....--...--22222---2 2 136, 514. 00 
, Davenport, Iowa. 
fem rc ru Titani’ 1m, Inc., 12th St. and Rail- Titanium sheet 268. 
road Lane, Midland, Pa. do 








, 704, 00 
138, 500. 00 
170, 577. 50 
119, 322. 00 
171, 376. 00 
137, 562. 50 
124, 087. 50 


103, 455. 
Rheem Manufacturing Co., 11711 South OO 674, 53 
Woodruff Ave., Downey, Calif. , 695, 541. 92 
Wing subassemblies 237, 038. 38 
Bo ee eae 476, 178. 58 
Aileron assemblies : 839, 702. 92 


Wing tips. 332, 
Seeger Refrigerator Co., 850 Arcade St., St. s 609, 302 % 
Paul, Minn. a 
Serv omechanisms, Inc., 12500 Aviation 350 . 
Blvd., Hawthorne, Calif. do 201, 662 $e 
Stewart-W arner Corp., South Wind divi- 369, 490. 68 
sion, 1514 Drover St., Indianapolis, Ind. |. do 187, 209. 00 
Sundstrand Aviation, division of Sund- | Constant speed drive components and tech- 1, 141, 304. 00 
— a a Tool Co., 2421 11th St., | nical data. 
tock for 








74721—56———-18 
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Subcontractor Amount 





Thompson Products, Inc., 207 South Hindry 
Ave., Inglewood, Calif. 

Titanium Metals Corporation of America, nay ~ sheet. 
5333 East Slauson Ave., Los Angeles, Calif. |- 

United States Rubber Co., fuel cell division, 


Fuel tonic assemblies. 
5675 Telegraph Rd., Los Angeles, Calif. do 


|- 
* 


Vickers, Inc., 2160 East Imperial Highway, 
El Segundo, Calif. 








ScHEDULE 2.—Contract summary 





| gated 
Document Date | Scope | Obligated 


Inds 





Definitive contract....| May 31,1955 |Obligation of funds for— | 
496 mode] F-100D airplanes, including mock- | $216, 453, 408, 
up, low-sneed wind tunnel model support, 
high-speed Wind tunne] model support, engine 
test support, and certain technica] data. 
Spare parts 
Special tools ¢ and ground handling equipment 
Technical data | 
992 drop»pable wing tanks-_-_.................- 
Gun fire-testing program 
Flight-test PROGTAN)........-22e.2---- 22 saceivepaal } 
Mobile training units ‘ 
Training parts, tools and equipment - 
Establishment of committed funds of $5, 000, 000 | 
for engineering changes. 








Total obligated funds (represented by definitive contract) 251, 260, 966. 00 





Contract NOA(S)9243—12 AJ-1 AIRPLANES 


1. The following data are submitted in response to your letter No. 99 of Sep 
tember 27, 1955, requesting information regarding our undertaking to build for 
the Department of the Navy the aircraft known as AJ-1. The AJ-1 is a carrier- 
based airplane designed specitically to carry an atomic bomb. This contract, the 
first of a series of contracts for AJ-1 airplanes, called for 12 airplanes, spar 
parts, special tools and ground handling equipment, and other items. 

As of July 31, 1955, substantially all items had been delivered. Final price 
determination proceedings had been held, but the contract was not considered 
closed. 

2. Contract number: NOa(s)9243. 

3. Type of contract: Fixed price, with incentive-type price redetermination 
provisions. 

4. Definitive contract: Approved September 25, 1947. 

5. Date when authorized to proceed : September 25, 1947. 

6. The total sales price agreed upon as of July 31, 1955, for all ggg spare 
parts, and other items under the contract amounted to $19.8 389,150.02. Since the 
contract had not been completed, it is possible that further procurement may be 
made under this contract. 

7. In fixed-price contracts with incentive-type price redetermination provisions 
the original unit price stated is an amount for billing purposes and is usually th 
tentative average unit target price as well. At a later date, after accumulation 
of cost information, it is customary to negotiate a firm average unit targe! 
price, target cost, and target profit based on the airplane in a stated configuration 
as a basis for the application of the incentive-type price redetermination formula 
In this contract, however, the original target price, costs and profit were the 
firm average unit target amounts since there was no provision in this contract 
for interim negotiations. 

The adjusted average final unit price of the 12 AJ-1 airplane was $1,321,972.0 

8. Costs and expenses charged to this contract as shown by the contractor® 
records plus certain expenses claimed against this contract but not charged 
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thereto on the corporation’s books through July 31, 1955, subject to final audit 
upon completion of the contract, are summarized as follows: 


A. Material $2, 660, 165. 34 
The foregoing sum includes all material used on the_ 
contract in whatever form acquired, except material 
relating to engineering costs which are included under 
8F. The corporation’s records do not disclose only 
costs of raw material fabricated by the contractor. 
B. Direct labor costs. 5, 426, 958. 91 
The foregoing sum includes all direct labor, except 
direct engineering labor which is included under 8F. 
Cc. Overhead siete 
Percent of corporation total, 2.54. 
D. Administrative costs * 350, 175. 44 
Percent of corporation total, 2.22. 
F. Engineering costs 2, 887, 358. 83 
Percent of corporation total, 1.55. 
Other costs charged to the contract 1, 438, 742. 75 








6, 631, 171. 28 




















Total 19, 394, 572. 55 


In determining the percentage of certain charges, reported under C, D, and 
F above and H following, of the corporation total of such items, the amount 
charged to this contract was related to the total corporation costs of such items 
incurred during the fiscal years this contract was in work, except that in the 
fiscal year ended September 30, 1955, costs through July 31, 1955, were used. 

E. Overtime charged against this contract amounted to $457,625.45. This 
sum is the estimated amount paid for time over 40 hours a week or 8 hours 
a day for direct manufacturing and engineering labor. It does not include 
overtime paid to employees whose salaries and wages are included in any 
classification of overhead. All overtime charges referred to herein are 
included principally in B and F above. 

G. Since this contract provided for the designing, development and con- 
struction of an advanced type of airplane, there were certain development 
costs charged thereto. However, the company’s records do not provide a 
basis by which the amount of such development costs may be determined. 
All such costs would be included under engineering costs in F above. 

H. Research costs are included in the costs of this contract, in part as 
direct items and in part as elements of overhead. The amounts included 
as direct items cannot be determined from the corporation’s records. The 
amounts included as a portion of administrative costs relate to research 
costs not covered by contracts and are estimated to amount to $63,269.83. 
This is 1.47 percent of the total research costs of the corporation not specifi- 
cally covered by contracts. 

I. The total dollar value of subcontracts applicable to this contract is 
$4,182,821.67. This sum includes the total dollar value of all procurement of 
material and services charged directly to this contract. Subcontracts in 
excess of $100,000, none. 

9. The salary and bonus of every official of the corporation in excess of $20,000 
a year for the period from October 1, 1947, to September 30, 1955, is shown in 
exhibit A. It is estimated that $50,071.73 of such costs were charged to or 
claimed against this contract. This is 2.69 percent of the aggregate amount 
shown in exhibit A for the fiscal years during which this contract was in work. 

10, Stock rights have not been a part of the compensation of any official or 
employee of the corporation. 

ll. No selling expenses have been charged to this contract. 

12. Contributions or dues paid to any trade organization of public informa- 
Honal media and the itemization of each such expenditure, giving name of payee, 
is shown in exhibit B for the period from October 1, 1947, to July 31, 1955. Ex- 


| Penses of this nature are included in costs reported under 8C, D and F and it 


is estimated that $12,386.65 has been charged to this contract. This is 3.48 
Percent of the aggregate amount shown in exhibit B for the period from October 


| 1,197, to September 30, 1952, the period this contract was in work. 


13. Consultation or advisory fees paid to any person or organization have 


been interpreted by the corporation to refer to compensation for such services 
in connection with the design, development or manufacture of the corporation’s 
| Products. Accordingly, fees for other professional services, such as those of 
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accountants, attorneys, and appraisers have not been reported. This Contract 
has not been charged with any amount of the fees reported in exhibit ©. 

14. Traveling expenses charged to this contract are estimated to amount to 
$230,957.14. This sum includes those expenses charged directly to the Con- 
tract, as well as estimated portion of such expenses charged to this contract 
as an element of burden reported in response to questions 8C, D, and F. ; 

The corporation’s accounting policy prohibits the charging of entertainment 
expenses directly or indirectly to Government contracts. 

15. In the final price determination proceedings for this contract, a tot, 
profit of $492,504 before Federal income taxes was claimed for the airplanes 
spare parts and other items. 

16. In final price determination proceedings, the loss per airplane amountej 
to $33,570, applicable to each of 12 units. 

17. Depreciation is generally charged against contracts as an element of 
burden, which is included in the sum reported in response to questions 8C, p. 
and F. It is estimated that $126,084.61 has been charged to this contract. This 


sum represents 2.02 percent of the total provision for depreciation made by the 
corporation during the period from October 1, 1947, to September 30, 1952, the 
period this contract was in work. 

(Answers to questions 18 to 32 will be found under contract AF33 (038) 9211) 


SCHEDULE 2.—Contract summary 


Seotion A.—Funds obligated under definitive contract 





Document Date Obligated 


Scope funds 





Definitive contract....| Sept. 25,1947 | Obligation of funds for— 


12 model AJ-1 airplanes, design data, tests 
and drawings. 

Spare parts 

Special tools and ground handling-equipment 

Publications 


$13, 582, 932. ( 
2, 713, 812.0 
96, 922 
118, 398 








Total obligated funds, section A 16, 512, 064. 0 








Section B.—Funds obligated under amendments and change orders to 
definitive contract 





Document Scope Obligated funds 





Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 


Obligation of funds for arresting hook tests. - 

Obligation of funds for 1 set of blueprints -.___-- 

Obligation of funds for demonstration of AJ-1-___- 

Deobligation of funds for publications 

Obligation of funds for structural repair of parts 
handbook. ; 

Incorporation of inspection of manuscript and Ni 
classified publications contract clauses and re- 
vision of the submission of invoices and place 
of payment contract clause. 

Obligation of funds for wingtip tanks..._..______-. 

Deobligation of funds for deletion of submission 
of fina] detail specifications. 

Obligation of funds for factory training school for 
94 ——— in maintenance and operation 
r) -1. 

Obligation of funds for master tooling for under- 
wing attaching points. 

Obligation of funds for repair of damaged aircraft 

Obligation of funds for instrumentation of 1 
AJ-~-1 for carrier suitability test. 


176, 304. 1 


. 18, 1949 
Mar. 24, 1949 


Mar. 28, 1949 


Amendment No. 9 --- 


37, 363. 2 
Amendment No. 10 -- 


(2, 918. 


Amendment No. 12 -.. 17, 054.41 


14 ..| Sept. 16, 1948 
30, 1949 


19, 1949 


Amendment No. 5, 416.30 
9, 703. %2 
6, 662. 6 


Aug. 
Oct. 


Amendment No. 18 -. 
Amendment No. 19 -- 


Amendment No. 20 -. 
Amendment No. 21 -- 
Amendment No. 24 -. 
Amendment No. 25 -. 
Amendment No. 28... 
Amendment No. 30... 


Amendment No. 31... 





Dec. 19, 1949 
July 25, 1950 
Mar. 30, 1950 
Sept. 21, 1950 
Nov. 22, 1950 


Mar. 6, 1951 


Obligation of funds for instrumentation of 1 
AJ-1 for demonstration tests. 

Obligation of funds for bomb-bay braces 

Obligation of funds for retrofit change to aircraft 

Obligation of funds for instrumentation of 1 AJ-1 
airplane for catapult suitability tests. 

Obligation of funds for drop tests to determine 
landing-gear strength. 

Obligation of funds for tests to determine effect of 
change in hydraulic fluid. 





Obligation of funds for landing-gear shock ab- 
sor and testing. 








5, 655. 6 


40, 110.48 
2, 708.34 


32, 812.0 













tract 


nt to 
Con- 
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iment 


total 
lanes, 


unted 


nt of 
C, D, 

This 
’y the 
2, the 


9211.) 


Zated 
nds 


, 982. 00 
}, 812.0 


}, 922. 0 


3, 398. 00 


ped funds 
1,837.8) 
9 165.83 
3 G68 | 
9, 347. 25 
6, 304 





37, 363. 2 
2, N18. 64 


(7, 056. 41 


5, 416.30 


9, 708.8 
6, 662. 


5, 655. 8 
4, 624. 6 
4, 937. 4 
32, 753.4 
40, 110. 48 
2, 703.4 
32, 812.7 
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Section B.—Funds obligated under amendments and change orders to 
definitive contract—Continued 











Document Date | Scope |0 bligated funds 



















































































































| 
4mendment No. 34...} Oct. 31, 1950 | Obligation of funds to conduct drop tests for a $16, 957. 05 
7 | 5° roll attitude. 
Amendment No. 36...| June 4,1951 | Obligation of funds for retrofit change to aircraft__- 3, 600. 65 
Amendment No. 37.--| May 17,1951 |----- ete hendcas necLtaanincknahbasscebicoacaan 1, 347. 30 
‘Amendment No. 38..-| June 11, 1951 |-_--- do 16, 256. 88 
i | | Incorporate — provisions “of Renegotiation ‘Act of Nil 
| 1951. 
{mendment No. 39...| May 18,1951 | Obligation of funds for retrofit change to aircraft__- 13, 399. 40 
Amendment No. 41... June 30, 1951 |__._.do-- 1, 566. 36 
Amendment No. 42..-| July 25, 1951 Deobligation of funds for contractor-furnished | (19, 146. 05) 
| instrumentation equipment retained by con- 
e tractor after removal] from XAJ-1. 
™ Amendment No. 43..-| July 16,1951 | Deobligation of funds for microfilm index from (4, 163. 76) 
_ | detail specification. 
# No. 44..-| July 17,1951 | Obligation of funds for retrofit change to aircraft__- 1,011. 60 
: RR ES SE EIT, See eae Sens a 2, 362. 59 
: t No. 46...| Aug. 21,1951 |____- ee er Unt aoe ed ecg ae 1, 677. 87 
bs No. 47...| Sept. 20, 1951 |_..-- Ra Sie Se RS 15, 452. 01 
: Te oe — gee —— m ae wane nnnscanecenenenenenenana i sca 
ey Yo. 49...) Aug. 21,1951 |..... Aa econ sill th caine Shah cae dase Riana each pee ims me acs 3, 186. 6 
> nend! No. 50 7 Aug. 30,1951 |...-- oo PASE Sede gtd RE ie SS cate 1, 835. 55 
‘i men iment ee Te an cn acemaneubeubdcewen cube wm seeul 1, 008. 09 
ad endment No, 52..-| Aug. 21,1951 }_.__. * EEE 1 Rae SEES 2, 742. 63 
= Amendment No. 53 | eee ee al tha ae aac aie am manensere absaa me aera 189. 63 
= Amendment No, 54---|..--.d0.....-..}..... (Os SERS FER RRS SE ee ee ee eae eee 22, 506. 72 
a4 mendment No. 55 “] (ae 2 2 ee. SE oT eo cal tanle ctalbac au alana 532. 26 
ie sAvaometatss C0. 0. 1 OO nis inbimmnenmcbnwamesiak 21, 771.15 
3 mendment No. 61_.-| Sept. 13,1951 | Deobligation of funds for retrofit change to air- (1, 482. 03) 
P | craft established by amendment No. 36. 
fe =i Oct. 4,1951 Obliz: ation of funds for retrofit change to aircraft_- 1, 058. 13 
Pe yy) ge = - aU” St a ci lie nei ei ace era | 2, 358. 90 
oT aS pS Or Se ea o---22e------------| 3, 854. 16 
-| Dec. 8, 19051 |..... ES ee ee Ee a See eee | 6, 896. 70 
 ! ment No, 66...| Dec. 18, 1951 |--._. ES ae e a ae ~o=-} 7, 364. 34 
Amendment No. 67...| Jan. &, 1063 |.....d0................- 1, 033. 74 
ne Incorporation of examination of records contract Nil 
ae clause. 
o Amendment No. 68..-| Jan. 23, 1952 Obligation of funds for retrofit change to aircraft- | 3, 464. 19 
; iment No. 69 --| Feb. 9,1952 |..-.-. | Ry a ee ere | 2, 349. 36 
be sndment No. 70...| Feb. 14, < Neuer antes € aE pes, Va tomes ---| 825. 39 
es ment No. 76..-} June 11, i oe Te TAS CE ee eae ~---------| . 115. 83 
= Amendment No. 78.--| July 25, 2 GO cranes dads adnecoustdbdedenaennens ins 8, 253. 72 
Amendment No. 79...| Oct. 6, (eae 8, 170. 29 
; Amendment No. 82..-| Apr. 23, | Obligation of funds for prototype installation of | 55, 371.18 
o provisions for radar computer handling equip- 
st ment and modification of radar provisions. | 
fm Amendment No. 84..-|_....do__.--- Deobligation of funds for retrofit change to air- | (2, 748. 00) 
: | craft established by amendment No. 60 
= Amendment No. 85 ..| Mar. 16,1953 | Obligation of funds for retrofit change to aircraft - 5, 319. 99 
me Almendment No. 86...) Apr. 27,1953 |._-..do ss uetine Wnts aintdsdncwecnsnasee ee | 5, 926. 77 
= Amendment No. 87...| June 8, 1953 |_....do_......_...______-- LL TARTS 5, 544. 27 
= Amendment No. 88.--| June 15, 1953 | do 1, 786. 14 
Amendment No. 89..-| June 22, 1953 | Deoblig: ation of funds for cancell: ition of modifica- (131, 782. 88) 
| tion changes on destroyed aircraft. 
Amendment No. 92...| June 25,1953 | Obligation of funds for retrofit change to aircraft - 575. 73 
» Amendment No. 93...| June 30, 1953 __.do ey SEM A OPE pice ee | : 23, 459. 94 
= Amendment No. 94___|_ ao... te = a tuen sats i RAEN 22, 867. 02 
a Amendment No. 96..-| Oct. 27,1953 |____.do 2, 064. 33 
m Amendment No. 97.-_! Oct. 28,1953 | Deobligation of funds for retrofit ch nge ‘to air- (1, 701. 84) 
4 | craft established by amendment No. 3 
= Amendment No. 100..| Aug. 24,1954 | Obligation of funds for retrofit change to: - x 2, 948. 28 
=, Amendment No. 101-.} Apr. 12,1955 | Based on final price determination: 
4 | Obligation of funds for airplanes........-.._-- 2, 644, 480. 18 
rf Deobligation of funds for— 
me Spare parts... (176, 318. 06) 
BS | — io tools and ground handling ‘equip- (32, 307. 58) 
3} } me 
m Change F.....____. ---| Oct. 8,1948 | Obligation of f iii for penne change...--- 7, 908. 00 
Unange Gio. s.5.5_ | Oct. 5, 1948 |__-.- ‘ a ST ARE e 44, 147.52 
Change H....... 2. Sa ce Le simdesgbueainas 443. 40 
(baat by ke Cee RRRRINeE 4, 059. 12 
& be ES | Jan. 10,1949 | Deobligation of funds for ‘specific: ation ‘change. a ‘| (120. 96) 
a ones _. | Mar. 11 1949 | Obligation of funds for specification change-._.-.- 1, 236. 60 
i Charnes N oc wareneeee. | May 27,1949 | Deobligation of funds for specification change- | (9, 994. 77) 
pate P....--------- | Sept. 27,1949 | Obligation of funds for specification change..__-- 672. 24 
- oc renee ee ee Sept. 28, 1949 | te ES SS ee ea aa ee | 86, 700. 96 
mo ‘hy ange S....-.- 22... Sept. 27. 1949 ‘ Deobligation of funds for specification change..... (350. 88) 
» «iange V._.....______| Feb. 21,1950 | Obligation of funds for specifiestion change...._-- 5, 158. 08 
m Change W. do | do 3, 669. 66 
Mm Obange X-- 777-77" Ra ooh ee Oeil Meme fn ie ie a 1. 534. 80 
Change Y rm a Meee RE Ce iA cts ee ee er KT eee r 


See, ee Mar. °s 1950 ikea Eanivetasciwuutucteupnsbidncsatesantenesken 4, 239. 54 
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Section B.—Funds obligated under amendments and change orders to 
definite contract—Continued 





Document 


Date 


Scope 


Obligated fundy 





Revision No. 
change Y. 
Change Z.-- 
Change AB 
Revision No. 
change AB. 


Change AH 
Change AI 

Change AJ 

Change AK. 
Change AL 
Change AM 
Change AN 
Change AO 


Change AP 





May 


Mar. 
Mar. 


11, 1950 
6, 1950 
23, 1950 
11, 1950 


- 19, pe 


Apr. 


Jan. 


Total obligated funds, 
Definitive Contract) 





Obligation of funds for an increased effectivity of 
change Y to include additional aircraft. 
Obligation of funds for specification change 


0. 

Obligation of funds for an increased effectivity of 
change AB to include additional aircraft. 

Obligation of funds for specification change 


d 
“Deobligation of funds for cancellation of modifica- 
tion changes on destroyed aircraft. 
Obligation of funds for specification change 


B (represented by amendments and changes to 


Total obligated funds, sections A and B 


__ 3,377, 


~ 19, 889,1 


086. (2 








Section C, Part I.—Definitive contract amendments involving assignment of 


obligated funds 





Document 


Scope 


Assignment of 
obligated fund 





Amendment No. 
Amendment No 
Amendment No 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 56. 
Amendment No. § 


Amendment No. 58_.-|_. 


Amendment No. ! 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No 
Amendment No. 7 
Amendment No 
Amendment No. 
Amendment No. 
Amendment No. 90. 
Amendment No. 95.-.- 
Amendment No. 98... 





. 12, 1949 
3, 1949 
3, 1950 
. 15.1950 
. 14. 1950 
12, 1951 


». 16, 1951 


. 26, 1951 
16, 1951 


26, 1951 
d 


a 


Mar. 20, 1952 


So 
Mar. 18, 1952 
Mar. 20, 1952 


July 


ae 
Dec. 
Apr. 
Aug. 
Aug. 


16, 1952 


13, 1953 
12, 1953 
31, 1953 


June 10, 1954 





Assignment of obligated funds for— 
Special tools and ground handling equipment | 
Spare parts 
Special toois and ground handling equipment. 
Spare parts. 


Special tools and ground handling equipment- 
Spare parts 


Special tools and ground-handling equipment. 








Section C, Part II.—Letter of intent, extensions to letter of intent, and definitive 
contract amendments and changes not involving obligated funds 


—<— 





Document 


Date 


Scope 


Assignment of 
obligated fune 





Letter of intent 


Extension No. 1 to 
letter of intent. 

Extension No. 2 to 
letter of intent. 

Extension No. 3 to 
letter of intent. 





Sept. 25, 1947 


Dec. 
Feb. 


29, 1947 
27, 1948 


Apr. 30, 1948 





Expression of intent of the Navy Department to 
enter into a formal contract for the manufacture 
of 12 model AJ-1 airplanes, design data, tests 
and drawings, spare parts, special tools and 
ground-handling equipment, and publications. 

2-month extension...... SER ES ETL OTe 






























atid SE GAS 



















Aire dt oe Dea hg 














Asiatic 






a 





ae oe 
wx: 
























































5, 608 DB 
9, 537 aS 
1, 607.4% Pi 
24.3 

10, 264.8 ; 
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2 

5 

ofinitive rie 
: 

ty 

———e ¥ . 
7 

mment of S 
Fj 
ated funds & 

































AIRCRAFT PRODUCTION COSTS AND PROFITS 1485 


Section C, Part II1.—Letter of intent, extensions to letter of intent, and definitive 
contract amendments and changes not involving obligated funds—Continued 





Assignment of 


Document Date Scope obligated funds 















Extension No. 4 to | June 28,1948 | 2-month extension_.----- bthee Ear 7 SE EeNs ees eee Nil 
etter of intent. 
Pha Sons No, 2..--| Aug. 19,1948 | Revision of aircraft delivery schedule__...-...---- Nil 
Amendment No. 4..--| Oct. 29,1948 | Security classification change-_.- cpu aak Nil 
Amendment No. 6.---] Feb. 7,1949 | Furnish basic list of contractor furnished equip- Nil 
ment for AJ-1 airplanes. 
Amendment No. 11.--] Feb. 24,1949 | Revision of title to engineering, tooling and work- Nil 
in-process contract clause. 
Amendment No. 16.-.| July 15,1949 | Revision of aircraft delivery schedule-._--..-...-- Nil 
Amendment No, 17...| Aug. 15,1949 | Furnish bill of materials for model AJ-1 airplanes. Nil 
Amendment No. 23..-|-.----..------ Sears ee BERRA aS Nil 
Amendment No. 33.-.| Jan. 22,1951 | Correction of spare parts exhibit item numbers--- Nil 
Amendment No. 91..-|--.------------ LSS SILER EEO Re ede a Nil 
Amendment No. 99.--| June 14, 1954 | Correction of spare parts revision 14 covered by Nil 
amendment No. 90. 
pa Le. BOGORTIONS GREIIBG inc sn ce ewe cenncawieesctscac= Nil 
5, 1948 |-.--- Ee ae Sep RES es he PY Nil 
es. 2 ae MGS co tatiawasedtidcawcenanaauscandeunaieiows Nil 
8, 1949 |..... i ee oe a aca gain muvee akn aaamesceeee™ Nil 
> 4 = ee ae ab saeneede Nil 
b Sap eee |.2.-. Rae ae eR LE INE EO Aas SS ies HAS Nil 
change G, 
Cite F ... cisicaicadies Oct. 25,1948 |..--- | Ee Se ee RN, Ne ea ee eee Nil 
Change Li... <ccccenunl SR By deee |~nacs "Ne ker ae aS SS AE a eae ae Nil 
Change ©. ..32.55..6. May 3, 1949 j----- do. Rn Se ely Boe 1 EES EER Ay BA A See Nil 
Change Q ocacccnce) AEs Bln eee f<<-~. 0 ON SFE ORE SS ek a ee ee eee See Nil 
Revision No. 1 to | Apr. 12,1950 |--... BS ice oped noe tise aeska neon eanin eon a Nil 
change S, 
OheneeT |. ksacmonae Nov. 1, 1949 |----- as areata la edn Wiche rarer tn GCAE acid iad cicaatae Nil 
Crane) . <u. wkcesane Nov. 21, 1949 |.---- 0S 2 SREP TERESA DAE S28 PRE Ee eee ee Nil 
CORNED BA. ntnennne Mar. 3, 1950 |...-. fae ai ay Genpak ik rit ghee Tassel ico inn in enews changin alia Nil 
Change AD........-.. June 19,1950 |.---- | aes SEE «5 aR SR eee Fe Nil 
Change AB... ........ June 22,1950 |.-.-- PR 5 ro sae ecccucasapieanenusces sibs wegen Nil 
Revision No. 1 to | Mar. 27,1952 | Correction of typographical error in change AN - - Nil 
change AN, 
Revision No. 1 to | Sept. 19,1952 | Correction of errors of omission in change AO----. Nil 


change AO. 




















Contract NOA(s)9773—28 AJ-1 AIRPLANES 


1. The following data are submitted in response to your letter No. 99 of 
September 27, 1955, requesting information regarding our undertaking to build 
for the Department of the Navy the aircraft known as AJ-1. The AJ-1 is a 
carrier-based airplane designed specifically to carry an atomic bomb. This con- 
tract, the second of a series of contracts for AJ-1 airplanes, ealled for 28 air- 
planes, spare parts, special tools and ground handling equipment, and other 
items. 

As of July 31, 1955, substantially all items had been delivered. Final price- 
Po cates proceedings had been held, but the contract was not considered 
ciosed. 

2. Contract number : NOa(s)9773. 

3. Type of contract: Fixed price, with incentive-type price-redetermination 
provisions. 

4. Definitive contract: Approved May 11, 1948. 

5. Date when authorized to proceed: May 11, 1948. 

6. The total sales price agreed upon as of July 31, 1955, for all airplanes, spare 
parts, and other items under the contract amounted to $24,342,178.27, of which 
$603,659.42 had not been allocated to specifications. 

7. In fixed price contracts with incentive-type price-redetermination provisions, 
the original unit price stated is an amount for billing purposes and is usually 
the tentative average unit target price as well. Ata later date, after accumula- 
tion of cost information, it is customary to negotiate a firm average unit target 
price, target cost, and target profit based on the airplane in a stated configuration 
as a basis for the application of the incentive-type price-redetermination formula. 
At final price-determination proceedings, the firm average unit target price is 
adjusted by application of the incentive formula. 

The adjusted average final unit price of the 28 AJ-1 airplanes was $609,594.80. 

8. Costs and expenses charged to this contract as shown by the contractor’s 
records plus certain expenses claimed against this contract but not charged 
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thereto on the corporation’s books through July 31, 1955, subject to final angi 
upon completion of the contract, are summarized as follows: 


A. Material $4, 847, 772. 9% 
The foregoing sum includes all material used on the 
contract in whatever form acquired, except material 
relating to engineering costs which are included under 
8 F. The corporation’s records do not disclose only 
costs of raw material fabricated by the contractor. 
B. Direct labor costs 
The foregoing sum includes all direct labors, except 
direct engineering labor which is included under 8 F. 
C. Overhead 7 , O81, 36 
Percent of corporation, total, 2.04. 
D. Administrative costs 3, 704, 83 
Percent of corporation, total, 2.17. 
I > ae ere 1, 303, 764. 08 
Percent of corporation, total, 0.53. 
Other costs charged to the contract 1, 852, 751. 04 
21, 208, 055. 55 

In determining the percentage of certain charges, reported under C, D, and F 
above and H following, of the corporation total of such items, the amount charged 
to this contract was related to the total corporation costs of such items incurred 
during the fiscal years this contract was in work, except that in the fiscal year 
ended September 30, 1955, costs through July 31, 1955, were used. 

E. Overtime charged against this contract amounted to $401,056.76. This 
sum is the estimated amount paid for time over 40 hours a week or 8 hours 
a day for direct manufacturing and engineering labor. It does not include 
overtime paid to employees whose salaries and wages are included in any 
classification of overhead. All Overtime charges referred to herein are 
included principally in B and F above. 

G. Since this contract provided for the designing, development, and con- 
struction of an advanced type of airplane, there were certain development 
costs charged thereto. However, the company’s records do not provide 
a basis by which the amount of such development costs may be determined. 
All such costs would be included under engineering costs in F above. 

H. Research costs are included in the costs of this contract, in part as 
direct items and in part as elements of overhead. The amounts included 
as direct items cannot be determined from the corporation’s records. The 
amounts included as a portion of administrative costs relate to research 
costs not covered by contracts and are estimated to amount to $84,883.89. 
This is 1.37 percent of the total research costs of the corporation not 
specifically covered by contracts. 

I. The total dollar value of subcontracts applicable to this contract is 
$6,528.319.11. This sum includes the total dollar value of all procurement 
of material and services charged directly to this contract. Subcontracts in 
excess of $100,000 are itemized in schedule 1. 

9. The salary and bonus of every official of the corporation in excess of 
$20,000 a year for the period from October 1, 1947, to September 30, 1955, is 
shown in exhibit A. It is estimated that $50,028.59 of such costs were charged 
to or claimed against this contract. This is 2.19 percent of the aggregate 
amount shown in exhibit A for the fiscal years during which this contract was 
in work. 

10. Stock rights have not been a part of the compensation of any official or en- 
ployee of the corporation. 

11. No selling expenses have been charged to this contract. 

12. Contributions or dues paid to any trade organization of public informa- 
tional mediums and the itemization of each such expenditure, giving name of 
payee, is shown in exhibit B for the period from October 1, 1947, to July 31, 1955. 
Expenses of this nature are included in costs reported under 8 C, D, and F and it 
is estimated that $11,639.41 has been charged to this contract. This is 2.6 
percent of the aggregate amount shown in exhibit B for the period from October 
1, 1948, to September 30, 1953, the period this contract was in work. 

13. Consultation or advisory fees paid to any person or organization have 
been interpreted by the corporation to refer to compensation for such services 
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in connection with the design, development, or manufacture of the corporation’s 
products. Accordingly, fees for other professional services, such as those of 
accountants, attorneys, and appraisers have not been reported. This contract 
has not been charged with any amount of the fees reported in exhibit C. 

14. Traveling expenses charged to this contract are estimated to amount to 
$257,509.51. This sum includes those expenses charged directly to the contract, 
as well as estimated portion of such expenses charged to this contract as an 
element of burden reported in response to questions 8 C, D, and F. 

The corporation’s accounting policy prohibits the charging of entertainment 
expenses directly or indirectly to Government contracts. 

15. In the final price determination proceedings for this contract, a total profit 
of $2,501,291 before Federal income taxes was claimed for the airplanes, spare 
parts, and other items. 

16. In the final price determination proceedings the final profit per airplane 
claimed was $52,999 before Federal income taxes. This average profit applies 
to 28 units. 

17. Depreciation is generally charged against contracts as an element of 
burden, which is included in the sum reported in response to questions 8 ©, D, 
and F. It is estimated that $146,217.92 has been charged to this contract. This 
sum represents 1.39 percent of the total provision for depreciation made by the 
corporation during the period from October 1, 1948, to September 30, 1953, the 
period this contract was in work. 

(Answers to questions 18 to 32 will be found under contract AF33 (038) 9211.) 


ScHEDULE 1.—Swubcontracts in excess of $100,000 








Subcontractor Amount 








Cleveland Pneumatic Tool Co., care of Air- | Landing-gear assemblies ighiond oh $179, 280. 50 
supply Co., 9815 Wilshire Blvd., Beverly | 
Hills, Calif. } 





ScHEDULE 2.—Contract summary 


Section A.—Funds obligated under definitive contract 








Document Date 


Scope |Obligated funds 
| 








Definitive contract....| Obligation of funds for— 
aces | $18, 966, 024. 00 
Spare parts_- PEATE ERIE, CRE 
Special tools and ground-handling equipment 189, 660. 00 

External auxiliary fuel tanks..............._- 84, 728. 00 

| Bomb-bay adapters ! 72, 240. 00 

| Supersession of letter of intent. 

| 

a Oe nee incsunneceundbyundwedeeunece 7 Ser | 24, 623, 138. 00 


May 11, 1948 


| 
| 


| 
| 








SECTION B.—Funds obligated under change orders and supplemental agreements 
to definitive contract 





Document Date Scope Obligated 
| funds 


aS .-: on SN eee | 





Amendment No, 1.... ‘ Obligation of funds for engineering design study $15, 945. 44 


| as to installation of later design jet engine in | 
: AJ-1 airplane. 1 
Amendment No. 2....| July 29,1949 | Obligation of funds for engineering study to pro- | 4, 998. 77 
| vide increased strength of landing gear. | 
Amendment No. 3....| Jan. 18, 1950 ec yet of funds for bomb bay sway braces for | 9, 541. 56 
i AJ-1 airplane. | 
Amendment No. 6....| June 30,1950 | Obligation of funds for retrofit change to aircraft -_| 13, 368. 32 
Incorporation of provisions of Renegotiation Act | 
of 1948. 
----| Sept. 14,1950 | Obligation of funds for installation of stability 26, 269. 63 
and control instrumentation in one AJ-1 air- 
plane. 


Amentment No. 9 








1488 


AIRCRAFT PRODUCTION COSTS AND PROFITS 


Section B.—Funds obligated under change orders and supplemental agreement, 
to definitive contract—Continued 





Document 


Date 


Scope 


Obligated 
funds 





Amentment No. 12--- 


Amendment No 
Amendment No. 


Amendment No. 
Amendment No. 
Amendment No. 


Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 


Amendment No. 
Amendment No 

Amendment No. 
Amendment No. 

Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 


Amendment No. 
Amendment No. 


Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 


Amendment No. 
Amendment No, 


Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 


Amendment No. 
Amendment No, 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 


- 13... 


15... 
= 


Dans 
25... 


26... 


27...| J 


Deed 
29... 
30... 
_ ee 
32... 
33... 
34... 


3 oe 
ae 
= 
_ 
ini 


76.-- 
_, me 


79... 
80... 
eS 


82... 
83... 
hci 
85... 
86... 
89... 

93... 





do 
July 25, 1951 
July 16, 1951 


- 14,1952 
- 5, 1952 

. 19, 1952 

11, 1952 

- 18, 1952 

20, 1952 

- 30, 1952 

- 12,1952 


29, 1952 


Based on interim price redetermination: 
Deobligation of funds for— 
Spare 
Special tools and ground-handling equip- 


ment. 

Obligation of funds for instrumentation of one 
AJ-1 for carrier suitability tests. 

es of funds for repair of 1 damaged AJ-1 
airplane 


=——— of provisions of Renegotiation Act 
ee of funds for retrofit change to manent 
do 




















Obligation of funds for publications 
Deobligation of funds for microfilm indexes 
— of funds for retrofit change to aircraft. 


do 
on of “examination of records’’ con- 


clause 
obligation of of funds for retrofit change to aircraft_- 


Obligation of funds for instruction in maintenance. 
= of funds for retrofit change to aircraft_. 


Obligation of funds for publications 
oa of funds for spare parts (see also sec- 
tion C.). 
Obligation of funds for spare parts 
Obligation of funds for retrofit change to aircraft - 
lication of ‘‘ patent rights’”’ contract clause to 
this amendment. 
obligation of funds for retrofit change to aircraft - 
do_. ecseseseocececee 
“Obligation of funds for spare parts 
Obligation of funds for retrofit change to aircraft_- 
Deobligation of funds for retrofit change to air- 
craft established by amendment No. 45. 
Obligation of funds for retrofit change to aircraft_. 
Obligation of funds for installation of improved 
fire-prevention provisions on 2 AJ-1 airplanes. 
her ~wone of funds for spare parts 


Obligation of funds for retrofit change to aircraft_- 

Deobligation of funds resulting from deletion of 
certain modifications in AJ-1 aircraft. 

whee ~we of funds for retrofit change to aircraft_- 





($642, 628. 09) 
(179, 936. 00 
(6, 426. 00) 


16, 624. 56 
28, 532. 39 


119, 146. 60 
521. 19 
41, 463.4 


663. 78 
1, 628, 38 
3, 814.9 
4, 959. 09 
4, 635, 12 

332. 69 
4, 847. 18 
7, 635, 02 


= 90 Een Serw~ 
SESEBERE: 
SZSRVLCSSCLESRSELSSRSSSARSSASE 


3 3 een 
is 


OO 8 =3 = 


BS ~ $3 
A 9 > 


= 
LESEs 
Freon onaony 


FLAS 


16, 321. 95 


69, 690. 4 
22, 009. 92 


22, 869. 63 
49, 482. 25 

2, 860. 53 
94, 068. % 
(7, 419. 60) 


13, 004. 42 
1, 150. 06 


10, 022. 52 
792, 381. 00 
14, 487. 6 
(50, 740. 52) 


15, 400. 75 
62, 559. 84 

1, 475.29 
14, 908. 14 
60, 978. 72 

5, 504. 88 
14, 021. 4 
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Section B.—Funds obligated under change orders and supplemental agreements 


to definitive contract—Continued 


1489 





Obligated 
funds 











Document Date Scope 
Amendment No. 94..-| Mar. 21,1955 | Based on final price determination: 
Deobligation of funds for— 
Po eens Ss ecaeicerieatb vind ciaiabestint apts impaninegtaieauisoanid 
Special t ss and ground-handling equip- 
men 
Amendment No. 95...| Apr. 11,1955 | Deobligation of funds for retrofit change to air- 
craft established by amendment No. 44, 
Che Be ccnicmahoee Aug. 1,1949 | Obligation of funds for specification change.....-.. 
PS ST 5 A TS eA: WR ene eel Deobligation of funds for specification change---_. 
(a HET ee Obligation of funds for specification change.....-- 
r) oS Ree Fa i caine Deobligation of funds for specification change -... 
ae ee Bi cerniticn Obligation of funds for specification change....... 
Change M...-........- Sept. 15, 1949 |_.... 2 NEED SAIN IS ER CEI ES 
Chats Ba ccccnacces a a lek ai de i ccna esi mii etait ios site 
Chanss O..nnc«.cccssiovsce Giinicnse Deobligation of funds for specification change- --- 
Change R............ Dee. 20, 1949 Obligation of funds for specification change.....-- 
Revision No. 1 to | Apr. 19,1950 |..-.. A RR RTA Os ED 
change R. 
| eee Feb. 21, 1950 |.-... 0 RE Ee ee ae See eS 
7, rr eee RR, Pe i cilia ss his outer ive Mieeimmadiadwasind 
oe ee Ae TERE! SRS I 2 RRS ae Ee LEE 
ae Mar. 6, 1950 |_..-- | ERE a ee een ee ee ee ee Ee 
oS eae ea ' ee ee (aa a ae ee 
7 eee A see, ECE (RAS del cal es lian gt CS at aa oe 
Change AA... .ue Aug. 7,1950 | Deobligation of funds for specification change....- 
Change AB.....-...<- Aug. 10,1950 | Obligation of funds for specification change..-----.- 
Change AC...........] Aug. 25, 1950 Our “amen of funds for specification change-.-.... 
Change AD...........] Sept. 15, 1950 
Change AE........... Oct. 11, 1950 
Change AF.........-- Nov. 2,1950 
Chanme AG. .wccdns<ce 11, 1950 
Change AH...........| June 26, 1951 
Change AI. _........| Dec. 26, 1951 
Revision No. 1 to | Mar. 27, 1952 
Change AI. 

Change AK........... Dee. 26, 1951 
Change AL........... Apr. 3,1952 
Change AM._..-....... July 2,1952 
Change AN -| Oct. 8, 1952 
Change AO Oct. 7, 1952 








Total obligated funds, section B (represented by amendments and changes to defin- 


itive contract) 








($1, 254, 741. 60) 
(530, 864. 83) 
(69, 200. 60) 

(3, 261. 86) 


3 
8 


ne 

Nam 
vor 
3 
On 
bd 


S8= 


Veo 


BABB _ 
BRSS5 8888: 


YSSseesess 


3 
Seee 


Sx 
a3 


~ ao B 
BESS g: 


8 
LSEEB 


(280, 959. 73) 
_————S>SS>>>S=sa 
24, 342, 178. 27 
























Secrion ©, Part I.—Definitive contract amendments involving assignment of 
obligated funds 
) Assignment of 
Document Date Scope obligated funds 
Assignment of obligated funds for— 
Amendment No. 6....| June 8, 1950 Special tools and ground handling equip- $98, 492. 33 
ment. 

Amendment No. 8....| Aug. 16,1950 TEES CES CE 7 eae ae cra ee eae 31. 42 
Amendment No. 10...| Jan. 2,195! OE ES ER ORT ae 4, 796, 209. 64 
Amendment No. 11...| Jan. 4, 1951 oe RS SRR PP ERO EE SER RE eae a 124. 843. +4 
Amendment No. 14...].__.. Liye Ti SiS 270, 323. 34 
Amendment No. 17...| Feb. 16,1951 Special tools and ground handling equipment. 2, 675. 28 
Amendment No. 18...] Apr. 5, 1951 2 niece. sn. aS a alls falta aie iba 1, 435. 63 
Amendment No. 19...| Jan. 30,1951 Spare DEER bik -eadyiaktkuseasdesucndaasnaie 68, 310. 96 
Amendment No. 22...| Mar. 26, 1951 . oS aes 8, 561. 26 
Amendment No. 23...) Mar. 21, 1951 Special tools and ground handling equipment. 5, 053. 82 
Amendment No. 46...| Aug. 25, 1951 (setts lanai i NS iad eel gi 6, 373. 16 
Amendment No. 47...] Oct. 23,1951 CY Dae al a 7, 139. 43 
Amendment No. 48...| Oct. 25,1951 SL RAL RE eee 5, 519. 62 
Amendment No. 49...| Aug. 25,1951 ----40 OP PE ied RE OE CR ae 43, 038. 48 
Amendment: No,@6:..| Mam STANeGes: \\ c. 28iRe Gist cs5 5 cc cnc occna-cceocoomcsiuse 66, 239. 60 
Amendment No. 67__. July ba 1952 Special tools and ground handling equipment. 6, 107. 84 
Amendment No. 68...|.....do..----- NR,” ER ALLS! sR LL ARE Birt deg) AER 1, 237.08 
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Section ©, Part I.—Definitive contract amendments involving assignment oj 
obligated funds—Continued 





Document Scope Oonenment of 


$s, 








Assignment ef obligated funds for—Continued 
Amendment No. July 29, 1952 Spare parts $69, 690, 04 
Amendment No. 73...) Dec. 29, 1952 do 2, 860. 53 
Amendment No. May 18, 1953 d 10, 022. 52 
Amendment No. Feb. 12, 1954 137, 807. 9 
Amendment No. 87...| Dec. 30, 1953 es (4, 02%, 8 
Amendment No. S a ee . - 50, 759. 70 
Amendment No. -| June 10, 1954 ara : (90,05 
Amendment No, 91...| June 14, 1954 (27, 718. 29) 
Amendment No. 28, 595.05 
Amendment No (722. 80) 




















Section C, Part II.—Letter of intent, extensions to letter of intent, and defini. 


tive contract amendments and change orders not involving change in obligated 
funds 





a Assignment of 
Document Date Scope obligated funds 





Letter of intent May 11,1948 | Expression of intent of the Navy Department to 
enter into a formal contract for the manufacture 
of 30 AJ-1 airplanes, design data and drawings, 
tests and miscellaneous data, spare parts, tools 
and ground handling equipment, and publica- 
tions. Costs limited to $1,000,000 
Amendment No. 1 to . 23,1948 | Incorporation of a “price renegotiation” contract 
letter of intent. clause. 
Extension No. 1 to . 30,1948 | 2-month extension 
letter of intent. 
Extension No. 2 to 29, 1948 
letter of intent. 
Extension No. 3 to . 23, 1948 
letter of intent. 
Extension No. 4 to 25, 1949 
letter of intent. 
Extension No. 5 to 21, 1949 
letter of intent. 
Extension No. 6 to 2, 1949 
letter of intent. 
Settlement agreement . 25,1948 | Elimination of 2 AJ-1 airplanes from letter of 
to letter of intent. | intent at no cost. 
Amendment No. 4..-.. . 19,1949 | Revision of “responsibility for articles to be 
furnished”’ and ‘‘correction of defects’”’ contract 
clauses. 
Amendment No. 7... y 13,1950 | Revision of aircraft-delivery schedule 
Amendment No. 16... ar. Miscellaneous specification change. -.-.........-- 
Amendment No. 20... A Be eda Oe Ea i RP aa 
Spatiention 


cce 





ZOLA PIA A PPD PAP. 





3 do 
Change AJ Dec. 27,1951 | do 


Revision No. July 30, 1952 | Correction of typographical error in change AL... 
change AL. 








Contract NOaA(s)10486—15 AJ-1 AIRPLANES 


1. The following data are submitted in response to your letter No. 99 of 
September 27, 1955, requesting information regarding our undertaking to build 
for the Department of the Navy the aircraft known as AJ-1. The AJ-1 is? 
carrier-based airplane designed specifically to carry an atomic bomb. This 
contract, the third of a series of contracts for AJ-1 airplanes, called for 15 alt 
planes, spare parts, special tools and ground handling equipment, fuel tanks, 
bomb-bay adapters, and other items. 





ent of 
1 funds 


——— 


Nil 
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As of July 31, 1955, substantially all items had been delivered. Final price 
determination proceedings had been held, but the contract was not considered 
closed. 

2. Contract number: NOa(s) 10486. 

8. Type of contract: Fixed price, with incentive-type price-redetermination 

rovisions. 

. 4, Letter contract: Dated September 26, 1949. Definitive contract: Dated 
September 26, 1949. 

5. Date when authorized to proceed: September 26, 1949. 

6. The total sales price agreed upon as of July 31, 1955, for all airplanes, spare 
parts, and other items under the contract amounted to $13,653,294.50. Since the 
contract has not been completed, it is possible that further procurement may 
be made under this contract. 

7. In fixed-price contracts with incentive-type price-redetermination provi- 
sions, the original unit price stated is an amount for billing purposes and is 
usually the tentative average unit target price as well. At a later date, after 
accumulation of cost information, it is customary to negotiate a firm average 
unit target price, target cost, and target profit based on the airplane in a stated 
configuration as a basis for the application of the incentive-type price-redetermi- 
nation formula. At final price-determination proceedings, the firm average unit 
target price is adjusted by application of the incentive formula. 

The adjusted final average unit price of the 15 AJ—1 airplanes was $643.797.25. 

8. Costs and expenses charged to this contract as shown by the contractor’s 
records plus certain expenses claimed against this contract but not charged 
thereto on the corporation’s books through July 31, 1955, subject to final audit 
upon completion of the contract, are summarized as follows: 


A. Material_ icin $2, 274, 239. 44 
The foregoing sum includes all material used on 
the contract in whatever form acquired, except 
material relating to engineering costs which are in- 
cluded under 8F. The corporation’s records do not 
disclose only costs of raw material fabricated by the 
contractor. 
B. Direct labor costs om - 2,683, 074. 74 
The foregoing sum includes all direct labor, except 
direct engineering labor which is included under 8F. 
C. Overhead 8, 586, 832, 94 
Percent of corporation total, 1.12. 
D. Administrative costs 234, 514. 88 
Percent of corporation total, 1.34. 
F. Engineering costs 2, 573, 381. 50 
Percent of corporation total, 1.13. 
Other costs charged to the contract 1, 045, 083. 46 





























12, 397, 076. 96 


In determining the percentage of certain charges, reported under C, D, and F 
above and H following, of the corporation total of such items, the amount charged 
to this contract was related to the total corporation costs of such items incurred 
during the fiscal years this contract was in work, except that in the fiscal year 
ended September 30, 1955, costs through July 31, 1955, were used. 

E. Overtime charged against this contract amounted to $446,161.81. This 
sum is the estimated amount paid for time over 40 hours a week or 8 hours 
a day for direct manufacturing and engineering labor. It does not include 
overtime paid to employees whose salaries and wages are included in any 
classification of overhead. All overtime charges referred to herein are 
included principally in B and F above. 

G. Since this contract provided for the designing, development, and con- 
struction of an advanced type of airplane, there were certain development 
costs charged thereto. However, the company’s records do not provide a 
basis by which the amount of such development costs may be determined. 
All such costs would be included under “Engineering costs” in F above. 

H. Research costs are included in the costs of this contract, in part as 
direct items and in part as elements of overhead. The amounts included as 
direct items cannot be determined from the corporation’s records. The 
amounts included as a portion of administrative costs relate to research 
costs not covered by contracts and are estimated to amount to $48,657.98. 
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This is 0.83 percent of the total research costs of the corporation not Specifi 
cally covered by contracts. 

1. The total dollar value of subcontracts applicable to this contract is 
$3,419,919.03. This sum includes the total dollar value of all Procurewent 
of material and services charged directly to this contract. Subcontracts jy 
excess of $100,000, none. 

9. ‘Lhe salary and bonus of every official of the corporation in excess of $20,00 
a year for the period from October 1, 1947, to September 30, 1955, is shown jy 
exhibit A. It is estimated that $26,338.79 of such costs were charged to or Claimed 
against this contract. This is 1.33 percent of the aggregate amount shown jj 
exhibit A for the fiscal years during which this contruct was in work. 

10. Stock rights have not been a part of the compensation of auy official oy 
employee of the corporation. 

11. No selling expenses have been charged to this contract. 

12. Contributions or dues paid to any trade organization of public inform. 
tional media and the itemization of each such expenditure, giving name of payee. 
is shown in exhibit B for the period from October 1, 1947, to July 31, 1955. iy. 
penses of this nature are included in costs reported under 8 C, D, and F and it 
is estimated that $4,692.03 has been charged to this contract. This is 1.27 per. 
cent of the aggregate amount shown in exhibit B for the period from October 1 
1949, to September 30, 1953, the period this contract was in work. 

13. Consultation or advisory fees paid to any person or orgunization have bee) 
interpreted by the corporation to refer to compensation for such services in con 
nection with the design, development, or manufacture of the corporation's prod. 
ucts. Accordingly, fees for other professional services, such as those of account 
ants, attorneys, and appraisers have not been reported. This contract has not 
been charged with any amount of the fees reported in exhibit C. 

14. Traveling expenses charged to this contract are estimated to amount to 
$130,664.21. This sum includes those expenses charged directly to the contract, 
as well as estimated portion of such expenses charged to this contract as a 
element of burden reported in response to questions 8 C, D, and F. 

The corporation’s accounting policy prohibits the charging of entertainment 
expenses directly or indirectly to Government contracts. 

15. In the final price-determination proceedings for this contract, a total proft 
of $1,301,024 before Federal income taxes was claimed for the airplanes, spare 
parts, and other items. 

16. In the final price-determination proceedings the final profit per airplane 
claimed was $60,580 before Federal income taxes. This average profit applies 0 
15 units. 

17. Depreciation is generally charged against contracts as an element of 
burden, which is included in the sum reported in response to questions 8 C, D, 
and F. It is estimated that $92,463.67 has been charged to this contract. This 
sum represents 0.94 percent of the total provision for depreciation made by th 
corporation during the period from October 1, 1949, to September 30, 1953, the 
period this contract was in work. , 

(Answers to questions 18 to 32 will be found under contract AF 33 (038) 9211. 


ScHEDULE 2.—Contract summary 


Section A.—Funds obligated under letter contract and definitive contract 





Document Date Scope Obligated funés 





Letter contract Sept. 26,1949 | Obligation of funds for— ae 
{ . 15 Model AJ-1 airplanes and final corrected | $9, 670,60." 
data and drawings. ae 
| Spare parts 2, 997, 91.0 
Special tools and ground handling equipment 96, 706." 
r External auxiliary fuel tanks 28, 665. 0 
Bomb bay adapters 51. 060.0 
Definitive contract -.-.| -.-.- Deobligation of funds resulting from supersession | (12, 844, 8-" 
of letter contract. 
Obligation of funds for— —— 
15 Model AJ-1 airplanes and final corrected 9, 670, 650." 
data and drawings. ae 
Spare parts 2, 997, 901." 
Special tools and groun 96, A" 
External auxiliary fuel tanks 23, O00. 
Bomb bay adapters 51, 06 


— 


Total obligated funds, sec. A (represented by definitive contract) ......-.-- sist 12, 844, 82" 
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SecTrion B.—Funds obligated under amendments and change orders to 


definitive contract 





Document 





Scope 





Amendment No. 3..-- 


Amendment No. 4..-- 


Amendment No. a 
Amendment No. 9..-- 


Amendment No. 11.-- 


Amendment No. 15--- 
Amendment No. 17.-- 
Amendment No. 18... 
Amendment No. 19--- 
Amendment No. 20--- 
Amendment No. 22.-. 
Amendment No. 24..- 
Amendment No. 25.-- 
Amendment No. 26.-- 


Amendment No. 27.-.- 


Amendment No. 28... 


Amendment No. 29-.-- 
Amendment No. 30... 
Amendment No, 34.-.- 


Amendment No. 35... 


Amendment No. 36... 
Amendment No. 37.-- 


Amendment No. 38... 
Amendment No. 39... 
Amendment No. 40__. 
Amendment No. 41.- 
Amendment No. 4% 
Amendment No. 43... 


Amendment No. 44... 


Amendment No. 46... 
Amendment No. 47_.-. 


Amendment No. 48... 


Amendment No. 51... 
Amendment No. 52... 
Amendment No. 53... 
Amendment No. 55... 
Amendment No. 56... 
Amendment No. 59... 
Amendment No. 60... 
Amendment No. 61... 


Amendment No. 62... 


Amendment No. 63... 
Amendment No. 64... 
Amendment No, 67_. 
Amendment No. 68. 

Amendment No. 69... 


Amendment No. 70... 












Deobligation of funds for nonfurnishing of micro- 
film indices and drawings. 
Obligation of funds for instruction in line main- 
tenance of AJ-1 aircraft for naval personnel. 
Obligation of funds for retrofit change to aircraft_- 
Based on price redetermination: 
Obligation of funds for— 
NE inn ce ainiaeingneawasgin 
Spare — chnnietdaakags Slain divas wwses 
— tools and ground handling equip- 


Obligation « of funds for retrofit change to aircraft_- 

oy Same of provisions of Renegotiation Act 
of 1951 

Obligation of funds for retrofit change to aircraft__ 


danitestion of patent rights contract clause to this 
amendment. 

Obligation of funds for retrofit change to aircraft __- 

Revision of demonstration and trials contract 
clause to provide for improved flight risk cover- 





age. 

Obligation of funds for sway braces and prototype 
installation. 

Application of patent rights contract clause to this 
amendment. 

ne dn of funds for retrofit change to aircraft __. 


Application of examination of records contract 
clause, and application of patent rights contract 
clause to this amendment. 

Obligation of funds for retrofit change to aircraft __- 

Application of patent rights contract clause to this 
amendment. 

—— of funds for retrofit change to aircraft - -- 

Application of patent rights contract clause to this 
amendment. 

Obligation of funds for retrofit change to aircraft _ _- 


Obligation of funds for engineering technical 
publications. 

Obligation of funds for repair of damaged aircraft- 

Incorporation of gratuities contract clause. 

Obligation of funds for retrofit change to aircraft. 

Deobligation of funds for deletion of requirement 
for prototype installation provided by amend- 
ment 28. 

Obligation of funds for engineering technical pub- 
lications. 

Deobligation of funds for replacement of radar 
components with dummy weights. 

Obligation of funds for retrofit change to aircraft__ 


Obligation of funds for engineering technical pub- 
lications. 

Deobligation of funds for retrofit change to air- | 

craft established by amendment No. 24. | 
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Section B.—Funds obligated under amendments and change orders io 
definitive contract—Continued 


| 





Document Date Seope Obligated 


funds 


| 
— —_ ata 
j 


Amendment No. 71.--| Mar. 6, 1953 | Obligation of funds for tretrofit change to aircraft __| $9, 5 
Amendment No. 74...) Mar. 16, 1954 ae of funds for engineering technical pub- 

| ications. 
Amendment No. 76- Apr. 30,1953 | Obligation of funds for retrofit change to aircraft__| 





Amendment No. 78._-| June 29, 1953 
Amendment No, 79-..| Aug. 13, 1953 
Amendment No. 81.--| July 138, 1953 
Amendment No. 83..-| June 29, 1953 
Amendment No. 87__-| Oct. 26, 1953 


} 
| 
7 | 
established by amendment No. 62. 
Amendment No. 88...| Nov. 10, 1953 | Obligation of funds for retrofit change to aircraft_| 
Application of patent rights contract clause to | 
this amendment. 
Amendment No. 91...| May 9,1955 | Based on final price determination: 
Deobligation of funds for— 
Airplanes. -- 
Spare parts....- - 
Special tools and ground-handling equip- | 
ment. 
Change A-.-.- June 15,1950 | Obligation of funds for specification change-- 
Change B..-. ae canal ; eae e a 
Change C June 16, 1950 
Change D-.-- ..| June 15, 1950 
Change G ..| Aug. 10, 1950 |.....do__. ee << 
Change H_..-- Aug. 14, 1950 | Deobligation of funds for specification change - - 
Change I. _. 3 ._.| Aug. 25, 1950 | Obligation of funds for specification change-_-. -- 
Change J- Sept. 15.1950 | Deobligation of funds for specification change - - - 
Change K we .-| Oct. 9, 1950 Obligation of funds for specification change__- 
Revision No. 1 to | Mar. 27,1952 | Deobligation of funds for specification change 
change K. } 
Change L Nov. 2, 1950 Obligation of funds for specification change-_- 





Change M---- Dec. 12, 1950 Pe i = 

Change N -..----- Feb. 1,1951 | Deobligation of funds for specification change. - _- 

6 ae Mar. 21, 1951 | Obligation of funds for specification change__--_- 

dl, _.| Aug. 1,1951 bee 4 nda | 

Change Q..--..--- Apr. 18, 1951 

Change R--.- Siena ees: Geant 

Change 8. ee J . 28, 1951 

0 ee : -y 25,1951 

Change V_.-- aes t. 19,1951 

Change W __-- - 2, 7, 1951 

Change X .....--.- . 26, 1952 | - do... ae ‘ ; mad 

Revision No. 1 Nov. 10, 1952 | Deobligation of funds for noninstallation of por- | 
change X tion of specification change represented by 

change X. 

Change Y | May 5,1952 | Obligation of funds for specification change 

Change 7 _.-| Sept. 2, 1952 |.....do ede cnaie a om 

Change A/ } Jan. 2, 1952 |.....do 

Change # do ere 

Change AC a Feb. 5, 1952 |.....do 

Change ES: eG se co na crc 

Change AE  -- ..| Mar. 27, 1952 . 

Change AF ---- Sept. 23, 1952 | 

Change AG --_---...| Jan. 21, 1953 

Change / a Jan. 22, 1953 

Change / - ..-| Jan. 21, 1953 | 

Change AJ-_-..--- Jan. 22, 1953 |.....do.-.. 





Total obligated funds, sec. B (represented by amendments and changes to definitive 
contract). 
Total obligated funds, secs. A and B 
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Secrion C, Part I.—Definitive contract changes involving assignment of 
obligated funds 








| . Assignment of 
+ 2 } . scope <7 
Document pe obligated funds 


Assignment of obligated funds for— 
4mendment No. _.| Sept. 24, 1951 Spare parts _- 3 : : $2, 061, 125. 41 
Amendment No. 6..--| July 16, 1951 do 22. 588. 33 
Amendment No. 7-.--| Sept. 24 1951 | Special tools and ground he undling equipment 54, 385. 16 
‘Amendment No. 13-.-| Dee. 18, 1951 | bee i 18. 96 
Amendment No. 14-_-| Sept. 20, 1951 | a = 64 ; a ‘ 1, 392. 89 
Amendment No. 16._.| Oet. 29, 1951 Spare parts oe = Gemma in elaine 382, 189. 85 
Amendment No. 23...) Oct. 23, 1951 Bee” SE sidiciet tei See oF . (7,039 60) 
4{mendment No. 31--.| Mar. 29, 1952 1a, a : 1' 367. 98 
4mendment No. 45---| July 17. 1952 | te $18 j 41, 724. % 
4mendment No. 65-._| Nov. 21, 1952 "aie 5 rs 221° 165. 1: 
Amendment No. 72---| Apr. 30,1953 eke “oe . z 170. 066. 63 
Amendment No. 73---|-.-..do = Rev ne : 6, 495.56 
Amendment No. 82.--| July 29, 1953 lo 7 
Amendment No. 84.--| Aug. 13, 1953 | Special tools and ground h: senate equipment 76. 
Amendment No. 86.__| Sept. 8, 1953 Spare parts___- : ‘ | 38° 57 
Amendment No. Oct. 12, 1954 oe , ae auth i (1, 244. § 





Section C, Parr II.—Definitive contract amendments and change orders not 
involving obligated funds 


; | Assignment of 
Scope : 
pe obligated funds 


| 

Amendment No. 1-- Mar. 12,1951 | Specification change___- : Nil 
Amendment No. 2-.--|---- ea | Canceled-..__-._-- ; cay edt Nil 
Amendment No. 10--_-|-.-- —— do Nil 
Amendment No. 1: June 4,1951 | Revision of aircraft delive ry schedule Nil 
Amendment No. ‘ | Canceled Nil 
Amendment No. 32...| Jan. 10,1952 | Substitution of revised handbook specifications Nil 
Amendment No. 3: | Canceled__- Nil 
Amendment No, 5 June 17,1952 | Revision of delivery point from Downey to Nil 
! Columbus. 

Amendment No. 5 : Jssnccuu | Coe... : Nil 
Amendment No. 5 oe = do Nil 
Amendment No. 58 Aug. 25,1952 | Substitution of revised publications contract Nil 
} clause. 

Amendment No. 66_..|_..--- _.| Canceled Nil 


Amendment No, 75_- [ae * Nil 
| : Nil 

do Nil 

Amendment No. 85-__| | do Nil 

Change E -=s1 June 22, 19% Specification change Nil 

Chatige F <4 July 14, 19 aay. : Nil 
! 





Amendment Ne. 77 
Amendment No. 80 


Change T July 12, 1951 | do Nil 
Revision No. to | Jan. 21,1952 | Revision of specification change represented by vi 
change V. change V. 
Revision No. 1 to . 28,1952 | Revision of specification change represented by 
change W. change W. 
Revision No. 1 Mar. 27,1952 | Revision of specification change represented by 
change AA, change AA. 


Contract NOA(s)51-634i—55 AJ—2 AIRPLANES AND 7 AJ—-2P AIRPLANES 


1. The following data are submitted in response to your letter No. 99 of 
September 27, 1955, requesting information regarding our undertaking to build 
for the Department of the Navy the aircraft known as the AJ*2. The AJ-2 
is an improved version of the AJ-1. This contract called for 55 AJ-2 airplanes, 
7 AJ-2P airplanes, spare parts, special tools and ground handling “equipment, 
and other items. 

As of July 31, 1955, substantially all items had been delivered. Firm target 
price negotiations for the 55 AJ-2 airplanes and the final price determination 


proceedings for the 7 AJ-2P airplanes had been held, but the contract was not 
considered closed. 

2. Contract number: NOa(s)51-684i. 

‘ Type of contract: Fixed price, with incentive-type price redetermination 
provisions, 

4. Definitive contract : Dated February 10, 1951. 
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5. Date when authorized to proceed: February 10, 1951. 

6. The total sales price agreed upon as of July 31, 1955, for the 7 AJ-2P air. 
planes, spare parts, and other related items amounted to $8,547,433.66. Funds 
obligated for the 55 AJ-2 airplanes, related spares, and other items as of July 
31, 1955, amounted to $62,120,638.67. 

Approximately $66,166,282.80 of the obligated funds had been allocated to 
the various items to be procured under this contract. 

7. In fixed price contracts with incentive-type price redetermination proyj- 
sions, the original unit price stated is an amount for billing purposes and jg 
usually the tentative average unit target price as well. At a later date, after 
accumulation of cost information, it is customary to negotiate a firm average 
unit target price, target cost, and target profit based on the airplane in q 
stated configuration as a basis for the application of the incentive-type price 
redetermination formula. At final price determination proceedings, the firm 
average unit target price is adjusted by application of the incentive formula, 

The adjusted average final unit price of 7 AJ-2P airplanes was $993,504.74, ang 
the negotiated average unit target sales price for the 55 AJ-2 airplanes was 
$739,545. 

8. Costs and expenses charged to this contract as shown by the contractor's 
records plus certain expenses claimed against this contract but not charged thereto 
on the corporation’s books through July 31, 1955, subject to final audit upon con- 
pletion of the contract, are summarized as follows: 


A. Material $13, 518, 556, 19 
The foregoing sum includes all material used on 
the contract in whatever form acquired, except mate- 
rial relating to engineering costs which are included 
under 8F. The corporation’s records do not disclose 
only costs of raw material fabricated by the con- 
tractor. 
B. Direct labor costs 13, 758, 055. 41 
The foregoing sum includes all direct labor, ex- 
cept direct engineering labor which is included under 
8F. 
C. Overhead 16, 583, 132. 92 
Percent of corporation: 
D. Administrative costs 555, 100. 45 
Percent of corporation: 
F. Engineering costs 5, 377, 691. 08 
Percent of corporation: Total, 1.41. 
Other costs charged to the contract- 7, 240, 236. 41 




















eas aw» 67,082, 772.41 

In determining the percentage of certain charges, reported under C, D, and F 

above and H following, of the corporation total of such items, the amount charged 

to this contract was related to the total corporation costs of such items in- 

curred during the fiscal years this contract was in work, except that in the fiscal 
year ended September 30, 1955, costs through July 31, 1955, were used. 

E. Overtime charged against this contract amounted to $2,128,692.86. 
This sum is the estimated amount paid for time over 40 hours a week or 
8 hours a day for direct manufacturing and engineering labor. It does not 
include overtime paid to employees whose salaries and wages are included in 
any classification of overhead. All overtime charges referred to herein are 
included principally in B and F above. 

G. Since this contract provided for the designing, development, and con- 
struction of an advanced type of airplane, there were certain development 
costs charged thereto. However, the company’s records do not provide 4 
basis by which the amount of such development costs may be determined. 
All such costs would be included under “Engineering costs” in F above. 

H. Research costs are included in the costs of this contract, in part as 
direct items and in part as elements of overhead. The amounts included as 
direct items cannot be determined from the corporation’s records. The 
amounts included as a portion of administrative costs relate to research costs 
not covered by contracts and are estimated to amount to $35,045.13. This is 
0.37 percent of the total research costs of the corporation not specifically 
covered by contracts. 

I. The total dollar value of subcontracts applicable to this contract is 
$20,604,356.90. This sum includes the total dollar value of all procurement 








s not 
ed in 
1 are 


con- 
ment 
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of material and services charged directly to this contract. Subcontracts in 

——— of $100,000 are itemized in schedule 1. 

_ The salary and bonus of every official of the corporation in excess of $20,000 
a pol for the period from October 1, 1947, to September 30, 1955, is shown in 
exhibit A. It is estimated that $64,255.12 of such costs were charged to or 
claimed against this contract. This is 2.06 percent of the aggregate amount 
shown in exhibit A for the fiscal years during which this contract was in work. 

10. Stock rights have not been a part of the compensation of any official or 
employee of the corporation. 

11. No selling expenses have been charged to this contract. 

12. Contributions or dues paid to any trade organization of public informa- 
tional media and the itemization of each such expenditure, giving name of payee, 
is shown in exhibit B for the period from October 1, 1947 to July 31, 1955 
Expenses of this nature are included in costs reported under 8C, D, and F and it is 
estimated that $12,167.01 has been charged to this contract. This is 3.16 percent 
of the aggregate amount shown in exhibit B for the period from October 1, 1951, 
to July 31, 1955, the period this contract was in work. 

13. Consultation or advisory fees paid to any person or organization have been 
interpreted by the corporation to refer to compensation for such services in 
connection with the design, development, or manufacture of the corporation’s 
products. Accordingly, fees for other professional services, such as those of 
accountants, attorneys, and appraisers have not been reported. This contract 
has not been charged with any amount of the fees reported in exhibit C. 

14. Traveling expenses charged to this contract are estimated to amount to 
$494,873.78. This sum includes those expenses charged directly to the contract, 
as well as estimated portion of such expenses charged to this contract as an 
element of burden reported in response to questions 8U, D, and F. 

The corporation’s accounting policy prohibits the charging of entertainment 
expenses directly or indirectly to Government contracts. 

15. In the final price determination proceedings for the seven AJ-2P airplanes, 
a total profit of $881,461.03 before Federal income taxes was claimed for the 
airplanes, related spare parts and other items. 

The total profit to be claimed on the remainder of the contract has not been 
determined. Based on firm target price negotiations, it is presently estimated 
that the profit on the 55 AJ-2 airplanes, related spare parts and other items will, 
when completed, amount to $5,386,264 before Federal income taxes. 

16. In the final price determination proceedings for the seven AJ-—2P airplanes, 
the final profit per airplane claimed was $103,769. 07 before Federal income taxes. 

The profit per airplane to be claimed on the AJ-—2 2 airplanes has not been deter- 
mined. Based upon firm target price negotiations, it is presently estimated that 
the profit per airplane to be claimed on the AJ-2 airplanes will, when completed, 
— to $65,472.27 before Federal income taxes. 

. Depreciation is generally charged against contracts as an element of bur- 
oan, which is included in the sum reported in response to questions 8 C, D, and F. 
It is estimated that $285,467.79 has been charged to this contract. This sum 
represents 1.75 percent of the total provision for depreciation made by the corpo- 
ration during the period from October 1, 1951 to July 31, 1955, the period this 
contract was in work. 

(Answers to questions 18 to 32 will be found under contract AF 33 (038) 9211.) 


ScHEDULE 1.—Subcontracts in excess of $100,000 





Subcontractor Items Amount 





$127, 184. 00 
146, 447. 00 
159, 516. 00 


"Do. .do 
Bendix Produc ts, Division of Bendix Avia- | Wheel and brake assemblies 131, 464. 50 


tion, South Bend Ind. 

Do : — - 126, 812. 00 

Chicago Aerial Survey, Chicago,Il] “Lens systems for aerial I photography. 125, 095. 42 

a gn Pneumatic Tool Co., Cleveland, | Landing gears. 2 peaseus 238, 833. 50 
nio 

eer “es gear assemblies 548, 758. 00 

154, 924. 50 


Do 

Stratos Division of Fairchild ee & Air- Siieemenaad for refrigeration units ___ 335, 482. 50 
plane Corp., Long Island, N 

United States Rubber Co., Mishaw aka, Ind_| Fuel tanks___ 


phe Ee ae ne roc ees aaa 119, 740. 00 
Western Gear Works, Lynwood, Calif. Activators. .......- Jn; Papeete 119, 185. 00 
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Section A.—Funds obligated under definitive contract 


ScHEDULE 2.—Contract summary 














Document 


Date 


Scope 








Definitive contract___. 





Total obligated funds, sec. A 


Feb. 10, 1951 












Obligation of funds for— 
55 AJ-2 airplanes 
SEES HEL ae ee eee 
Special tools and ground handling equipment. 
7 AJ-2P airplanes 
PE Tran dire Soba eecigerorrmcincchemiedtee eek 
Bomb bay droppable tanks 

Supersession of letter of intent 









Obligated 
funds 


$27, 346, 660. 00 
8, 937, 782. 0 
ny 413.0 

3, 989. 00 
3, 303. 00 
37, 387. 00 





LL 
41, 557, 534. 00 














Section B.—Funds obligated under amendments and change orders to definitive 






contract 





Document 





Date 





| Scope 





Obligated 
funds 





Amendment No. 


Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 


Amendment No. 


Amendment No. 
Amendment No. 


Amendment No. 


Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amend meut No. 
Amendment No. ¢ 
Amendment No. 35 
Amendment No. ; 
Ameadment No. ¢ 
Amendment No. : 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 


17. 


49. 


Amendment No. 
Amendment No. 
Amendment No. 


53- 


Amendment No. 
Amendment No. 


16_. 


_ oe 


§2..- 
54... 


56.._|- 
57..-| 











| Feb. 





19, 1953 


). 13, 1952 | 
1, 1952 


8, 1953 


Jan. 19,1953 


16, 1953 
Feb. 18, 1953 
Feb. 
Feb. 
Feb. 
Feb. 


Feb. 7, 1953 
Aug. 2,1953 
Apr. 30, 1953 
Apr. 27 1953 


ince 

Apr. 1, 1954 

June 22, 1953 
do 

June 15, 1953 
do 


June 25, 1953 
June 26, 1953 
Mar. 16, 1954 
July 22, 1953 
Sept. 3, 1953 
Aug. — 1953 


a. 30, 1953 


Aug. 13, 1953 
ee 
Aug. 12,1953 


.do 


Apr. 5, 1954 


17, 1952 | 





17, 1953 ben of funds for repair of AJ-1 static test | 


| Obligation of funds for retrofit change to aircraft. - 


“Obligation of funds for special refueling parts and 
provisions. 

Obligation of funds for instruction of maintenance 
for AJ-2 and AJ-2P aircraft. 


Based on interim price revision: 
Deobligation of funds for— 
Raikes conan prime ec abiimnne 
Bomb bay droppable tanks- - 
Obligation of funds for— 
Airplanes, Model AJ-2P 
Spare parts 


ment 
Obligation of funds for— 
Retrofit change to aircraft._.................. 
Repair to damaged AJ-1 airplane. _____.____. 
Obligation of funds for retrofit change to aircraft __ 


“Obligation of funds for aerial fuel transfer tests__- 
Obligation of funds for tow-target kits 
Obligation of funds for retrofit hemes to ateents. 


Oblig: ation of funds for public: ations - 
Obligation of funds for retrofit change to airers aft 
.do one 
.do 
..do 


“Obligation of funds for public ations. __- 
Obligation of funds for retrofit change to aircraft_. 
.do : 
- 


do 
“Obligation of funds for special refue ling parts and 
peevenene. 
0 : of funds for retrofit change to aircraft 


Obilgetion of funds for provision of AJ-2 mainte- 
nance instruction. 

Obligation of funds for retrofit change to aircraft. 

Obligation of funds for publications 








Obligation of funds for retrofit change to aircraft __ 





Special tools and ground handling equip- 





$41, 238. % 
6, 123.63 








384. 56 
1, 452, 938. 25 


55, 781.33 


7, 921. 85 


(23, 303. 00 
(37, 387. 0 


| 2,838, 066.00 
794, 658. 00 
56, 761. 0 


6, 608. 14 
1, 978. 31 
| 1, 500.00 
269. 10 





a 42) 55 


} 32, 5 
| 1,823, 904. 
| 

2, 073. 
| 7, 200 
30, 087. 
| 


65, 884. 00 
235, 522. 00 
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Section B.—Funds obligated under amendments and change orders to 
definitive contract—Continued 





; ae = | Obligated 
Document Date scope funds 





Amendment No. Feb. 12, 1954 | Obligation of funds for retrofit weanal to aircraft... $2, 912. 
Amendment No. 59.--| Sept. 8, 1953 |--...d 912.00 
Amendment No. 63...| Nov. 3, 1953 ; APO, ae 
Amendment No. 65.--| Oct. 28, 1953 

Amendment No. do. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 


do ‘ 

. 13, 1953 | 

Jan. 25, 1954 

Jan. 1 = 

Jan. Obligation of funds for publication _- 

Feb. 1,19: Obligation of funds for retrofit change to aircraft_ ‘| 
| 
| 
! 
| 


JIIYINS J 


sJe3 3-35) >) 


May 4,1954 | Obligation of funds for installation of aerial re- 
fueling system in AJ-2 aircraft 
Amendment No. 79.--| Jan. 7, 1954 | = ation of funds for retrofit change to aircraft__ 
Amendment No. 80_..| Dec. 28, 1953 8 |. 
Amendment No. 81---|_.--.do-_ 
Amendment No. 83--- 
Amendment No. 84.-- Feb: 1, 1954 | Obligation of funds for retrofit chs ange to airers aft..| 
Amendment No. 85-.-| Feb. 25,1954 | Based on interim price revision: 
Obligation of funds for— 
Airplanes 
Spare parts _- | 
Special tools and ground handling equip- 
ment. 
Amendment No. 86- Feb. 10,1954 | Obligation of funds for repair of damaged AJ-2 
aircraft. 
Amendment No. 89- Dec. 30,1953 | Obligation of funds for retrofit change to aircraft-- 
Amendment No. 91...| Jan. 29,1954 |___..do 
Amendment No, 94...| Feb. 1, 1954 Obligation of funds for public ations 
Amendment No. 96 Apr. 28,1954 | Obligation of funds for retrofit change to aircraft __| 
Amendment No. § | Mar. 9,1954 | Obligation of funds for publications _- 
Amendment No. .| Apr. 14,1954 | Obligation of funds for installation of modified 
parts for refueling kit. 
Addition of patent-rights contract clause. 
Amendment No. .| June 2,1954 | Obligation of funds for publications 
Amendment No. 105..| Apr. 22, 1954 |- do 
Amendment No. 106__| July 28, 1954 Oblig: ation of funds for special armament pro- 
| visions. 
Amendment No. 107_.| Apr. 26,1954 | Obligation of funds for publications : ; , . 
Amendment No. 108-.| May 25, 1954 | Deobligation of funds for acrial refueling system _- » Sal. 
Amendment No. 109..| May 6,1954 | Obligation of funds for retrofit change to aircraft- 47, 672. 
Amendment No. 110 .| May 5, 1954 ede 
Amendment No, 112 Aug. 10, 1954 , 158, 
Amendment No, 113_.| Aug. 24, 1954 32, 297. 
Amendment No. Aug. 27, 1954 [___- . , 334. 
Amendment No, 116__|._...do ‘ SES Rh a a 5 4. 292. 
Amendment No. 117..| Nov. 29, 1954 Ete > Soe br RA ch Gl ee ea 2, 142. 
Amendment No, 118 Aug. 26, 1954 ant 126. 
Amendment No. 119 _| Sept. 2, 1954 35, 977. 
Amendment No. 1! | Aug. 18, 1954 Obiig: ition of funds for | repair of dan raged AJ-2 27, 205. 
aircraft. 





7 





Amendment No. | June 9,1954 , 806. 
Amendment No. 12% June 14, 1954 wae maps Sorat oe ; , O17. 
Amendment No, 12 .do ..do . 682. 
Amendment No, 125..| May 25, 1954 “Obligation of funds for repair of damas ized AJ-2 3, 072. 
aircraft. 
Amendment No. 126..| Sept. 3,1954 | Obligation of funds for retrofit change to aircraft_- 3, 734. 
Amendment No, 127 .do ..do__ ea 3, 150. 
Amendment No, x “Aug. 10, 1954 “Obligation of funds for public: ations_ - _. 3 , 060. 
Amendment No, 1: July 22, 1954 —- of funds for retroifit change/to aircraft - - , 399. 
Amendment No. 132_.| Apr. 7, 1952 |___- do. 441. 
Amendment No, 133__| June * 1954 1. 
Amendment No, 134._| Oct. 5, 1954 395. 
Amendment No, 135._}- d . do ‘ 823. 
Amendment No. 136__|____. pee, (hee ee BES Reet : 358. 
Amendment No. 1: do vs 3 eRe thie . 560. 
Amendment No. 139__| Sept. 30, “1954 t 26, 142. 
Amendment No. 140._| Aug. 2, 1954 do weaned 30, 827. 
Amendment No. 141_.| Oct. 4, 1954 | Obligation of funds for public ations. __- 689. 
Amendment No. -| Oct. 5,1954 | Obligation of funds for retrofit change to aircraft. , 309. 
Amendment No. 143__| Nov. 19, 1954 Obie ation of funds for publications... yea 5, 230. 
mendment No. 144__| Sept. 20, 1954 -do. 529. 
Amendment No. 147..| Nov. 2, 1954 959. 
Amendment No. -.| Dec. 8, 1954 Fa pence : 51, 803. 
Amendment No. 149._| Sept. 28, 1954 |__ Lala ; 2, 268. 
Amendment No. 150..| Dee. 9, 1954 -do EPC 54, 693. 
Amendment No. ..| Nov. 18, 1954 | Obligation of funds for public: i lala a 5, 867. 00 
Amendment No. 152__| Oct. 20,1954 |... -do____- 21, 882. 


Amendment No. 153. Nov. 29, 1954 | Obligation of funds for conversions, re pair and re- 2, 696. 00 


ec : conditioning of refueling tankers. 
— ndment No. 154._| Dec. 9,1954 | Obligation offunds for retrofit change to aircraft ___ 5, 487. 00 
mendment No, 155..| Dec. 7,1954 | Obligation of funds for publications. ad Pat 8, 417.00 
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Section B.—Funds obligated under amendments and change orders to 
definitive contract—Continued 





Document 


Scope 


Obligated 
funds 





Amendment No. 157.. 
161. 
162_. 
164_. 


. 166... 


Amendment No. 
Amendment No. 
Amendment No. 


Amendment No 


Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 


Amendment No. 
Amendment No. 
Amendment No. 


Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 192 


Amendment No. 


Amendment No. 
Amendment No. 
Amendment No. 


Change V 
Change W 


Change AA 

Change AB 

Revision No. 
Change AB. 

Change AC 

Change AD 

Change AE__._-...--- 

Change AF 

Change AG 

Change AH 

Change AI 

Change AJ 

Change AK.........- 

Change AL 

Not received 


Re 


Total obligated funds, section B (represented by changes to definitive contract) ---- 








. 16, 1954 
. 18,1955 


11, 1955 
Feb. 19, 1955 
May 20, 1954 
Feb. 

Aug. 
Jan. 
Dec. 
June 
May 2, 1955 


vee 9, 1955 
July 10, 1952 
Mar. 16, 1955 
Apr. 28, 1955 
June 30, 1955 
June 13, 1955 


Nov. 


..| July 


Obligation of funds for ae omy negatives of 
AJ-2 and AJ-2P aircraft draw 
a of funds for retrofit ae to aircraft. 


pm pe of funds for prototype adapter for 
ial armament. 


Incorporation of nondiscrimination in employ- 
ment contract clause 


vier “nee of funds for retrofit change to aircraft... 


do 
Obligation of funds for publications 


yoo - funds for repair of damaged refueling 
obil 


“Obligation of funds for additional equipment on 
tow target kits. 

Obligation of funds for publications 

Obligation of funds for retrofit change to aircraft. 


do 
Obligation of funds for engineering study for arm- 
ent. 


am 
Obligation of funds for retrofit ~ to aircraft 
— modification of combat tanks. 


Obligation of funds for specification change 
— of funds for specification change 


Based on provisions of Price-redetermination con- 
tract clause: 
Deobligation of funds for airplanes 
Based on final price negotiations: 
Deobligation of funds for all contract items 
(contractual document not yet received). 





Total obligated funds, sections A and B 


obit igation of funds for retrofit change to aircraft _. 


beter: “nase of funds for retrofit change to aircraft _. 


gation rj funds for retrofit change to aircraft _. 


tion of funds for retrofit veel to aircraft... 


do 
pee of funds for specification change--.- 


Deobligation of funds for specification change - --- 





$4, 306. 00 
3, 150.00 


48, 274.00 
5, 076.00 


3, 263. 19 


(546, 945.01) 
(683, 450. 00) 
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Section C, Part I.—Definitive contract changes involving assignment of 
obligated funds 





Assignment of 
Scope obligated funds 





Assignment of obligated funds for— 
Amendment No. 32--.- > Spare 

Amendment No. 49--- . Special tools and ground handling equipment. 
Amendment No. 51... 8 parts 

Amendment No. 55--- 
Amendment No. 68-.-- 4 Special tools and ground handling equipment. 
Amendment No. 69---. ° ae parts 

Amendment No. 70.-- 
Amendment No. 87.-- . Special tools and ground handling equipment. 
Amendment No. 88.-- Spare parts 

Amendment No. 95.-- a 

Amendment No. 98-.-- 
Amendment No. 99--- 
Amendment No. 102.. 
Amendment No, 103-.- 
Amendment No. 104.- 
Amendment No. 111-- 
Amendment No. 115_-. 
Amendment No. 129-. 
Amendment No. 130-- et 5. 
Amendment No. 137..| Jan. 7, 1955 
Amendment No. 145..| Dec. 27, 1954 

Amendment No, 146. “a as 

Amendment No. 156. 
Amendment No. 158.. 
Amendment No. 159.. 
Amendment No. 160.. 
Amendment No. 163.. 
Amendment No. 168. 
Amendment No 175.. 
Amendment No. 177.- 
Amendment No. 186.. 


8 


BRSSRERS 
Rd 


BSS 


i] 
ee 
Bs 


RBRaSS 
R238 


&S2833 
SRBRSTSNSSRSUS 


Be 


sssssesss 
BEB co Book 
= > OO 
SSeS 
S8SSSRSSI8 
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Section C, Part II.—Letter of intent, extensions to letter of intent, and defini- 
tive contract amendments and changes not involving obligated funds 


o 





Document Date Scope dtliested fonds 





Letter of intent Feb. 10,1951 | Expression of intent of the Navy Department to Nil 
enter into a formal contract for the manufacture 
of 24 AJ-2 airplanes, design data, spare parts, 
special tools, and ground handling equipment, 
and publications. Costs limited to $5,500,000. 
Extension No. 1 to . 29,1952 | 6&month extension. 

letter of intent. 
Extension No, 2 to . 29, 1952 

letter of intent. 


Amendment No. 1 to 10, 1951 | Revision of the limitation figure on progress pay- 
letter of intent. 


ments. 
Amendment No. 31,1951 | Deletion of cost limitation as set forth in letter of 
letter of intent. intent. 
Amendment No. . 24,1951 | Revision of the letter of intent to include a total 
letter of intent. of 62 AJ-2 airplanes, 
Amendment No. - 27,1951 | Revision of the limitation figure on progress 
letter of intent. payments. 


Amendment No. . 9,1952 | Revision of the percentage of progress payments- 
letter of intent. 


Amendment No. - 13,1952 | Addition of 12 AJ tanker conversion kits 
letter of intent. 


Amendment No. 24,1952 | Revision of progress payment provisions 
letter of intent. 


Amendment No. - 13,1952 | Revision of the limitation figure on progress 
letter of intent. payments. 

Amendment No. . 25, 1952 een charge 
Amendment No. 9. Canceled 

Amendment No. Revision of delivery schedule 
Amendment No. d 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. ; 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No, 


Sssszssezessesese 


1. 
6) 
68. 
28. 
13. 
47. 
33. 
05. 
29. 
54. 
57. 
04. 
04. 
35. 
91. 
56. 
50. 
28. 
306. 

1. 
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Section C, Part II.—Letter of intent, extensions to letter of intent, and defin(. 
tive contract amendments and changes not involving obligated funds—Continued 





} , eon Assignment of 
Document ¢ Scope obligated funds 





| iy 
Amendment No. 

Amendment No. 6:5 

Amendment No. 

Amendment No. 72 

Amendment No. 7 

Amendment No. 

Amendment No. 

Amendment No. 92.-..|.-.....-------- 
Amendment No. 9% 

Amendment No. 

Amendment No. 

Amendment No. 

Amendment No. 

Amendment No. May 2,1955 | Revision of the guaranteed weight and perform- 


ance clause. 
Apr. 28, 1953 
Apr. 23, 1953 
Apr. 27, 1953 
Aug. 29, 1953 
.-----| Aug. 18, 1953 " 
Revision No. Dec. 11,1953 | Correction of typographical error on change Q-.-- 
change Q. 


APA 


cicice 





LAA A AA 2 


ZFAAAA ZZ 
e e esssicicsee 


e 


e 


AAAAA A 


= 














Contract NOaA(s)51—-139i-23 AJ-2P AIRPLANES 

1. The following data are submitted in response to your letter No. 99 of 
September 27, 1955, requesting information regarding our undertaking to build 
for the Department of the Navy the aircraft known as the AJ-2P. The AJ-2P 
is a photo reconnaisance version of the AJ-1. This contract called for 23 air- 
planes, mockup, spare parts, special tools and ground handling equipment, tip 
tanks, bomb-bay tanks, and other items. 

As of July 31, 1955, substantially all items had been delivered. Final price 
determination proceedings had been held, but the contract was not considered 
closed. 

2. Contract number : NOa(s)51-139i. 

3. Type of contract: Fixed price, with incentive-type price redetermination 
provisions. 

4. Definitive contract : Dated August 18, 1950. 

5. Date when authorized to proceed : August 18, 1950. 

6. The total sales price agreed upon as of July 31, 1955, for all airplanes, 
spare parts, and other items under the contract was $41,931,459.25. Since the 
contract has not been completed, it is possible that further procurement may 
be made under this contract. 

7. In fixed-price contracts with incentive-type price redetermination provi 
sions, the original unit price stated is an amount for billing purposes and is 
usually the tentative average unit target price as well. At a later date, after 
accumulation of cost information, it is customary to negotiate a firm average 
unit target price, target cost, and target profit based on the airplane in 4 
stated configuration as a basis for the application of the incentive-type price 
redetermination formula. At final price determination proceedings, the firm 
average unit target price is adjusted by application of the incentive formula. 

The adjusted average final unit price of the 23 AJ-2P airplanes was 
$1,481,843.93. 

8. Costs and expenses charged to this contract as shown by the contractor's 
records plus certain expenses claimed against this contract but not charged 
thereto on the corporation’s books through July 31, 1955, subject to final audit 
upon completion of the contract, are summarized, as follows: 


A. Material $6, 333, 894. 8 
The foregoing sum includes all material used on the 
contract in whatever form acquired, except material 
relating to engineering costs which are included under 
8F. The corporation’s records do not disclose only 
costs of raw material fabricated by the contractor. 
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B. Direct labor costs 59, 377, 893. 04 
The foregoing sum includes all direct labor, except 
direct engineering labor which is included under 8F. 
Cc. Overhead 12, 757, 376. 16 
Percent of corporation total, 3.07 
OMe ee ee ae en wae 376, 558. 81 
Percent of corporation total, 1.54 
F. Engineering costs 5, 941, 649. 
Percent of corporation total, 1.94 
Other costs charged to the contract 3, 059, 497. 





Total 846, 869. 81 








In determining the percentage of certain charges, reported under C, D, and F 
above and H following, of the corporation total of such items, the amount charged 
to this contract was related to the total corporation costs of such items incurred 
during the fiscal years this contract was in work, except that in the fiscal year 
ended Sepember 30, 1955, costs through July 31, 1955, were used. 

E. Overtime charged against this contract amounted to $1,852,304.50. 
This sum is the estimated amount paid for time over 40 hours a week or 8 
hours a day for direct manufacturing and engineering labor. It does not 
include overtime paid to employees whose salaries and wages are included 
in any classification of overhead. All overtime charges referred to herein 
are included principally in B and F above. 

G. Since this contract provided for the designing, development and con- 
struction of an advanced type of airplane, there were certain development 
costs charged thereto. However, the company’s records do not provide a 
basis by which the amount of such development costs may be determined. 
All such costs would be included under “Engineering costs” in F above. 

H. Research costs are included in the costs of this contract, in part as 
direct items and in part as elements of overhead. The amounts included 
as direct items cannot be determined from the corporation’s records. The 
amounts included as a portion of administrative costs relate to research costs 
not covered by contracts and are estimated to amount to $36,920.99. This is 
0.44 percent of the total research costs of the corporation not specifically 
covered by contracts. 

I. The total dollar value of subcontracts applicable to this contract is 
$9,383,003.17. This sum includes the total dollar value of all procurement 
of material and services charged directly to this contract. Subcontracts in 
excess of $100,000 are itemized in schedule 1. 

9. The salary and bonus of every official of the corporation in excess of $20,000 
a year for the period from October 1, 1947, to September 30, 1955, is shown in 
exhibit A. It is estimated that $59,755.52 of such costs were charged to or claimed 
against this contract. This is 2.35 percent of the aggregate amount shown in 
exhibit A for the fiscal years during which this contract was in work. 

10. Stock rights have not been a part of the compensation of any official or 
employee of the corporation. 

11. No selling expenses have been charged to this contract. 

12. Contributions or dues paid to any trade organization of public informa- 
tional media and the itemization of each such expenditure, giving name of 
payee, is shown in exhibit B for the period from October 1, 1947, to July 31, 
1955. Expenses of this nature are included in costs reported under 8 C, D, 
and F and it is estimated that $6,578.05 has been charged to this contract. This 
is 1.76 percent of the aggregate amount shown in exhibit B for the period from 
October 1, 1950, to September 30, 1954; the period this contract was in work. 

3. Consultation or advisory fees paid to any person or organization have 
been interpreted by the corporation to refer to compensation for such services 
in connection with the design, development, or manufacture of the corporation’s 
products. Accordingly, fees for other professional services, such as those of 
accountants, attorneys, and appraisers have not been reported. This contract 
has not been charged with any amount of the fees reported in exhibit C. 

14. Traveling expenses charged to this contract are estimated to amount to 
$556,382.31. This sum includes those expenses charged directly to the contract, 
aS well as estimated portion of such expenses charged to this contract as an 
element of burden reported in response to questions 8C, D, and F. 

The corporation’s accounting policy prohibits the charging of entertainment 
expenses directly or indirectly to Government contracts. 
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15. In the final price determination proceedings for this contract, a total profit 
of $4,150,300.28 before Federal income taxes was claimed for the airplanes, 
spare parts, and other items. 

16. In the final price determination proceedings the final profit per airplane 
claimed was $147,942.77 before Federal income taxes. This average profit applies 
to 7 units. 

Depreciation i is generally charged against contracts as an element of burden, 
which is included in the sum reported in response to questions 8C, D, and F 
It is estimated that $235,581.59 has been charged to this contract. This sy 
represents 1.71 percent of the total provision for depreciation made by the cor. 
poration during the period from October 1, 1950, to September 30, 1954, the 
period this contract was in work. 

(Answers to questions 18 to 32 will be found under contract AF33 (038) 9211,) 


ScHEDULE 1.—Subcontracts in excess of $100,000 





ee 


Subcontractor Items Amount 





se Laboratories, Inc., Long Island, $161, 283.39 

418, 797.69 

104, 201.8% 

Cleveland Pneumatic Tool Co., care of Air- 154, 539, 40 
supply Co., 9815 Wilshire Blvd., Beverly 

Hills, Calif. 

Rohr Aircraft Corp., Chula Vista, Calif.....| Clamp assemblies 115, 579.3 


Stratos Division, Fairchild Engineering & | Components for refrigeration units 135, 55 x 
piano Corp., Bay Shore, Long Island, 


Chicegs Aerial Survey Co., Chicago, Il 











ScHEDULE 2.—Contract summary 


Section A.—Funds obligated under definitive contract 





Documents Date Scope Obligated funds 





Definitive contract._..| Aug. 18,1950 | Obligation of funds for— 


23 AJ-2P airplanes 

Spare parts __. 

Special tools and ground handling equipment 
Demonstrations 

Publications 

Tip tanks. 

Bomb bay tanks 








Total obligated funds, sec. A 








SEecTION B.—Funds obligated under amendments and change orders to definitive 
contract 





Document Date Scope Obligated funds 





Amendment No. 1_..-| July 3, 1952 | Obligation of funds for airplanes $4, 539. 51 
Miscellaneous specification changes-_......-.-..-.- 5 
Amendment No. 2....| July 9,1952 | Obligation of funds for airplanes ; 55, 519. 70 
Amendment No. 8..--| June 26,1953 | Based on Interim Price Revision: 
Deobligation of funds for— Mee 
Tip tanks__- oe oh se ce aizatwniees (84, 755 
Bomb bay tanks (210, 015.0 
Obligation of funds for— ne 
Mockup ---- ‘ 12, 360 
EEE Re Oe pbbiwidenkataiaiie 10, 607, S84. 4 
Spare arts 3, 195, 899 
Specis al tools and ground handling equipment. 213, 057. 0 
Demonstrations 981, 339.8 
Publications 254, 178.0 
Amendment No. 9..--| May 19,1953 | Obligation of funds for publications_. a 50, 515. 
Amendment No. 10...| Feb. 16,1953 | Obligation of funds for retrofit change to aircraft__- 5, 558 
Amendment No. .-| Feb. 24, 1953 .o— of funds for repair of damage to AJ- 33, 185.0 
2P aircraft. iia 
Amendment No, 12...| Feb. 9, 1954 | Obligation of funds for publications 141, 335 
Amendment No. 18..-| June 30, 1953 do 15, 930. 0 
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Section B.—Funds obligated under amendments and change orders to 
definitive contract—Continued 





Document 


Date 


Scope 


Obligated funds 








Amendment No. 


Amendment No. 


Amendment No. é 


Amendment No. 


Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 


Amendment No. 


Change / 
Change 
Change 
Change 
Change 
Change 
Ch 


Revision 
change K. 
‘hange L 
*hange M 


“*hange W 
“hange X 
“hange Y 
*hange Z 


‘hange AC. 
“hange AD... 
’roposal No. 868. 


Proposal CL177 





Mar. 5, 1954 


a eee 
July 8, 1954 


Apr. 14, 1954 
June 4, 1954 
Aug. 18, 1954 
Aug. 26, 1954 
May 23, 1955 
Ane, 14, 1952 


a at 
Nov. 25, 1952 


Feb. 17, 1953 


Jan. 16,1953 
Nov. 20, 1952 
Dec. 31, 1952 
weer” 18, 1953 


Se RES 
Mar, 6, 1953 


Apr. 16, 1953 
Apr. 29, 1953 
July 22,1953 
Oct. 13, 1953 
Nov. 18, 1953 
15, 1954 

. 99,1954 

y 18.1954 

. 18,1954 

. 31, 1954 

8, 1954 

y 24, 1955 

13, 1955 

4, 1954 


1, 1955 





Obligation of funds for repair of damage to AJ- 
2P aircraft. 

etsy -aounh of funds for publications... 

Obligation of funds for repair of dam: age to AJ- 
2P aircraft. 

os ation of funds for publications... 


“Deobligation offunds for: spec ification che ange. _ 
Obligation of funds for specification change 
Deobligation of funds for specification change___ 
a ~ ation of funds for lhe snconipscie ition change 


Based on contract change notice: Prospective | 


obligation of funds for redesign of contro] wheel 
switch. (Contractual document not yet re- 
ceived.) 


Based on final price proposal: Prospective de- | 


obligation of funds for— 
Airpl ines 
Spare parts-_----- 


Special tools and ground handling equipment af 


(Contractual document not yet received) 


Total obligated funds, sec. B (represented by changes to definitive contract) 
Total obligated funds, sec. A and B 





$30, 494 
760 
605 
602. 


— 


559 
089 
753 
679 
876. 
225.8 
732 
77 
744. ! 
(982 
959. 78 
(1, 801. 
734. § 
72, 072. : 


(72, 072. 


(196. 
529. 
6, 111. 
920 
1, 081. 
1, 062. 
(186 
(115 
1, 239. 
1, 463. 00 
189 
127, 130 
542, 618. 1% 
850. 00 
1, 925. 2 
6, 760 
667 
620. 
9, 283. 
2, 862. 


ieee | 
NNN m MINIS 


s 


(2. 956, 820. 77 
(3, 196. 906. 87) 
06, 179 (6. 88) 


9, 442, 305. 25 


~ 41, 931, 459.25 
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obligated funds 





Document 


Date 


Scope 





Section C, Part I.—Definitive contract changes involving assignment of 












Assignment 0 





Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No, 19- 
Amendment No. 20_-- 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 2 
Amendment No. ; 
Amendment No. { 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No, 47_. 
Amendment No. 
Amendment No. 


* nis 
13_- 


we) 
oO 


Dec. 
Dec. 
May 


19, 1952 | 


16, 1952 
25, 1953 


‘do 


May 


22, 1953 


Sept. 21, 1953 


Sept. 
Nov. 
July 
July 
July 
July 
d 


July 
July 
Dec. 
Jan. 


| Jan. 


Feb. 
Mar. 
Feb. 


= | Jan. 


_— 
15, 1954 


1, 1953 
13, 1953 
8, 1954 
15, 1954 
8, 1954 
2, 1954 


28, 1954 
8, 1954 
11, 1955 
7, 1955 
14, 1955 
14, 1955 
28, 1955 
9, 1955 


Assignment of obligated funds for— 
Special tools and ground handling equipment. 
Spare parts 
es | ee Z 
Spe cial tools and ground handling equipment .| 
Spare parts__- | 
do 
7 YF 
ae a 
Specie 4l tools and ground handling equipment. 
Spare parts __ i 
Special tools : and punt he andling equipment 
sata’ * parts_- - 





Speci: il tools and ground handling equipment. | 
ree eae 
ee we 

Special tools and ground handling e quipme nt | 
Spare parts 


' 
' 
' 
a Qa 
' 
‘ 
' 
' 
‘ 
‘ 





obligated fund 










Section C, Part II.—Letter of intent and definitive contract changes not 
involving changes in obligated funds 





Document 


Date 






Scope 


Assignr 


| obligate 








nent 0 


1 fu 





Letter of intent 


Extension No. 1 to 
letter of intent. 
Extension No. 2 to 
letter of intent. 
Extension No. 3 to 
letter of intent. 
Extension No. 4 to 
letter of intent. 
Extension No. 5 to 
letter of intent. 
Extension No. 6 to 
letter of intent. 
Extension No. 7 to 
letter of intent. 
Extension No. 8 to 
letter of intent. 
Extension No. 9 
letter of intent. 
Amendment No. 1 to 
letter of intent. 
Amendment No. 2 to 


letter of intent. 
Amendment No. 3 to 
letter of intent. 
Amendment No. 
letter of intent. 
Amendment No. 
letter of intent. 
Amendment No. 
letter of intent. 
Amendment No. 
letter of intent. 


5 to 
6 to 


7 to 


Amendment No. 8 to | 


letter of intent. 





Aug. 


Nov. 28 


Jan. 


| Mar. 


4 to | 


| 
| 
| 
| 
| 
| 


Amendment No. 3...-| 


Amendment No. 4.... 


May 
July 
Sept. 
Nov. 
Jan. 
Mar. 


Jan. 


Mar. 


May 
June 
Oct. 
Feb. 
Feb. 


Apr. 
July 
Aug. 


18, 1950 


, 1950 
24, 1951 
28, 1951 
28, 1951 

7, 1951 
28, 1951 
30, 1951 
28, 1952 
28, 1952 
19, 1951 


26, 1951 | 
21, 1951 


8, 1951 | 


9, 1951 


28, 1952 | 


16, 1952 | 


11, 1982 | 
25, 1952 | 
25, 1952 


| Expression of intent of the Navy Department to | 
| enter into a formal contract for the manufacture 

| of 12 AJ-1P airplanes, design data, spare parts, 
special tools and ground handling equipment, | 
| and publications. Costs limited to $5,000,000. 
| 2-month extension 
j 

} 

i 

| 

| 

| 

! 


| 

| Inclusion of additional AJ-1P airplanes, spare | 
parts, special tools and ground handling equip-| 
ment, and publications. Deletion of $5,000,000 | 

cost limitztion specified in Letter of Intent. 
Redesignation of office to make payments on the | 

| contract. 

| Revision of description of the special tools and | 

| ground handling equipment items. | 

Revision of the progress payment limitation } 


Incorporation of change in publication require- 
| ment. 

Inclusion of flight test program and demonstra- 

tions, and addition of ‘‘Flight Risk’’ contract 

| clause. 

i 





Revision of the progress payment limitation__...- 
Correction of typographical errors in Definitive 

Contract. } 
Revision of publication requirements | 



































ae ities 
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Section C, Part II.—Letter of intent and definitive contract changes not 
involving changes in obligated funds—Continued 





Assignment of 
Document Date | Scope obligated funds 





mendment No. 6-- Sept. 1, 1952 | Revision of delivery requirements............-..- Nil 
Amendment No. 16---| Oct. 1,1954 | Canceled Nil 
mendment No. 17..-|-.-..do-_-.-.-- _.do Nil 
Auk ndment No. 21-../ July 8, 1954 “Correction of typographical error on Amendment 
No 
Amendment No. ‘ Canceled 
Amendment No. d 
Amendment No. 
Amendment No. 
Amendment No. 44. - - 
Amendment No. 49. - - | Incorporation of weight and performance specifi- 
cations. 
Change E heuay enema of specification 2 
Change H. “do oO 
Revis sion No.1 a \Jan, 15,1954 
change V. 














Contract NOaA(s)51-642i-200 FJ-2 AIRPLANES AND STATIC ARTICLE 
(NA 181 and 196) 


1. The following data are submitted in response to your letter No. 99 of Septem- 
ber 27, 1955, requesting information regarding our undertaking to build for the 
Department of the Navy the aircraft known as the FJ-2. The FJ-2 is a one-man 
jet fighter. This contract called for 200 airplanes, static article, spare parts, 
special tools, and ground handling equipment, mockup, and other items. 

As of July 31, 1955, substantial deliveries had been made and firm target price 
negotiations held. However, final price determination proceedings had not yet 
be en conducted. 

Contract number : NOa(s)51-642i. 

ri Type of contract: Fixed price, with incentive-type price-redetermination 
provisions. 

4. Definitive contract: Dated February 10, 1951. 

5. Date when authorized to proceed: February 10, 1951. 

6. The total sales price for the airplanes, spare parts, and other items under 
the contract had not been agreed upon as of July 31, 1955. Funds obligated under 
this contract amounted to $129,826,646.76. Approximately $115,088,051.97 of the 
obligated funds had been allocated to the various items to be procured under 
this contract. 

7. In fixed-price contracts with incentive-type price-redetermination provisions, 
the original unit price stated is an amount for billing purposes and is usually 
the tentative average unit target price as well. At a later date, after accumula- 
tion of cost information, it is customary to negotiate a firm average unit target 
price, target cost, and target profit based on the airplane in a stated configura- 
tion as a basis for the application of the incentive-type price-determina- 
tion formula. At final price-determination proceedings, the firm average unit tar- 
get price is adjusted by application of the incentive formula. 

The proposed average final unit sales price for the 200 airplanes and the static 
article was $511,304.95. 

8. Costs and expenses charged to this contract as shown by the contractor’s 
records plus certain expenses claimed against this contract but not charged 
thereto on the corporation’s books through July 31, 1955, subject to final audit 
upon completion of the contract, are summarized as follows: 


A. Material , $45, 670, 090. 05 
The foregoing sum includes all material used on 


the contract in whatever form acquired, except ma- 

terial relating to engineering costs which are in 

cluded under 8F. The corporation’s records do not 

disclose only costs of raw material fabricated by 

the contractor. 

. Direct labor costs 15, 765, 689. 60 

The foregoing sum includes all direct labor, except 

direct engineering labor which is included under 8F. 
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1 SO a Th es $19, 417, 972. 73 
Percent of corporation total, 4.05. 

I Na ne eeeaenen 1, 066, 237. 37 
Percent of corporation total, 2.67. 

CELE Ae To 14, 032, 803. 58 
Percent of corporation total, 3.68. 





Other costs charged to the contract---...._-..-.-.__-._.- 8, 257, 594. 24 

















Fe niga Set to! ere me ra, RE Act SS ELIA Lb HAG 104, 210, 387. 62 


In determining the percentage of certain charges, reported under C, D, and F 
above and H following, of the corporation total of such items, the amount charged 
to this contract was related to the total corporation costs of such items incurred 
during the fiscal years this contract was in work, except that in the fiscal year 
ended Sepember 30, 1955, costs through July 31, 1955, were used. 

E. Overtime charged against this contract amounted to $3,923,737.49, 
This sum is the estimated amount paid for time over 40 hours a week or 8 
hours a day for direct manufacturing and engineering labor. It does not 
include overtime paid to employees whose salaries and wages are included 
in any classification of overhead. All overtime charges referred to herein 
are included principally in B and F above. 

G. Since this contract provided for the designing, development, and con- 
struction of an advanced type of airplane, there were certain development 
costs charged thereto. However, the company’s records do not provide a 
basis by which the amount of such development costs may be determined. 
All such costs would be included under “Engineering costs” in F above. 

H. Research costs are included in the costs of this contract, in part as 
direct items and in part as elements of overhead. The amounts included 
as direct items cannot be determined from the corporation’s records. The 
amounts included as a portion of administrative costs relate to research 
eosts not covered by contracts and are estimated to amount to $90,331.38. 
This is 0.95 percent of the total research costs of the corporation not 
specifically covered by contracts. 

I. The total dollar value of subcontracts applicable to this contract is 
$54,130,342.28. This sum includes the total dollar value of all procurement 
of material and services charged directly to this contract. Subcontracts in 
excess of $100,000 are itemized in schedule 1. 

9. The salary and bonus of every official of the corporation in excess of $20,000 
a year for the period from October 1, 1947, to September 30, 1955, is shown in 
exhibit A. It is estimated that $128,799.92 of such costs were charged to or 
claimed against this contract. This is 4.13 percent of the aggregate amount 
shown in exhibit A for the fiscal years during which this contract was in work. 

10. Stock rights have not been a part of the compensation of any official or 
employee of the corporation. 

11. No selling expenses have been charged to this contract. 

12. Contributions or dues paid to any trade organization of public informa- 
tional media and the itemization of each such expenditure, giving name of 
payee, is shown in exhibit B for the period from October 1, 1947, to July 31, 
1955. Expenses of this nature are included in costs reported under 8 C, D, 
and F and it is estimated that $17,410.82 has been charged to this contract. 
This is 4.51 percent of the aggregate amount shown in exhibit B for the period 
from October 1, 1951, to July 31, 1955, the period this contract was in work. 

13. Consultation or advisory fees paid to any person or organization have 
been interpreted by the corporation to refer to compensation for such services in 
connection with the design, development, or manufacture of the corporation's 
products. Accordingly, fees for other professional services, such as those of 
accountants, attorneys, and appraisers have not been reported. This contract 
has been charged with 1.58 percent of the agregate of such fees reported in ex- 
hibit © for the period from October 1, 1951, to July 31, 1955, the period this con- 
tract was in work. 

14. Traveling expenses charged to this contract are estimated to amount t 
$685,372.32. This sum includes those expenses charged directly to the contract 
as well as estimated portion of such expenses charged to this contract as an ele- 
ment of burden reported in response to questions 8 C, D, and F. 

The corporation’s accounting policy prohibits the charging of entertainment 
expenses directly or indirectly to Government contracts. 











have 
es iD 
‘ion’s 
se of 
tract 
n @x- 


} con: 


AIRCRAFT PRODUCTION COSTS AND PROFITS 1509 


15. In the final price-determination proceedings for this contract, a total profit 
of $10,631,787 before Federal income taxes was claimed for the airplanes, spare 
parts, and other items. 

16. In the final price-determination proceedings the final profit per airplane 
claimed was $46,767.07 before Federal income taxes. This average profit applies 

» 201 units. 

: 17. Depreciation is generally charged against contracts as an element of 
burden, which is included in the sum reported in response to questions 8 C, 
D. and F. It is estimated that $412,145.03 has been charged to this contract. 
This sum represents 2.52 percent of the total provision for depreciation made by 
the corporation during the period from October 1, 1951, to July 31, 1955, the 
period this contract was in work. 

(Answers to questions 18 to 32 wil be found under contract AF 33 (038) 9211.) 


ScHEDULE 1.—Subcontracts in excess of $100,000 





Subcontractor | Items | Amount 





4 C F Brill Motors Co., Philadelphia, Pa...| EEE Ones mp See ae ae $128, 040 
Chiksan Co., Brea, Calif | Joint swivels (hydraulic and pneumatic) ---- 125, 166. 
Cornelius Co., Minneapolis, Minn---.---- . ---| Air compressors_..-....-------- REET SES 266, 400 
Firestone Tire & Rubber Co., Akron, Ohio -| Fuel tanks = ate 
a = 56, 97§ 
Goodyear Tire & Rubber Co., Akron, Ohio..| Wheel and brake assemblies......--.-------- 227, = 
¢ ~* 136, 140. 
Hamilton Standard Division, United Air- 3--| 207, 488 
craft Corp., Windsor Locks, Conn. noes exchange fans and turbine driven 122, 358. 
refrigerator units. | 
Hoover pe Con ne Angas, 2 aes Shenae iy Se Ente ae eee ae eee -_ 220. 
Houdaille Hershey, Buffalo, N. Y Bg ee ee 06, 035. 
Hughes Aircraft Co., Culver City, Calif Ammunition boosters and hoisting assem- | 290, 310. 
blies. | 
Walter Kidde, Belleville, N. J | Regulators and solenoid valves a , 959. 
Liquid Carbonie Corp., Chicago, Il I Ss 97, 039. 
Liquidometer Corp., Long Island City, N. Y.| Fuel tank assemblies.----........----------- , 912. 
H. W. Loud Machine Works, Glendale, | Hook assemblies---------- a sal 31, 140. 
Calif. 
Mar Vista Engineering, Los Angeles, Calif..| Valves..-.....------ tea i Soe . 789. 
Menasco Manufacturing Co., Burbank, | Landing gears--__-- sacpet | 1,224, 949. 
Calif. 
Tooling and forging for landing gears_-_..---- 37, 331 
Pacific Airmotive Corp., Burbank, Calif | Valves_...-- en SASS , 868. 0 
Seeger Refrigerator Co., Evansville, Ind....| Tooling for stabilizers, outboard wings, ai- ; 771. 
| —Jerons, slats, flaps, and aft fuselage sections. | 
Complete horizontal and vertical stabilizers; | 16, 495, 473. 8 
outboard wings, ailerons, slats, flaps, and 
aft fuselage sections. 
Tooling for stabilizers, outboard wings, ai- | 124. 
: lerons, slats, flaps, and aft fuselage sections. | 
Seeger Refrigerator Co., St. Paul, Minn re ee fuel tanks_--- pawail 620 
Droppable fuel tanks , 839, 820 
Specialties, Inc., Syossett, N. Y | Indicators, relays, detectors and dust covers 302, 574. 
raed re Great Neck, N. Y-.-.| Components for gyrocompass systems 57, 184. 
Swedlow Plastics Co., Youngstown, Ohio_._| Glass assemblies_- -- : 31, 684. 
Thompson Products, Inc., Cleveland, Ohio.| Pumps and radio noise filters__-.......--.---| 787.: 
Tison Bros., Los Angeles, Calif | Front and rear mount assemblies---------- 413. § 
United States Rubber Co., fuel cell depart- | Fuel tanks_....................-----..--..-- 53, 300. 
ment, Mishawaka, Ind. } 300 


i 
} 
| 
| 
} 


| 
| 
| 
| 


do a 270 
Vickers, Inc., Detroit, Mich | Variable displacement pumps. ---- 59, 228. 
Weatherhead Co., Cleveland, Ohio___....._- | Special tooling for various hydraulic assem- 872. 
blies. 

Link assemblies......._- 7, 668. 

Reservoirs and spare details : 55, 219. 6 

| Cylinders 171, 311. § 

| Landing gears 33, 960. 

Snubber assemblies and spare details 282, 993. 6 
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ScHEDULE 2.—Contract summary 


Section A.—Funds obligated under definitive contract 





Document 


Date 


Scope 


a 


Obligated fund; 





Definitive contract--. 





Feb. 10, 1951 


Total obligated funds, sec. A 





Obligation of funds for— 
Mockup 
300 FJ-2 airplanes and design data and 
drawings. 
Spare parts 


Special tools and ground omens equipment. 


Publications. ._- 
Static test article and testing. 
Demonstrations 
Gunfire nose test section and tests......____- 
1 set of training films 

Supersession of letter of intent -- 


$164, 834. (9 
78, 781, 002.9 


20, 483. 040.09 
787 810.0 
248. 169. 
9R5 582. 1) 

1, 521. 635. (¢ 
329. 744. 
233, 195. 00 





103, 535, 031. 00 





Section B.—Funds obligated under amendments and change orders to 


definitive contract 








Document 


Date 


Scope 





Amendment No. 


Amendment No. 
Amendment No. 


Amendment No. 


Amendment No. 
Amendment No. 


Amendment No. 


Amendment No. 
Amendment No. 
Amendment No. 


Amendment No. 
Amendment No. 


Amendment No. 
Amendment No. 


Amendment No. 


Amendment No. 
Amendment No. 


Amendment No. 





Jan. 28, 1953 


Nov. 12, 1952 
Jan. 27,1953 
Apr. 30, 1953 





Obligation of funds for modification of Govern- 
ment-furnished engines. 

Incorporation of ‘‘Examination of records’ 
and ‘“‘(iratuities”’ contract clauses 

Obligation of funds for structural tests on FJ-2 
aircraft. 

Obligation offunds for instruction in maintenance 
of FJ-2 aircraft for naval personnel. 

Based on interim price redetermination and par- 
tial termination (decrease in cuantity of air- 
— from 300 to 200): Deobligation of funds 
‘or— 

Airplanes, design data and drawings 

Spare parts... .- 

Special tools and ground handling equipment 
Static test article and testing__..___- 
Demonstrations. - 

Gunfire nose test section and tests_...._____- 

Obligation of funds for— 

Mockup... 
Publications - - 
Training films 

Obligation of funds for 2 FJ-2 naval air mainte- 
nance trainer units. 

Obligation of funds for fuel system trainer engine 
components. 

Obligation of funds for instrumentation of FJ-2 
——— for board of inspection and survey 
trials. 

Obligation of funds for modi*cation of FJ-2 air- 
plane as FJ-3 prototype, and flight test. 

Oblization of funds for repair of damaged FJ-2 
airplane, 

Obligation of funds for repair of damaged FJ-2 
airplane. 


Obligation of funds for retrofit change to aircraft _ _ 


Obligation of funds for installation of fire extin- 
guising system for FJ-3 prototype airplane. 

Obligation of funds for publications 

Obligation of funds for instrumentation of FJ-2 
airplane for engine performance tests. 

Obligation of funds for repair of damaged FJ-2 


airplane. 
Obligation of funds for publications 
Obligation of funds for repair of damaged FJ-2 


airplane. 
Obligation of funds for publications 


Obligated funds 


$104, 220. 00 


182, 557.63 
89, 129. 14 


(11. 783, 544, 0 
(3. 063 721.0 
(117, 835. 0 
(236. 972. 0 
(135, 958. 0 

(2, 031.00 


260, 401. 0 

RG, 496. Of 
140, 614. 
613, 952. 0 


7, 762.0 


72, 913.0 


983, 352.00 
84, 567,00 
16, 463. 00 


40, 240.00 
ii, 079, 0 


74, 585. 0 
24, 672.0 


1, 330, 0 


14, 197.00 
7, 840.00 





917.0 





——_ 


ated funds 
a 
164, 834. 9 
781, 002. 
483. ORO. 0) 
787 810.0 
248. 169. 
OR5 582.) 
521. 635. 
329, 744. 
233, 195 tT 
535, 031.0 


3 to 


ated funds 


——— 


104, 220.0 


182, 557.43 
89, 129, 14 


783, 544.00 
063 721.00 
117, 835.0 
236. 972. 
135, 958. 0 

(2, 031.0 
260, 401.0 

86, 496. Of 
140, 614. 
613, 952.0 


7, 762.00 


72, 913. 00 


983, 352.00 
84, 567. 00 
16, 463.00 


40, 240.00 
1, 079, 0 


74, 585. 00 
24, 672.0 


1, 330. 0 


14, 197.00 
7, 840.00 


917.00 
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section B.—Funds obligated under amendments and change orders to 
definitive contract—Continued 


Document 


iment No. 29 


1endment - 


mendment 


ndment | 


mendment N 


mt N 
ment N 
1dment 
ment N 


nendment ! 


iendment N 


mendment N 
mendment } 


mendment N 


iendment ! 
ndment } 


mendment N 


nent 
ment 


ont N 
nt - 
ant 2 


. 30... 


o-% 


| 
} 


= | 


eo 
35 
. 37 


| July 21, 


| Oct, 14, 


62__. 


. 66 
. 69 


Mar. 18, 1954 | 


Mar. 
Apr. 14, 


..do 
oad 


1954 


do 
..do 

July 2, 
.do 


1954 


1954 
.do 


Sept. 8, 1954 


Mar. 16, 1954 


Apr. 5, 
Oct. 20, 


1954 
1954 
1954 
June 24, 


Aug. 16, 1954 


| Mar. 2.1955 | 


Jan. 


, 1955 


3, 1952 


Aug. 
Aug. 


5, 1952 


| Aug. 13, 1952 


| Aug. 


| Oct. 


, 1952 
Oct. 7, 1952 


Aug. 18, 1953 


May 10, 1954 


May 18, 1954 


June 2, 1954 | 


do 


Jan, 
Nov. 2% 
Dee. 
Jan. 
Feb. 


3, 1954 
7, 1955 


| Error on document to be 


8, 1954 | 


1954 | 


4, 1955 | 


4, 1952 | 


, 1952 | 


, 1955 | 


Scope 


Based on interim price redetermination 
tion of funds for 


Obliga- 


Airplanes_______-- : $39, 
Spare parts_._.- 10, 


Special tools and ground handling e quipment 


Static test article and testing 1, 


Demonstrations_ 
Deobligation of funds for 
Publications - -_- 
Gunfire nose test section and testing 
Training films 
adjusted in final price 
negotiations. 
Obligation of funds for fabrication of camera pods 
for FJ-2 airplanes. 
Obligation of funds for publications 
..do 


| Obligation of funds for repair of damaged FJ-2 


airplane. 
Obligation of funds for publications 


eit we a ‘ : 
Obligation of funds for retrofit change to aireraft_ 


5 noel “= BF . 
| aniation of funds for publications 


.do 


do 
Obligation of funds for repair of damaged FJ-2 
aircraft. 
.do 
OnEeation of funds for public: itions 


0 

Obiigation of funds for repair of damaged FJ-2 
airplane. 

= = . : 

Deobligation of funds for instruction in mainte- 
nance. 

Obligation of funds for publications 
_.do ‘ 

Based on provisions of “Price redetermination” 
contract clause: Deobligation of funds for air- 
planes. 

Based on final price negotiations: Deobligation of 
funds for all contract items (contractual docu- 
ment not yet received). 


| Obligation of funds for specification change 


Deobligation of funds for specification change 
do 
do 
do 


do 


| Obligation of funds for specification change 


do 
do 
Deobligation of funds for specification change 
Obligation of funds for cancellation of changes A 
through J. 
Obligation of funds for specification change 
_do 
Deobligation of funds for specification change 


} Obligation of funds for specification change 
Aug. 9, 1954 | 
, 1955 | 
, 1954 | 


do 
do 
do 
do. 
do 
do. 


Total obligated fynds, sec. B (represented by changes to definitive contract) - 26, 2 


Total obligated funds, sec. A and B- 





Obligated funds 


006, 342. 
140, 832. 
390, 063. 


O11, 


S30. 


736, 636, 


(42, 254. 
(26, 102. 
(7, 459. 
817. 


24, 616. 


, 591. 


2, 053. 


827. 


, 175. 
, 874, 
, 540. 
2, 400. 
, 700. 


2, 695, 


, 919. 
, 467. 


, 399 


2, 283. 
, BOL. 


4, 550. 
445, 


951. 
3, 446. 
400. 


, 200. 


, 837 
oe 416. 
|, 853. 


, 312, 


, 638. 


; 677. 
, 186. 


147 


2, 310. 
(9, 411. 


, 826. 


, 330. 


870. 
3, 760. 
795. 


460 


524, 

, 478. 
, 680. 
2, 190. 
879. 


291, 615. 


84) 


00 
00) 
OO) 
00) 
00) 
00) 
00 
. 60 
00 
00) 
40 


00 
00 
00) 
00 
00 
00 
00 
00 
00 
00 


76 


129, 826, 646. 76 
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Section C, Part I.—Definitive contract amendment involving assignment of 
obligated funds 





Assignment 
| obligated funds 


Document Date b= Scope 











| 

| Assignment of obligated funds for— 
Amendment No. 9.-..| May 25, 1954 | Special tools and ground handling ounponnt 
Amendment No. _.| July 31,1953 | Spare parts 
Amendment No. 16. Sept. 15, 1953 
Amendment No. .-| Nov. 6, 1953 
Amendment No. 27_..| July 19, 1954 Speci ial tools and ground handling eqenpenen. 
Amendment No. ..| July 23, 1954 Spare parts ---.--- 
Amendment No. ¢ _| July 15, 1954 RE 
Amendment No. 32.--| July 29, 1954 Special tools and ground handling equipment 
Amendment No. 34.--|.....do_-—-.--- Spare parts__ _- | 
Amendment No. Special tools and ground handling equipment. 
Amendment No. | J . 13,1954 Spare parts_ 
Amendment No. 46_..| July 23, 1954 
Amendment No. 50_..| Mar. 31, 1954 3 
Amendment No. 5 Jan, 11, 1955 Spec ial tools and gound handling e pment 
Amendment No. § Feb. 2,1955 _do___- : 
Amendment No. 5! Feb. 14 1955 Spare parts. 
Amendment No. 61 Apr. 14, 1955 se scnicae 


Section C, Part II.—Letter of intent, extensions and amendments to letter of 
intent, and amendments and change ‘orders to definitive contract not involving 
changes in obligated funds 





| 
| Assignment of 


Document Date | Scope : 
, a obligated funds 








| 
Letter ofintent_......| Feb. 10,1951 | Expression of intent of the Navy Department to | N 
enter into a formal contract for the manufacture | 
o0f300 FJ-2 airplanes, design data, and drawings, 
spare parts, special tools and ground handling | 
equipment, static test article, and publications. 
| Costs limited to $35,000,000. 
Extention No. 2 to | . 29,1951 | Extension to Dec. 31, 1951_- 
letter of intent. 
Extension No. 3 to | . 28,1951 | 2-month extension- 
letter of intent. } 
Extension No. 4 to | Feb. 29,1952 | 6-month extension_--_- 
letter of intent. 
Extension No. 5 to! / . 29, 1952 
letter of intent. 
Amendment No. 1 to 10,1951 | Revision of limitation of progress payments 
letter of intent. 
Amendment No. 3 to y 3,1951 | Incorporation of new items: mockup, flight test 
letter of intent. program, and gunfire nose test section. 
Amendment No. 4 to y 31,1951 | Cancellation of clause limiting costs to $35,000,000. 
letter ofiatent. 
Amendment No. 5 to *t. 3,1951 | Incorporation of ‘Termination’, ‘Renegotia- 
letter of intent. tion” and ‘‘Authorization and consent”’ clauses. 
Amendment No. 6 to », 4,1951 | Revision of delivery schedule to letter of intent 
letter of intent. and incorporation of ‘‘Gratuities’’ clause. 
Amendment No. 7 to an. 23,1952 | Revision of ‘Patent rights’’ clause 
letter of intent. 
Amendment No. 8 to *, 26,1951 | Incorporation of new item: 
letter of intent. 2 FJ-—2 naval air maintenance trainer units and 
“Examination of records’ clause. 
Amendment No. 9 to | Feb. 8, 1952 | Cancellation of ‘Patent indemnity” clause 
letter of intent. 
Amendment No. 10 to ‘eb. 12,1952 | Revision of percentage of progress payments from 
letter of intent. 90 to 95 percent. 
Amendment No. 11 to | Feb. 9, 1952 | Revision of publications requirements 
letter of intent. 
Amendment No. 12to | Apr. 28, 1952 | Revision of frequency of progress payments 
letter of intent. | 
Amendment No. 1 Jan. 12,1953 | Revision of publications contract requirement.____| 
Amendment No. 3 | Canceled 
Amendment No. 6 | Apr. 27,1953 | Revision of security classification from con- | 
fidential to restricted. 
Amendment No. 15_-_-| *, 22,1953 | Revision of aircraft delivery schedule 
Amendment No. 36...| Mar. 29,1954 | Revision of appropriation information on amend- 
ment No. 19. 
Amendment No. 42 May 11,1954 | Correction of typographical errors in amendments 
No. 1, No. 21and No. 24. 
Amendment No. 44 an .---| Cance led__ 
Amendment No. 64 . do 
Amendment No, 65_--|--.---- do 
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NOa(s)52-978i—389 FJ-3 AIRPLANES 


1. The following data are submitted in response to your letter No. 99 of 
September 27, 1955, requesting information regarding our undertaking to build 
for the Department of the Navy the aircraft known as the FJ-3. The FJ-3 is 
an improved version of the FJ-2 fighter. This contract, the first of two con- 
tracts for FJ-3 airplanes, called for 389 airplanes, spare parts, special tools, and 
ground handling equipment, and other items. 

As of July 31, 1955, substantial deliveries had been made and firm target price 
negotiations held. However, final price determination proceedings had not yet 
been conducted. 

2. Contract number : NOa (s)52-978i. 

8. Type of contract: Fixed price, with incentive-type price redetermination 
provisions. 

4, Definitive contract: Dated April 18, 1952. 

5. Date when authorized to proceed: April 18, 1952. 

6. The total sales price for the airplanes, spare parts, and other items under 
the contract had not been agreed upon as of July 31, 1955. Funds obligated 
under this contract amounted to $124,873,916.32. Approximately $116,041,794.36 
of the obligated funds had been allocated to the various items to be procured 
under this contract. 

7. In fixed-price contracts with incentive-type price redetermination provi- 
sions, the original unit price stated is an amount for billing purposes and is 
usually the tentative average unit target price as well. At a later date, after 
accumulation of cost information, it is customary to negotiate a firm average 
unit target price, target cost, and target profit based on the airplane in a stated 
configuration as a basis for the application of the incentive-type price rede- 
termination formula. At final price determination proceedings, the firm average 
unit target price is adjusted by application of the incentive formula. 

PR, negotiated firm average unit target sales price for the 389 airplanes was 
$252,667. 

8. Costs and expenses charged to this contract as shown by the contractor’s 
records through July 31, 1955, subject to final audit upon completion of the 


' contract, are summarized, as follows: 


yO a ea ee ee a eee eee $40, 302, 345. 90 
The foregoing sum includes all material used on 
the contract in whatever form acquired, except ma- 
terial relating to engineering costs which are includ- 
ed under 8F. The corporation’s records do not dis- 
close only costs of raw material fabricated by 
the contraetor. 
B. Direct labor costs_ 








ea PAS ee eee 14, 382, 854. 33 
The foregoing sum includes all direct labor, ex- 

cept direct engineering labor which is included un- 
der 8F. 

PRE PS RS SES ES ee ens ee ee ane ane ree 17, 567, 050. 76 
Percent of corporation total, 4.61 

I< AG cee 1, 604, 770. 30 
Percent of corporation total, 4.58 
Ie a erties 7, 973, 913. 49 


Percent of corporation total, 2.59 
Other costs charged to the contract___._.._..---___--_-_- 6, 193, 807. 35 





hte te ee SE ae ee 88, 024, 742.13 


In determining the percentage of certain charges, reported under C, D, and F 
above, and H following, of the corporation total of such items, the amount 
charged to this contract was related to the total corporation costs of such items 
incurred during the fiscal years this contract was in work, except that in the 
fiscal year ended September 30, 1955, cost through July 31, 1955, were used. 

E. Overtime charged against this contract amounted to $1,180,835.91. This 
sum is the estimated amount paid for time over 40 hours a week or 8 hours 
a day for direct manufacturing and engineering labor. It does not include 
overtime paid to employees whose salaries and wages are included in any 
classification of overhead. All overtime charges referred to herein are in- 
cluded principally in B and F above. 
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G. Since this contract provided for the designing, development and cop. 
struction of an advanced type of airplane, there were certain developmen 
costs charged thereto. However, the company’s records do not provide , 
basis by which the amount of such development costs may be determing; 
All such costs would be included under “engineering costs” in F above, 

H. Research costs are included in the costs of this contract, in part as direc; 
items and in part as elements of overhead. The amounts included as dire; 
items cannot be determined from the corporation’s records. The amounts 
included as a portion of administrative costs relate to research costs not 
covered by contracts and are estimated to amount to $224,664.47. This js 
2.68 percent of the total research costs of the corporation not specifically 
covered by contracts. : 

I. The total dollar value of subcontracts applicable to this contract js 
$46,471,047. 67. This sum includes the total dollar value of all procurement 
of material and services charged directly to this contract. Subcontracts 
in excess of $100,000 are itemized in schedule 1. 

9. The salary and bonus of every official of the corporation in excess of $20,000 
a year for the period from October 1, 1947, to September 30, 1955, is shown ip 
exhibit A. It is estimated that $81,827.97 of such costs were charged to or claimed 
against this contract. This is 3.11 percent of the aggregate amount shown iy 
exhibit A for the fiscal years during which this contract was in work. 

10. Stock rights have not been a part of the compensation of any official or 
employee of the corporation. 

11. No “selling expenses” have been charged to this contract. 

12. Contributions or dues paid to any trade organization of public informational! 
media and the itemization of each such expenditure, giving name of payee, is 
shown in exhibit B for the period from October 1, 1947, to July 31, 1955. Ex 
penses of this nature are included in costs reported under 8 C, D, and F and it is 
estimated that $13,064.06 has been charged to this contract. This is 4.31 percen: 
of the aggregate amount shown in exhibit B for the period from October 1, 1952 
to July 31, 1955, the period this contract was in work, 

13. Consultation or advisory fees paid to any person or organization have 
been interpreted by the corporation to refer to compensation for such services 
in connection with the design, development, or manufacture of the corporation’: 
products. Accordingly, fees for other professional services, such as accoun' 
ants, attorneys, appraisers, etc., have not been reported. This contract has been 
charged with 1.45 percent of the aggregate of such fees reported in exhibit 
for the period from October 1, 1949, to September 30, 1954, the period this co 
tract was in work. 

14. Traveling expenses charged to this contract are estimated to amount ! 
$1,227,938.76. This sum includes those expenses charged directly to the « 
tract, as well as estimated portion of such expenses charged to this contra 
as an element of burden reported in response to questions 8 C, D, and F. 

The corporation’s accounting policy prohibits the charging of entertainment 
expenses directly or indirectly to Government contracts. 

15. In the final price determination proceedings for this contract, a 
profit of $8,959,607.69 before Federal income taxes was claimed for the airplanes 
spare parts, and other items. 

16. In the final price determination proceedings the final profit per airplane: 
claimed was $38,505.73 before Federal income taxes. This average profit 
plies to 156 units. 

17. Depreciation is generally charged against contracts as an eleme! 
burden, which is included in the sum reported in response to questions & C, ! 
and F. It is estimated that $778,155.46 has been charged to this contract. Ths 
sum represents 5.30 percent of the total provision for depreciation made by (he 
corporation during the period from October 1, 1949, to September 30, 1954. the 
period this contract was in work. 

(Answers to questions 18 to 32 will be found under contract AF33 (038) 9211 
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ScHEDULE 1.—Subcontracts in excess of $100,000 





Subcontractor 


Items 





Air Associates, Inc., Teterboro, N. J- 
Airesearch Mé inufacturing Co., care of Aero 
Engineering , Indianapolis, Ind. 


ACF-Brill Motors Co., Philadelphia, Pa_-- 
R. H. Brooks Co., Rockford, a  -. 
Burlington Industries, Inc., Riverside, N.J. 
Chambers Aircraft Corp., neereek, | Ind__| 
Chiksan Co., Brea, Calif-_-- 

Cornelius Co., Minneapolis, Minn_ 
Droitecour Co., Warwick, 

Embe Gear W ‘orks, Glendale, Calif. 

Fireston 


Akron, 
Goodye uw Tire & Rubber Co., Akron, Ohio 


. Freitag Manufacturing Co., 


Hamilton Standard divison, United Aircraft 
Corp., Windsor Locks, Conn. 

Herman Manufacturing Co., 
Ono. 

Hoover Electric Co., 


Lancaster, 
Los Angeles, Calif__- 


Ho — Hershey, Detroit, Mich_- bie 
Hughes Aircraft Co., C ulver C i Calif. __- 
W it r Kidde Co., Belleville, } o : 


Leland Electric Co., Dayton, Ohio-- 

Libbe y-Owens- Ford Glass G 0., Cleveland, 
Ohi 

Liquid Carbonic Corp., Chicago, Ill . 

Liquidometer Corp., Long Island, N. Y-- 


H.W 


Menasco Manufacturing 


Calif 


Co., Burbank, 


Rem-Cru Titanium, Inc., Midland, Pa___. 
Republic Steel Corp., Cleveland, Ohio_. 
Seeger Refrigerator Co., E vansville, Ind. 


Seeger Refrigerator Co., St. Paul, Minn 

Sie are Tool & Ms anufacturing Co., Glendale, 
alif 

Swedlow Plastic Co., Youngstown, Ohio 

Thompson P roducts, Inc., Cleveland, Ohio. 

lison Bros., Los Angeles, Calif__ 


United States Fabricating & Machine Co., 
Michigan City, Ind. 


United States Rubber C o., Mishawaka, Ind_ 


Vickers, Inc., Detroit, Mich___- 


lhe Weatherhead Co., Cleveland, Ohio 


Wy 


R. Whittaker Co., Ltd., 
Ind, 


Indianapolis, 


Tire & Rubber Co., Akron, Ohio-- 


Actuators, shafts and couplings -- 
| Housings for ammunition boosters 
| Valves__...._._-- 

Regulators. - 


-| Box assemblies-_- 


| 

| Fitting assemblies.- 

| Box assemblies__ 

|- do- 

| Tailpipe assemblies 

| Swivel joints and joint assemblies 

| Hydraulic driven air compressors 
Relief valves_- 
Actuators 

| Fuel tanks__ 

do. 

| F ittings- 


Wheel and brake assemblies__- 

W heel assemblies - . _ - 

Brake assemblies. - 

Refrigerator units_ 

Heat exchangers and air conditioning units 
Fittings 


Actuators. 
Wing flap actuators 
Shimmy dampers. 
Housings for ammunition boosters. - - 
Components for air compressors 
‘os * eee ‘ 
Inverters 
Windshield glass 





| Brace assemblies- 
| Power unit indicators and fuel tanks 


| Fuel tank assemblies. _- 


Loud Machine Works, Glendale, Calif-| Hook assemblies 


Arresting hook assemblies- 
| Landing gears-.- 
| 
ee = E 
| Auxiliary landing ge ars. 
Titanium Sheet_ 
Titanium alloy sheet__ 
= Wing assemblies, horizontal 
| stabilizers, slats, flaps, and aft fuselage 


| 


sections. 

Open order for tooling for wing assemblies, 
horizontal and vertical stabilizers, slats, 
flaps, and aft fuselage sections. 

Tank assemblies- - -. 

| Canopy actuators. -- 


| Glass assemblies 


.| Fuel booster pumps. 


| Mount assemblies--__ & 
| Mount assemblies and adapters- --- 
Pickup assemblies-.---.. i 


| Fuel tank assemblies__ 


"Pumps. 


| Gyiinder assemblies_- 
.do 
“do. - 
Reservoirs- 
Hydraulic assemblies- 


0- 
“Brace assemblies - ~ 
Valves 


and vertical | 


Amount 


105, 
453, 
245, 
463, 
105, 
168, 
213, 
192, 55 
194, 


402, 
198, 
122, 
102, 
312, 
146, 


102, 
157, 
116, 
145, 
103, 
111, 
161, 
154, 


340, 
, 828. ! 


, 000. 


, 436. 
26, 361. 


29, 298. 
, 718. 
256. 
5, 030. 

3, O91. 


, 643. 
4, 636. 
7, 248. 
, 808. 
, 550. 
2, 613. 
2, 626. 


916. 
858. 


640 


549. 
812. 
318. 
328. 


$381, 
382, 
115, 
125, 
100, 
218, 
105, 


32 
00 
00 
75 
46 
47 
91 


348. 7 
542. 88 


070. 
320. 
380. 


565. < 


950. 


555. 
446. 


132. 6 
301. 25 
634. 52 


690. 
120. 
382. 


460. 


450. 
700. 
993. 
785. 
717. 
540. 


863. 7: 


930 


263, 262 


3, 026. 

, S71. 
263, 697. 
, 913. 
OVS. 
95. 


366, 
161, 5 


00 
20 


60 
00 
00 
00 


a 


42 
28 
80 
00 
00 
49 
45 
30 
28 
30 
48 
40 


> 
nr 


00 
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SCHEDULE 2.—Contract summary 


Section A.—Funds obligated under definitive contract 





Document Date Scope Obligated fund; 





Definitive contract....| Apr. 18,1952 | Obligation of funds for— 
389 FJ-3 airplanes, design data and drawings | $83. 238, 600 
Spare parts 19, 977, 266 
Special tools and ground handling equipment. 832, 386. 0 
Demonstration 51, 62 
5. SEEGER Ne retire eer SS Soe 192, 026 
| Supersession of Letter of Intent. 











TTS 
I Ce, I a iiencnciccinngneceikcdeiigenentcenssdninbaxiuenmenals | 104, 291, 907.9 





SEcTION B.—Funds obligated under amendments and change orders to definitive 
contract 





Document Date Roope 





Amendment -1....| July 21,1954 | Obligation of funds for spare parts-_--- 
Deobligation of — for spare parts based on 
Amendment No. ‘ 
Amendment {a Feb. 26,1954 | Obligation offunds ices FJ-3 naval air mainte- 
nance training units. 
Amendment No. 4-__.| June 23,1954 | Obligation offunds for retrofit change to aircraft-- 
Amendment No. ! Apr. 15,1954 | Obligation offunds for instruction in maintenace- 
Amendment No. _.| Nov. 19, 1954 | Obligation of funds for retrofit change to aircraft _- 
Amendment No. Dec. 28,1954 | Obligation of funds for design, prototype and 
flight test boundary layer controlsystem on one 
FJ-3 airplane. 
Amendment No. 9.- Nov. 16,1954 | Obligation of funds for retrofit change of aircraft_- 
Amendment No. 12...| Apr. 2, 1954 | Oblig: — of funds for repair of damaged FJ-3 
airplane 
Amendment No. 14...| Jan. ,1955 | Obligation of funds for retrofit change to aircraft 
and mission planning brochures. 
Amendment No. 15__.| Nov. 29,1954 | Obligation of funds for publications 
Amendment No. 17._.| Jan. , 1955 | Obligation offunds for installation ofinstrumenta- 
tion, and furnish reports and technical assist- 
ance for FJ-3 carrier suitability trials. 
Amendment No. 18___| Nov. 18, 195 Obligation of funds for publications. _ _- : 
Amendment No. 19...| Dec. 27,195 Obligation of funds for retrofit change to : 1ireraft_. 
Amendment No. 20__.| Dec. 29,1954 | Obligation of funds for FJ-4 cockpit assemblies 
| for operational flight trainers. 
Amendment No. .| Mar. 14,1955 | Based on interim price redetermination: 
} Deobligation of funds for— 
Publications. - - 
Demonstrations 
Obligation of funds for— 

f Airpl ines 

Spare parts__ 

Special tools and ground handling equi p- 
a ment. 
Amendment No. 22 Jan. 20,1955 | Obligation of funds for retrofit change to aircraft - - 
Amendment No. 2: Jan. 6,1055 | ---.do..- 4 : ke 
Amendment No. 2 Feb. 17,1955 | a 
Amendment No. 25...| Dec. 28, 1954 | Obligs ation of funds for instruction in maintenance. 
Amendment No, 26...| Feb. 28,1955 | Obligation of funds for retrofit change to aircraft. 
Amendment No. 27..-| Feb. 26,1955 |-..--do__..-.-.....-.--- 
Amendment No, 29_..| Feb. 28, 1955 .do 
Amendment No. 3 .| Feb. 16, 1955 ..do 
Amendment No. 32...| Feb. 28,1955 |.-.--do_- 
Amendment No. 33...}.....do_-- a”. 
Amendment No. 34-__- do do 
Amendment No. 38...| May 23,1955 | Obligation of funds for publications 
Amendment No. 39._.| Apr. 6, 1954 ter ition of funds for retrofit change to aircraft... 
Amendment No. .-| June 13, 1955 ; 
Amendment No. -| June 30, 1955 | Obligations of funds for publications - 
Amendment No. --| Sept. 7, | Obligation of funds for retrofit cnenge to aircraft... 
Amendment No. .-| July do 
Amendment No. Oct. 
Amendment No. -| Oct. 
Amendment No. .| Nov. 
Amendment No. .-| Oct. 
Amendment No. July 
Amendment No. ..| June 
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Section B.—F'unds obligated under amendments and change orders to 
definitive contract—Continued 





Scope | Obligated 
Document Date | ' Funds 


Feb. 14, 1955 Obligation of funds for specification change----- 
| May 10, 1955 ‘ aieha ani 


yl 
do 


June 20, 1955 
July 17, 1955 


Total obligated funds, section B (represented by amendments and change orders 20, 582, 009. 
to definitive contract). 


Total obligated funds, sections A and B Svowenee car a -.----| 124, 873, 916. 3: 








Section C, Part I.—Definitive contract amendments involving assignment 
obligated funds 





Assignment of 


wcope obligated funds 





| Assignment of obligated funds for— 
mendment No. 3....) Dec. 14, 1954 Spare parts--- $15, 845, 057. 01 
ndment No. 7-...| Jan. 5, 1955 | 2, 978, 043. 38 
ndment No. 10-..| Jan. 11, 1955 Special tools and ground handling equipment 78, 386. 48 
Amendment No. 13_..| Jan. 10, 1955 Spare parts 910, 074. 44 
mendment No. 31_..| Feb. 28, 1955 Special tools and ground handling equipment 386, 135. 27 
Amendment No. 37...| May 9, 1955 Spare parts (6, 988, 415. 19) 
mendment No. 7 d i (358, 203. 35) 











SecTion C, PArt II.—JLetter of intent, amendments and extensions to letter of 
intent, amendments and change orders not involving changes in obligated 
funds 





: Assignment of 
oc Nn ate ne : 
Document Date scope | obligated funds 





Letter of intent Apr. 18,1952 | Expression of intent of the Navy Department to Nil 

enter into a formal contract for the manufacture 

of 389 FJ-2 airplanes, design data and drawings, 

spare parts, special tools and ground handling 

equipment, demonstration and publications. 

Costs limited to $8,750,000. 

Extension No. 1 Apr. 30,1953 | 6-month extension 
letter of intent. 

Extension No. 2 to | Oct. 30,1953 
letter of intent. 

Amendment No. Sept. 16,1952 | Substitution of new ‘‘progress payments”’ clause 
letter of intent and revision of the ‘‘patent rights’’ clause. 

Amendment No June 30,1952 | Cost limitation of $8,750,000 removed from letter 

tter of intent. of intent. 

d one nt No. ; Aug. 8, 1952 | Revision of model designation from FJ-2 to FJ-3_- 
letter of intent. : 

Amendment No. Sept. 14,1953 | Revision of delivery schedule-__-.-.--- 
letter of intent. 

ae | Aug. 26,1953 | Increase in aggregate amount of progress payments. 
etter of intent. 

Amendment No. Dec. 11,1953 | Incorporation of a ‘‘flight risk’’ clause- - 
letter of intent, | 

Amendment No, 16. Oct. 21,1954 | Revision of delivery schedule of FJ-3 maintenance | 

f training units. 

Amendment No, 28. | Revision of aircraft delivery schedule 

Amendment No, | Canceled . 

Amendment No. 

Amendment No, 

Amendment No, 

Amendment No. 50... 

Amendment No, 52 
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Section C, Parr II.—Letter of intent, amendments and extensions to letter of 
intent, amendments and change orders not involving changes in obligated 
funds—Continued 





Assignment 
\Obligated fund 


Document Date 





Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment No. 
Amendment 
Change F 


LAZLALALALZZZZ, 


Contract NOA(s)54-322i—149 FJ-3 AIRPLANES 


1. The following data are submitted in response to your letter No. 99 of 
September 27, 1955, requesting information regarding our undertaking to build 
for the Department of the Navy the aircraft known as the FJ-3. The FJ-3 is 
an improved version of the FJ-2 fighter. This contract, the second of 2 con 
tracts for FJ-—3 airplanes, called for 149 airplanes, spare parts, special tools, and 
ground-handling equipment, and other items. 

As of July 31, 1955, some deliveries had been made but firm target price 
negotiations had not yet been held. 

2. Contract number : NOa(s)54-322i. 

3. Type of contract: Fixed price, with incentive-type price redetermination 
provisions. 

4. Definitive contract: Dated March 19, 1954. 

5. Date when authorized to proceed: March 19, 1954. 

6. The total sales price for the airplanes, spare parts, and other items unde 
the contract had not been agreed upon as of July 31, 1955. Funds obligated 
under this contract amounted to $39,989,511.00. Approxmiately $36,638,416 of 
the obligated funds had been allocated to the various items to be procured under 
this contract. 

7. In fixed price contracts with incentive-type price redetermination provisions 
the original unit price stated is an amount for billing purposes and is usuall) 
the tentative average unit target price as well. At a later date, after accumula- 
tion of cost information, it is customary to negotiate a firm average unit target! 
price, target cost, and target profit based on the average unit target price, target 
cost, and target profit based on the airplane in a stated configuration as a basis 
for the application of the incentive-type price redetermination formula. A! 
final price determination proceedings, the firm average unit target price is 
adjusted by application of the incentive formula. 

The tentative average unit target price for the first 69 airplanes under this 
contract was $242,833. 

The proposed average unit target price for the remaining 80 airplanes was 
$217,005. 

8. Costs and expenses charged to this contract as shown by the contractor’ 
records through July 31, 1955, subject to final audit upon completion of the con- 
tract, are summarized as follows: 


A. Material $1, 046, 022. 78 
The foregoing sum includes all material used on the 
contract in whatever form acquired, except material 
relating to engineering costs which are included under 
8 F. The corporation’s records do not disclose only 
costs of raw material fabricated by the contractor. 
B. Direct labor costs 635, 547. 97 
The foregoing sum includes all direct labor, except 
direct engineering labor which is included under 8 F. 
C. Overhead 808, 969. 24 
Percent of corporation total, .32. 
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D, Adminisivative’ Coste... ee $79, 245. 87 
Percent of corporation total, .28. 

F. Rngisesies corre... -- ett aid ole : 260, 422. 58 
Percent of corporation total, .12. 

Other costs charged to the contract : - 297, 413. 15 

Total- . 3,127, 621.59 

In determining the percentage of certain charges, reported under C, D, and F 
above and H following, of the corporation total of such items, the amount charged 
to this contract was related to the total corporation costs of such items incurred 
during the fiscal years this contract was in work, except that in the fiscal year 
ended Sepember 30, 1955, costs through July 31, 1955, were used. 

E. Overtime charged against this contract amounted to $28,063.44. This 
sum is the estimated amount paid for time over 40 hours a week or 8 hours 
a day for direct manufacturing and engineering labor. It does not include 
overtime paid to employees whose salaries and wages are included in any 
classification of overhead. All overtime charges referred to herein are 
included principally in B and F above. 

G. Since this contract provided for the designing, development and con- 
struction of an advanced type of airplane, there were certain development 
costs charged thereto. However, the company’s records do not provide a 
basis by which the amount of such development costs may be determined. 
All such costs would be included under engineering costs in F above. 

H. Research costs are included in the costs of this contract, in part 
as direct items and in part as elements of overhead. The amounts included 
as direct items cannot be determined from the corporation’s records. The 
amounts included as a portion of administrative costs relate to research 
costs not covered by contracts and are estimated to amount to $11,059.80. 
This is 0.02 percent of the total research costs of the corporation not speci- 
fically covered by contracts. 

I. The total dollar value of subcontracts applicable to this contract is 
$1,288,600.78. This sum includes the total dollar value of all procurement 
of material and services charged directly to this contract. Subcontracts 
in excess of $100,000 are itemized in schedule 1. 

9%. The salary and bonus of every official of the corporation in excess of $20,000 
a year for the period from October 1, 1947, to September 30, 1955, is shown in 
exhibit A. Itis estimated that $2,874.18 of such costs were charged to or claimed 
against this contract. This is 0.15 percent of the aggregate amount shown in 
exhibit A for the fiscal years during which this contract was in work. 

10. Stock rights have not been a part of the compensation of any official or 
employee of the corporation. 

11. No “selling expenses” have been charged to this contract. 

12. Contributions or dues paid to any trade organization of public informa- 
tional media and the itemization of each such expenditure, giving name of payee, 
is shown in exhibit B for the period from October 1, 1947, to July 31, 1955 
Expenses of this nature are included in costs reported under 8 C, D, and F and 
it is estimated that $985.29 has been charged to this contract. This is 0.60 
percent of the aggregate amount shown in exhibit B for the period from October 
1, 1953, to July 31, 1954. the period this contract was in work. 

13. Consultation or advisory fees paid to any person or organization have 
been interpreted by the corporation to refer to compensation for such services 
in connection with the design, development, or manufacture of the corpora- 
tion’s products. Accordingly, fees for other professional services, such as those 
of accountants, attorneys, and appraisers have not been reported. This contract 
has not been charged with any amount of the fees reported in exhibit C. 

l4. Traveling expenses charged to this contract are estimated to amount to 
$14,882.07. This sum includes those expenses charged directly to the contract, 
as well as estimated portion of such expenses charged to this contract as an 
element of burden reported in response to questions 8 C, D, and F. 

The corporation’s accounting policy prohibits the charging of entertainment 
expenses directly or indirectly to Government contracts. 

15, The total profit to be claimed on this contract has not been determined, 
is firm target price negotiations have not been initiated. 

16. The profit per airplane to be claimed on this contract has not been de- 
termined, as firm target price negotiations have not been initiated. 





1520 AIRCRAFT PRODUCTION COSTS AND PROFITS 


17. Depreciation is generally charged against contracts as an element of 
burden, which is included in the sum reported in response to questions 8 ©, p. 
and F. It is estimated that $8,923.24 has been charged to this contract his 
sum represents 0.10 percent of the total provision for depreciation made by the 
corporation during the period from October 1, 1953, to July 31, 1955, the periog 
this contract was in work. 

(Answers to questions 18 to 32 will be found under contract AF 33 (038) 
9211.) 

ScHEDULE 1.—Subcontracts in excess of $100,000 





Subcontractor Items Amount 





Menasco Manufacturing Co., Burbank, $110, 963. 00 
Calif. 1 290, 628. ( 
126, 480. 
163, 52 
163, 52 
Seeger Refrigerator Co., Evansville, Ind Outboard wing assemblies 1, 654, 653. 57 
Seeger Refrigerator Co., St. Paul, Minn Droppable fuel tanks 235, 247. lf 
Vickers, Inc., Detroit, Mich t 111, 200 








| 
| 





SCHEDULE 2.—Contract summary 


Funds obligated under letter of intent and definitive contract 





Document Date Scope Obligated funds 





Definitive contract | Mar. 19,1954 | Obligation of funds for— 
NOa(s) 54-322-i. 69 FJ-3 airplanes, design data and drawings._| $16, 755, 477.00 

Spare parts 

Special tools and ground handling equipment. 

Letter of intent | Oct. 20,1954 | Obligation of funds for 80 FJ-3 airplanes, spare 
NOa(s) 55-174. parts, and special tools and ground handling 

equipment. 

Amendment No. 2....| Dec. 28,1954 | Revision of aircraft delivery schedule 


Total Obligated Funds 39, 989, 511.00 














Contract NOa(s)54-323i—223 FJ-4 AIRPLANES AND STATIC ARTICLE 


1. The following data are submitted in response to your letter No. 99 of 
September 27, 1955, requesting information regarding our undertaking to build 
for the Department of the Navy the aircraft known as the FJ-4. The FJ-4 is 
the latest advanced version of this jet fighter series. This contract called for 
221 airplanes, 2 prototypes, static article, spare parts, special tools and ground 
handling equipment, and other items. 

As of July 31, 1955, some deliveries had been made but firm target price neg0- 
tiations had not yet been held. 

2. Contract number : NOa (s)54-323i. 

3. Type of contract: Fixed price, with incentive-type price redetermination 
provisions. 

4. Definitive contract: Dated October 16, 1953. 

5. Date when authorized to proceed: Otcober 16, 1953. 

6. The total sales price for the airplanes, spare parts, and other items under 
the contract had not been agreed upon as of July 31, 1955. Funds obligated 
under this contract amounted to $121,004,034. Approximately $110,099,481.% 
of the obligated funds had been allocated to the various items to be procured 
under this contract. ; 

7. In fixed price contracts with incentive-type price redetermination prov! 
sions, the original unit price stated is an amount for billing purposes and is 
usually the tentative average unit target price as well. At a later date, atter 
accumulation of cost information, it is customary to negotiate a firm average 
unit target price, target cost, and target profit based on the airplane in a stated 
configuration as a basis for the application of the incentive-type price redetermin« 
tion formula. At final price determination proceedings, the firm average ult 
tanget price is adjusted by application of the incentive formula. 
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= 


The tentative average unit target price for the first 175 airplanes, 2 proto- 
types and static article was $490,988. 
“The tentative average unit target price for the remaining 46 airplanes had not 
yet been determined. 
“ g Costs and expenses charged to this contract as shown by the contractor’s 
records through July 31, 1955, subject to final audit upon completion of the con- 
tract, are summarized as follows: 
A. Material 
The foregoing sum includes all materials used on 
the contract in whatever form acquired, except mate- 
rial relating to engineering costs which are included 
under 8 F. The corporation’s records do not disclose 


only costs of raw material fabricated by the contrac- 
tor. 


3. Direct labor costs 9, 099, 432. 21 
The foregoing sum includes all direct labor, except 
direct engineering labor which is included under 8 F. 
’. Overhead 
Percent of corporation total, 4.38. 
. Administrative costs 
Percent of corporation total, 3.62. 
. Engineering costs 
Percent of corporation total, 5.90. 


$7, 582, 706. 26 


11, 103, 079. 58 
1, 017, 828. 30 
13, 342, 503. 32 





Other costs charged to the contract 2, 974, 116. 44 


45, 119, 666. 11 

In determining the percentage of certain charges, reported under C, D and F 

above and H following, of the corporation total of such items, the amount 

charged to this contract was related to the total corporation costs of such items 

incurred during the fiscal years this contract was in work, except that in the 
fiscal year ended September 30, 1955, costs through July 31, 1955, were used. 

E. Overtme charged against this contract amounted to $2,022,090.36. This 


sum is the estimated amount paid for time over 40 hours a week or 8 hours 


a day for direct manufacturing and engineering labor. It does not include 
overtime paid to employees whose salaries and wages are included in any 
classification of overhead. All overtime charges referred to herein are 
included principally in B and F above. 

G. Since this contract provided for the designing, development and con- 
struction of an advanced type of airplane, there were certain development 
costs charged thereto. However, the company’s records do not provide a 
basis by which the amount of such development costs may be determined. 
All such costs would be included under engineering costs in F above. 

H. Research costs are included in the costs of this contract, in part as 
direct items and in part as elements of overhead. The amounts included 
as direct items cannot be determined from the corporation’s records. The 
amounts included as a portion of administrative costs relate to research 
costs not covered by contracts and are estimated to amount to $161,726.39. 
This is 2.67 percent of the total research costs of the corporation not spe- 
cifically covered by contracts. 

I. The total dollar value of subcontracts applicable to this contract is 
$11,205,296.69. This sum includes the total dollar value of all procurement 
of material and services charged directly to this contract. Subcontracts in 
excess of $100,000 are itemized in schedule 1. 

9. The salary and bonus of every official of the corporation in excess of $20,000 
a year for the period from October 1, 1947, to September 30, 1955, is shown in 
exhibit A. It is estimated that $46,414.18 of such costs were charged to or 
claimed against this contract. This is 2.46 percent of the aggregate amount 
shown in exhibit A for the fiscal years during which this contract was in work. 

10. Stock rights have not been a part of the compensation of any official or 
employee of the corporation. 

11. No “selling expenses” have been charged to this contract. 

12. Contributions or dues paid to any trade organization of public informa- 
tional media and the itemization of each such expenditure, giving name of payee, 
is shown in exhibit B for the period from October 1, 1947, to July 31, 1955. Ex- 
penses of this nature are included in costs reported under 8 C, D, and F and it is 
estimated that $7,689.58 has been charged to this contract. This is 4.71 percent 
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percentage of the aggregate amount shown in exhibit B for the period from «. 
tober 1, 1953, to July 31, 1955, the period this contract was in work. 

13. Consultation or advisory fees paid to any person or organization hay 
been interpreted by the corporation to refer to compensation for such servi: 
in connection with the design, development, or manufacture of the corporation’: 
products. Accordingly, fees for other professional services, such as accountants 
attorneys, appraisers, etc., have not been reported. This contract has bee; 
charged with 0.25 percent of the aggregate of such fees reported in exhibit € fo; 
the period from October 1, 1953, to July 31, 1955, the period this contract wa; 
in work. 

14. Traveling expenses charged to this contract are estimated to amount : 
$361,492.94. This sum includes those expenses charged directly to the contrac 
as well as estimated portion of such expenses charged to this contract as a 
element of burden reported in response to questions 8 C, D, and F. 

The corporation’s accounting policy prohibits the charging of entertainmen 
expenses directly or indirectly to Government contracts. 

15. The total profit to be claimed on this contract has not been determined, a; 
firm target price negotiations have not been initiated. 

16. The profit per airplane to be claimed on this contract has not bee 
determined, as firm target price negotiations have not been initiated. 

17. Depreciation is generally charged against Contracts as an element of 
burden, which is included in the sum reported in response to questions 8 (. D 
and F. It is estimated that $179,625.13 has been charged to this contract. This 
sum represents 2.01 percent of the total provision for depreciation made by 
the corporation during the period from October 1, 1953, to July 31, 1955, the 
period this contract was in work. 

(Answers to questions 18 to 32 will be found under contract AF 33 (038) 9211 


ScHEDULE 1.—Subcontracts in excess of $100,000 





Subcontractor Items 





Aluminum Co. of America, Columbus, Ohio _| a alloy plate. 
..ao0 
Chambers Aircraft Corp., alg Ind_..| Tail-pipe assemblies 
The Clark-Aiken Co., Lee, Mass | Fitting assemblies 
Cleveland Pneumatic Tool C 0., Clev eland, Main landing gears __- 
Ohio. Tooling for production of main landing gears. 
Brace assemblies | 
...do ona 
The Cornelius Co., Minneapolis, Minn-.----_- Motor pump “assemblies. 
Eclipse Pioneer Division, Bendix Aviation | Components for gyrocompass apean ati a 
Corp., Teterboro, N. J. do 
Goodyear Tire & Rubber Co., Akron, Ohio... Wheel assemblies - 
Hamilton Standard Division, United Air- | Air-conditioning units 
craft Co., Windsor Locks, Conn. 
Hoover Electric Co., Los Angeles, Calif Wing-flap actuators 
Hughes Tool Co., Culver City, Calif........| A <" -wones boosters 
nic an 
Island Machine Co., Farmingdale, Long Ads apters 
Island 
Kanaar Corporation, Kingston, Pa-.--.....--| F itting assemblies-__- 
Spars _- a 
H. W. Loud Machine Co., care of Haskell- Hook assemblies ___ 
Loud Aircraft Service, Glendale, Calif. 
wae Manufacturing Co., Burbank, | Landing gears-_---_--- 
Calif. | 
Seeger Refrigerator Co., Evansville, Ind_..._| Outboard wings, aileron assemblies, and 
vertical stabilizers. 
Horizontal stabilizers__- 
Seeger Refrigerator Co., St. Paul, Minn_....| Droppable fuel tanks --_- 
Specialties, Inc., Syosset, Long Island, N. Y_| Indicators. 
United States Rubber Co., Mishawaka, Ind_| Fuel tank assemblies_- 
Fuel tanks 
Utility Metal Products, Pasadena, Calif_ _- wee) mene 
—,, 
Vickers, Inc., Detroit, Mich.................| Pumps--- 
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SCHEDULE 2.—Contract summary 


Section A.—Funds obligated under definitive contract 





Document Date Scope 


|Obligated funds 


totter of intent for | Oct. 16,1953 | Obligation of funds for 130 FJ-4 airplanes, 2 FJ-4 | $63, 150, 000. 00 
~ Contract N Oa(s)54- | prototype airplanes, static test article, design | 
593-5 data, spare parts, special tools, and ground 
handling equipment, demonstrations, and pub- | 
| ications. q 
Letter of intent for | Oct. 21,1954 | Obligation of funds for 46 FJ-4 airplanes, 2 FJ-4 { 17,811, 966. 00 
Contract N Oa(s)55- | air mobile trainers, spare parts, and special | 
17 tools and ground handling equipment. 
ve contract....| Oct. 16,1953 | Deobligation of funds resulting from supersession | (63, 150, 000. 00) 
of letter of intent for Contract N Oa(s)54-323-i. 
| Obligation of funds for— é 
130 FJ-4 airplanes ‘ 61, 177, 090. 00 
2 FJ-4 prototype airplanes. 5, 857, 596. 00 
Static test specimens. __-- 441, 913. 00 
Spare parts_-_-. . 10, 638, 955. 00 
Special too!s and ground handling equipment 818, 380. 00 
Total obligated funds, section A----- exer se : oa 96, 745, 900. 00 


secTION B.—Funds obligated under amendments and change orders to definitive 
contract 





| ? 
Document | Date | Obligated funds 


Amendment No, 1....| June 26,1954 | Obligation of funds for— 


45 FJ-4 airplanes- 919, 385 

Spare parts_.__- | 3, 970, 000 

Special] tools and ground handling equipment 306, 000 

Amendment No, 2..-.| Jam. 3, 1955 | Obligation of funds for design study. | 62, 016 

Amendment No, 3._..| Jan. 95: Obligation of funds for publications 733 
Total obligated funds, section B (represented by changes to definitive contract) 24, 258, 1 


Total obligated funds, sections A and B---- 





Section C, Part I,—Definitive contract amendments and change orders involving 
assignment of obligated funds 





| 


| Assignment of 
| obligated funds 
| 


Scope 





Assignment of obligated funds for— | 
Amendment No, 5 Mar. 31, 1955 Spare parts $4, 398. 338. 84 
Amendment No. 8 | May 9, 1955 Special tools and ground-handling equipment | 430, 443. 69 





Section C, Part II.—Letter of intent, extensions to letter of intent, and definitive 
contract amendments and changes not involving obligated funds 





| | | Assi f 
Docume » | s | Assignment of 
cument | Date | cope Ghltanhed tande 





Extension No. 1 to | Jan. 29,1954 | 6-month extension_- wes sete BA Nil 
letter of intent for | | 

contract NOa(s)54- 

323-1 | 

Extension No, 2 to | July 31,1954 | Se 

letter of intent for | 

contract NOa(s)54- | 

$23-i } 


idment No, 4. | Jan, 14, 1955 | Revision of delivery schedule 
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CONTRACT W33-038ac—21800—268 T-28A AIRPLANES 


1. The following data are submitted in response to your letter No. 99 of 
September 27, 1955, requesting information regarding our undertaking to builg 
for the Department of the Air Force the aircraft known as the T-28A. The 
T-28A is an advanced trainer. This contract, the first in a series of contracts 
for T-28A airplanes, called for 265 airplanes, 1 basic flight-test article, 1 cop. 
plete flight article, 1 static test article, spare parts, special tools and ground 
handling equipment, mock-up, armament kits, and other items. 

As of July 31, 1955, all items had been delivered, final price determinatioy 
proceedings had been held, and the contract was considered closed. 

2. Contract number: W33-038ac-21800. 

3. Type of contract: Fixed price, with incentive-type price redeterminatioy 
provisions. 

4. Letter contract: Dated June 24, 1948. Definitive contract: Approved April 
29, 1949. 

5. Date when authorized to proceed: June 24, 1948. 

6. The total sales price agreed upon as of July 31, 1955, for all airplanes, 
spare parts, and other items under the contract—$28,779,270.21. Since the 
contract has not been completed, it is possible that further procurement may 
be made under this contract. 

7. In fixed-price contracts with incentive-type price-redetermination provisions, 
the original unit price stated is an amount for billing purposes and is usually 
the tentative average unit target price as well. Ata later date, after accumula. 
tion of cost information, it is customary to negotiate a firm average unit 
target price, target cost, and target profit based on the airplane in a stated 
configuration as a basis for the application of the incentive-type price-rede 
termination formula. At final price determination proceedings, the firm average 
unit target price is adjusted by application of the incentive formula. 

The adjusted average final unit price of the 265 T-28A airplanes, the basic 
flight-test article, the complete flight article, and the static test article was 
$88,322.67. 

8. Costs and expenses charged to this contract as shown by the contractor's 
records plus certain expenses claimed against this contract but not charged 


thereto on the corporation’s books through July 31, 1955, are summarized as 
follows: 


A. Material 
The foregoing sum includes all material used on the 
contract in whatever form acquired, except material 
relating to engineering costs which are included under 
8F. The corporation’s records do not disclose only 
costs of raw material fabricated by the contractor. 
B. Direct labor costs 6, 548, 917. 14 
The foregoing sum includes all direct labor, except 
direct engineering labor which is included under 8F. 
C. Overhead 8, 570, 602. 65 
Percent of corporation, total, 6.69. 
D. Administrative costs 512, 061 4 
Percent of corporation, total, 6.22. 
F. Engineering costs 3, 479, 962. & 
Percent of corporation, total, 3.7 * 
Other costs charged to the contract 1, 238, 764. 9 


$6, 755, 050. 57 


In determining the percentage of certain charges, reported under C, D, and F 
above, and H following, of the corporation total of such items, the amoutt 
charged to this contract was related to the total corporation costs of such items 
incurred during the fiscal years this contract was in work, except that in the 
fiscal year ended September 30, 1955, costs through July 31, 1955, were usec 

E. Overtime charged against this contract amounted to $322,050.05. This 
sum is the estimated amount paid for time over 40 hours a week or 8 hours 
a day for direct manufacturing and engineering labor. It does not inclu 
overtime paid to employees whose salaries and wages are included in any 
classification of overhead. All overtime charges referred to herein 2 
included principally in B and F above. . 

G. Since this contract provided for the designing, development, and con- 
struction of an advanced type of airplane, there were certain developme 
costs charged thereto. However, the company’s records do not provide § 
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basis by which the amount of such development costs may be determined. 
All such costs would be included under engineering costs in F above. 

H. Research costs are included in the costs of this contract, in part as 
direct items and in part as elements of overhead. The amounts included as 
direct items cannot be determined from the corporation’s records. The 
amounts included as a portion of administrative costs relate to research 
costs not covered by contracts and are estimated to amount to $124,570.64. 
This is 4.63 percent of the total research costs of the corporation not 
specifically covered by contracts. 

I. The total dollar value of subcontracts applicable to this contract is 
$7,976,119.72. This sum includes the total dollar value of all procurement 
of material and services charged directly to this contract. Subcontracts in 
excess of $100,000 are itemized in schedule 1. 

9, The salary and bonus of every official of the corporation in excess of 
$20,000 a year for the period from October 1, 1947, to September 30, 1955, is 
shown in exhibit A. It is estimated that $69,526.64 of such costs were charged 
to or claimed against this contract. This is 6.61 percent of the aggregate amount 
shown in exhibit A for the fiscal years during which this contract was in work. 

10. Stock rights have not been a part of the compensation of any official or 
employee of the corporation. 

11. No “selling expenses” have been charged to this contract. 

12. Contributions or dues paid to any trade organization of public informa- 
tional mediums and the itemization of each such expenditure, giving name of 
payee, is shown in exhibit B for the period from October 1, 1947, to July 31, 1955. 
Expenses of this nature are included in costs reported under 8C, 8D, and 8F and 
it is estimated that $16,558.18 has been charged to this contract. This is 7.49 
percent of the aggregate amount shown in exhibit B for the period from October 
1, 1948, to September 30, 1951, the period this contract was in work. 

13. Consultation or advisory fees paid to any person or organization have 
been interpreted by the corporation to refer to compensation for such services 
in connection with the design, development, or manufacture of the corpora- 
tion’s products. Accordingly fees for other professional services, such as those 
of accountants, attorneys, and appraisers have not been reported. This con- 
tract has not been charged with any amount of the fees reported in exhibit E. 

14. Traveling expenses charged to this contract are estimated to amount to 
$147,624.82. This sum includes those expenses charged directly to the contract, 
as well as estimated portion of such expenses charged to this contract as an 
element of burden reported in response to questions 8C, 8D, and SF. 

The corporation’s accounting policy prohibits the charging of entertainment 
expenses directly or indirectly to Government contracts. 

15. In the final price determination proceedings for this contract, a total 
profit of $1,653,053 before Federal income taxes was claimed for the airplane, 
spare parts, and other items. 

16. In the final price-determination proceedings the final profit per airplane 
claimed was $4,985 before Federal income taxes. This average profit applies 
to 268 units. 

17. Depreciation is generally charged against contracts as an element of 
burden, which is included in the sum reported in response to questions 8C, 8D, 
and SF. It is estimated that $186,875.17 has been charged to this contract. 
This sum represents 5.98 percent of the total provision for depreciation made 
by the corporation during the period from October 1, 1948, to September 30, 
1951, the period this contract was in work. 

(Answers to questions 18 to 32 will be found under éontract AF33 (038) 9211.) 


ScHEDULE 1.—-Subcontracts in excess of $100,000 





Subcontractor Items Amount 





Goodyear Aircraft Corp., Massillon Rd., $180, 437. ¢ 
Akron 15, Ohio. 

lhe Liquidometer Corp., Skillman Ave. at as , 807. ¢ 
37th St., Long Island City 1, N. Y. 

Lord Manufacturing Co., Hollywood Pro- si 781. 22 
fessional Bldg., 7046 Hollywood Blvd., Los | lo. ~------- 953. 6 

* Angeles 28, Calif. 

lhe New York Airbrake Co., 230 Park Ave., | Pump assemblies - - --- WM. : 

_ New York 17, N. Y. 

"hompson Products, Inc., 207 Hindry St., |..--.do_...-..-...--- . 
Inglewood, Calif. 
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SCHEDULE 2.—Contract summary 


Section A.—Funds obligated under letter contract, amendments to letter contrac: 
and definitive contract 





Document | Date Scope | Obligated funds 





: 
| Obligation of funds for basic flight-test article, $1, 859, 81 
| complete flight article, flight-test instrumen- 

tation, armament-test program and gunfire test, 
| 
] 
} 


Letter contract | June 24, 1948 


regular wind-tunnel program, and fuel cell slosh 
and vibration test program. 
Deobligation of funds, general (incorporation of | (1, 291. 398 « 
a partial-payment clause). 
Deobligation of funds resulting from supersession (568, 411. & 
of letter contract. 
| Obligation of funds for— 
1 basic flight-test article, model XT28- 61, 652 
1 complete flight article, AF model XT28_-__- 63, 681 
265 AF model T-28A airplanes. - 16, 875 5, 465 
1 static-test article T-28A ___- . ‘ | 52, 296. ( 
Spare parts_____ 3, 126, 135 
Special tools and ground ‘handling equipment 156, 306. 7¢ 
Technical data_ 201, 072. x 
1 mock-up of AF model T-28A eapeene. 26, 010. 
Regular wind-tunnel] program__- : 78, 130. 0 
Microfilming and indices : 14, 804. 
Fuel cell slosh and vibration test program | 15, 678. OF 
Gunfire test section and testing___- 19, 234. 
Armament kits, gun rods, bomb rack, “and 90, 771. 2 
rocket racks. | 
Flight-test programs. a 290, 605 


Amendment No. 4 to | Feb. 23, 1949 
letter contract. | 
Definitive contract__..| Apr. 29, 1949 


| 
| 
| " 
| 
| 


Total obligated funds, section A (represented by definitive contract) _| 21, 071. 930 





Section B.—Funds obligated under change orders and supplemental agreements 
to definitive contract 





Document Scope 





Change order No. 1___| Sept. 12, Obligation of funds for— 
Engineering changes ee: wi $84, 341.1 
Technical data. - 1, 265. 7. 
Change order No. Sept. 29, 1949 | | Obligation of funds for furnishing of technical 28, 753. 2F 
| personnel for T-28A static-test program. 
Change order No. 3 Oct. 18, 1949 | Obligation of funds for revision of armament kits 2, 799. & 
Change order No. | Dec. 15,1949 | Obligation of funds for— 
Engineering changes 86, 000. OK 
Spare parts RS BE ; 14, 000. 0 
Change order No. 7___| Mar. 27,1950 | Obligation of funds for— 
Engineering changes - wi ; 50, 000 & 
| Spare parts aa 7, 500. Of 
Change order No. .| June 19,1950 | Obligation of funds for— 
Engineering changes pee = 4 4, 125, 000. « 
| | Spare parts s = 18, 750. 0F 
Change order No. _| July 28,1950 | Obligation of funds for flight-test programs _____- 15, 921. 48 
| Deobligation of funds for engineering changes (see (15, 921. 48 
} also sec. C). 
Change order No. 12_.| Dec. 5, 1950 a. me of funds for spare parts (see also sec. 200, 000. 
) 


Change order No. 13__| Feb. 12,1951 | Obligation of funds for— 
4 Engineering changes eee rae 240, 000. 0f 
Spare parts__- 48, 000. 0 
Supplemental agree- | Apr. 23,1951 | Based on interim price revision: 
ment No. 16. Obligation of funds for— 
) Basic flight test _- 
Complete flight test 
265 T-28A airplanes -_ 
Static-test article __- 
Mock-up ; : ; 5, 72 
Wind-tunnel program 49, G38, ( 
Armament kits, gun rods, bomb rack, and 74, 583. 
rocket racks. 
Flight-test program.___.......___- aoe 394, 120. Of 
Deobligation of funds for— 
Technical data as r (22, 583. 00 
Microfilming and indices.__- : (10, 763. Of 
Fuel cell slosh and vibration test. (10, 594. 0 
Gunfire test (5, 358. 00 
Engineering changes. a : ‘ ; (4, 000, 000. OF 
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a 


.—Funds obligated under change orders and supplemental agreements 
to definitive contract—Continued 


Date | Scope Obligated funds 


23 Novy. 30,1951 | Obligation of funds for spare parts (see also sec- , 000. 00 
| tion C). 
tal agree- | Mar. 14,1952 | Based on final price revision 
ys Obligation of funds for spare parts 35, 625. 79 
Deobligation of funds for airplanes—adjust- 51, 532. 35) 
| ment of all items. 
Feb. 2,1954 | Deobligation of funds for special] tools and ground ; 37, 070. 27) 
handling equipment. 
Dec. 2,1953 | Deobligation of funds for 
Engineering changes 331, 700. 92) 
Spare parts__- 3, 873. 91) 


otal obligated funds, section B (represented by changes to definitive contract) A , 340. 05 


otal obligated funds, sections A and B_. 








section C, Part I.—Definitive contract changes involving assignment of obligated 
funds 


- 2 Assignment of 
Date Scope obligated funds 


| Assignment of obligated funds for 
ange order No. 5 Mar. 23, 1950 | Spare parts 2 $2, 526, 726 
inge order No | Mar. 24, 1950 | Engineering changes 43, 259 
inge order No. July 6, 1950 Spare parts 258, 665 
hange order No. July 28, 1950 Engineering changes 27, 779. 
hange order No. 11 Aug. 30, 1950 Special tools and ground handling equip- 19, 236. 
ment. 
ge order No. 12 Dec. 5, 1950 Spare parts 141, 411. 
re order No. 14 Feb. 2,1951 do = 60, 863 
nge order No. 15 Jan. 19,1951 do 84, 874.7 
ze order No. 17 Apr. 16,1951 do 78, 654 
inge order No. 18 May 49,1951 do : 77, 324 
hange order No. 19 June 26,1951 | do__. F . udaneel 19, 870 
hange order No. 20 July 10,1951 | Engineering changes. - - | 82, 338. 8¢ 
‘hange order No. 21 Aug. 15, 1951 Spare parts 143, 271. 2 
ze order No, 23__| Nov. 30, 1951 do ‘ 23, 
ige order No. 24 Feb. 6, 1952 | do 
‘hange order No. 26..| July 14, 1952 -do_- 
“hange order No. 27_.| Feb. 13, 1953 a 


Section C, Part I1.—Letter and definitive contract changes not involving 
changes in obligated funds 





Document Date R Assignment of 


| obligated funds 


$$$ $$ } —.____ ——$—$—$—$—$———— | 


| 
Amendment No. 1 to | Aug. 23,1948 | 2-month extension__._-_.__-_- . piteabul Nil 
letter contract. 


Ce EE a SS ee es eo - . Nil 
letter contract. | 


Amendment No. 3 to | Dee. 23, 1948 - ST ees ‘ ; } - 
letter contract. 


Change order No. 22_.| Sept. 25, 1951 ~ Ni 


ConTRACT AF33 (088) 8953—125 Mope, T-28A AIRPLANES 


1 The following data are submitted in response to your letter No. 99 of 
September 27, 1955, requesting information regarding our undertaking to build 
Jor the Department of the Air Force the aircraft known as the T-28A. The 
T “SA is an advanced trainer. This contract, the second in a series of contracts 
| for T-28A airplanes, called for 125 airplanes, spare parts, special tools and 
fround handling equipment, training parts, and other items. 

As of July 31, 1955, all items had been delivered, final price determination 
proceedings had been held, and the contract was considered closed. 


«. Contract number: AF 33(088) 8953. 


74721—56- 16 
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3. ‘Type of contract: Fixed price, with incentive-type price redetermination 
provisions. 

4. Definitive contract: Approved January 31, 1950. 

5. Date when authorized to proceed: January 31, 1950. 

6. The total sales price agreed upon as of July 31, 1955, for all airplanes, spare 
parts, and other items under the contract: $8,849,108.59. 

7. In fixed-price contracts with incentive-type price redetermination provi- 
sions, the original unit price stated is an amount for billing purposes and is 
usually the tentative average unit target price as well. At a later date, after 
accumulation of cost information, it is customary to negotiate a firm average unit 
target price, target cost, and target profit based on the airplane in a stated con- 
figuration as a basis for the application of the incentive-type price redetermina- 
tion formula. At final price determination proceedings, the firm average unit 
target price is adjusted by application of the incentive formula. 

The adjusted average final unit price of the 125 T-28A airplanes was $55,629.77. 

8. Costs and expenses charged to this contract as shown by the contractor's 
records plus certain expenses claimed against this contract but not charged 
thereto on the corporation’s books through July 31, 1955, are summarized as 
follows: 


A. Material $2, 924, 668. 63 
The foregoing sum includes all material used on the 
contract in whatever form acquired, except material 
relating to engineering costs which are included under 
8F. The corporation’s records do not disclose only 
costs of raw material fabricated by the contractor. 
Me Te By a SRDS ee CINE LS 1, 751, 378. 2 
The foregoing sum includes all direct labor, except 
direct engineering labor which is included under 8F. 
C. Overhead 2, 447, 633. 
Percent of corporation, total, 1.28. 
TIO tess terre Sa chee 148, 795. : 
Percent of corporation, total, 1.37. 
I i nin nadine eine 345, 503. 
Percent of corporation, total, 0.24. 
Other costs charged to the contract 529, 812. 5§ 





8, 142, 787. 76 


In determining the percentage of certain charges, reported under C, D, and F 
above and H following, of the corporation total of such items, the amount 
charged to this contract was related to the total corporation costs of such items 
incurred during the fiscal years this contract was in work, except that in the 
fiscal year ended September 30, 1955, costs through July 31, 1955, were used. 

E. Overtime charged against this contract amounted to $191,402.82. This 
sum is the estimated amount paid for time over 40 hours a week or 8 hours 
a day for direct manufacturing and engineering labor. It does not include 
overtime paid to employees whose salaries and wages are included in any 
classification of overhead. All overtime charges referred to herein are 
included principally in B and F above. 

G. Since this contract provided for the designing, development, and con- 
struction of an advanced type of airplane, there were certain development 
costs charged thereto. However, the company’s records do not provide a 
basis by which the amount of such development costs may be determined. 
All such costs would be included under engineering costs in F above. 

H. Research costs are included in the costs of this contract, in part as 
direct items and in part as elements of overhead. The amounts included 
as direct items cannot be determined from the corporation’s records. The 
amounts included as a portion of administrative costs relate to research 
costs not covered by contracts and are estimated to amount to $32,230.38. 
This is 0.91 percent of the total research costs of the corporation not spe- 
cifically covered by contracts. 

I. The total dollar value of subcontracts applicable to this contract is 
$3,438,445.21. This sum includes the total dollar value of all procurement 
of material and services charged directly to this contract. Subcontracts 
in excess of $100,000 are itemized in schedule 1. 

9. The salary and bonus of every official of the corporation in excess of $20.000 
a year for the period from October 1, 1947, to September 30, 1955, is shown in 
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exhibit A. It is estimated that $14,670.27 of such costs were charged to or 
claimed against this contract. This is 1.18 percent of the aggregate amount 
shown in exhibit A for the fiscal years during which this contract was in work. 

10. Stock rights have not been a part of the compensation of any official or 
employee of the corporation. 

11. No selling expenses have been charged to this contract. 

12. Contributions or dues paid to any trade organization of public informa- 
tional media and the itemization of each such expenditure., giving name of 
payee, is shown in exhibit B for the period from October 1, 1947, to July 31, 1955. 
Expenses of this nature are included in costs reported under 8 C, D, and F, and 
it is estimated that $3,825.47 has been charged to this contract. This is 1.67 
percent of the aggregate amount shown in exhibit B for the period from Octo- 
ber 1, 1949, to September 30, 1952, the period this contract was in work. 

13. Consultation or advisory fees paid to any person or organization have been 
interpreted by the corporation to refer to compensation for such services in con- 
nection with the design, development, or manufacture of the corporation’s prod- 
ucts. Accordingly, fees for other professional services, such as those of ac- 
countants, attorneys, and appraisers have not been reported. This contract has 
not been charged with any amount of the fees reported in exhibit C. 

14. Traveling expenses charged to this contract are estimated to amount to 
$26,629.17. This sum includes those expenses charged directly to the contract, as 
well as estimated portion of such expenses charged to this contract as an element 
of burden reported in response to questions 8 C, D, and F. 

The corporation’s accounting policy prohibits the charging of entertainment 
expenses directly or indirectly to Government contracts. 

15. In the final price determination proceedings for this contract, a total profit 
of $732,088 before Federal income taxes was claimed for the airplanes, spare 
parts, and other items. 

16. In the final price determination proceedings the final profit per airplane 
claimed was $4,779 before Federal income taxes. This average profit applies to 
125 units. 

17. Depreciation is generally charged against contracts as an element of 
burden, which is included in the sum reported in response to questions 8 C, D, and 
F. It is estimated that $46,818.14 has been charged to this contract. This sum 
represents 0.90 percent of the total provision for depreciation made by the cor- 
poration during the period from October 1, 1949, to September 30, 1952, the period 
this contract was in work. 

(Answers to questions 18 to 32 will be found under contract AF33 (038) 9211.) 


ScHEDULE 1.—Subcontracts in excess of $100,000 





Subcontractor Items Amount 





Axelson Manufacturing Co., 6160 S. Boyle | Landing gears......-............__-- : $340, 934. 92 
Ave., Los Angeles 11. Calif 

Goodyear Aircraft Corp., 1245 Tonawanda | Glass assemblies - ------- = St Sa os ee 126, 320. 04 
Ave., Akron, Ohio. 

lhe Liquidometer Corp., Skillman Ave. at | Components for fuel-measuring system 101, 136. 40 
37th St., Long Island City 1, N. Y. | 











ScHEDULE 2.—Contract summary 


Section A.—Funds obligated under letter contract, amendments to letter contract, 
and definitive contract 








~ Obligated 
) : ‘ Scope Fons 
Document I Funds 








Definitive contract... Obligation of funds for— 

125 model T-28A airplanes $6, 625, 250. 00 
eee bus 1, 353, 050. 00 
Special tools and ground handling equipment_| 132, 505. 00 
Technical data | 44, 917.00 
Microfilming and indices 5, 182. 00 
Training parts _- aSs 32, 395. 20 
| Engineering changes 140, 000. 00 


Total obligated funds, section A (represented by definitive contract) 
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SECTION B.—Funds obligated under change orders and supplemental agreements 
to definitive contract 





Document Date s Obligated 


Change order No. 5 Jan. 25,1951 | Obligation of funds for— 
Spare parts 4 a | $10, 000 
Engineering changes 3 50, 000. 
Change order No. 6 Feb. 5,1951 | Obligation of funds for technical data 908. 5: 
Supplemental agree- | Sept. 10,1951 | Based on the interim price revision: 
ment No. 10. Deobligation of funds for microfilming and (2, 693. 
indices. 
Obligation of funds for— 
Airplanes. -__- 384, 250. 
Technical data__.....____-- out 11, 663 
Change order No. 17._| Nov. 26, 1951 Obligation of funds for— 
| NO RR anne rene tn~ cs eewsntensen 12, 500. 
Engineering changes _ 102, 500. 
Change order No. 24 / 21, 1952 Sa of funds for spare parts ‘(see also 12, 500. 
| sec. C) | 
Supplemental agree- | . 2,1953 | Basedon the final price revision: 
ment No. 27. Deobligation of funds for airplanes (49, 880, 7 
Obligation of funds for— 
Spare parts___- | 131, 022. 2 
Engineering changes - ‘ 1, 245. 39 
| (See also sec. C.) | 
Change order No. 29 Sept. 15, 1953 Deobligation of funds for spare parts | (8, 906. 
Change order No. 30 Dec. 10, 1953 Deobligation of funds for training parts___- (14, 680. 
Change order No. 31 Jan. 15, 1954 Deobligation of funds for special tools and | (124, 619. 16 
1 ground handling equipment. 


Total obligated funds, sec. B (represented by changes to definitive contract) _- at 515, 809. 39 


Total obligated funds, sec. A and B 7 | 8, 849, 108. 59 





SecTIon ©, Part I.—Definitive contract changes involving assignment of 
obligated funds 





Bs : , | Assignment of 
Document | Date Scope | obligated funds 





-— SO a a ee ee et eee eae on Se UES 


Assignment of obligated funds for— | 
Change order No. Sept. 12, 1950 Engineering changes 

Change order No. 3. Nov. 7, 1950 Training parts 

Change order No. 4_--} Jan. 24, 1951 Engineering changes _- 

Change order No. | Mar. 9, 1951 Special tools and ground handling equipment. 
Change order No. 
Change order No. 
Change order No. 


| 
| $3, 993. 75 
17, 715. 92 
| 45, 447. 9: 
} 7, 885.8 
June 22, 1951 Spare parts_.._- | 1, 268, 049. 7: 
July 2,1951 "ee ‘ | 

Aug. 1,1951 Training parts 


| 
| 
| 
| 
Change order No. Aug. 3, 1951 Engineering changes. - 
} 


Change order No Aug. 16, 1951 Spare parts... 
Change order No. | Oct 1, 1951 Engineering changes 
Change order No. | Dec. 7, 1951 Spare parts____- 
Change order No. 4 | Feb. 7, 19F2 | do... 
Change order No. | Mar. 7, 1952 | Engineering changes 
| 
| 
| 





Change order No. ‘ | Apr. 21, 1952 Spare parts 
Change order No. July 15, 1952 | a 
Supplemental agree- | Mar. 2, 1953 | ee 
ment No, 27. | | 
| Engineering changes 
Change order No. 28 | Aug. 6, 1953 | Spare parts__-.- 
! 
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SecTion C, Part II.—Definitive contract changes not involving changes in 
obligated funds 


Document ate Scope Obligated 
funds 


etter contract desig- | Sept. 19,1950 | Amendment of allotment numbers 
nated supplemental 
sgreement No, 1. 
(This document superseded by advance copy 
of contract A F33(038) 17206. 
hange order No. 8....| Mar. 13,1951 | Revision of partial payment article 
‘hange order No. 12___| July 18,1951 | Miscellaneous specification and engineering 
| changes. } 
Change order No. 13.-; July 31,1951 | Incorporation of specification and revision of | 
specification contract clauses pertaining to | 
| sampling inspection and physical and dimen- | 
sional properties. 
hange order No. 19 Nov. 1,1951 | Amendment of contract property clauses 
Change order No. 23..} Mar. 20,1952 | Incorporation of alternate contract examination 
of records clause. | 
hange order No. 25 June 9,1952 | Redesignation of contract examination of records 
clause. 


ConTRACT AF33 (088 )17206—744 T-28A AIRPLANES 


1. The following data are submitted in response to your letter No. 99 of Sep- 
tember 27, 1955, requesting information regarding our undertakings to build 
for the Department of the Air Force the aircraft known as the T-28A. The 
T-28A is an advanced trainer. This contract, the third in a series of contracts 
for T-28 airplanes, called for 744 airplanes, spare parts, special tools, and 
ground handling equipment, and others items. : 

As of July 31, 1955, substantially all items had been delivered. Final price 
determination proceedings had been held but the contract was not considered 
closed. 

2. Contract number : AF33 (088) 17206. 

3. Type of contract: Fixed price, with incentive-type price redetermination 
provisions. 

4. Letter contract: Dated July 15, 1950. Definitive contract: Approved March 
15, 1951. 

5. Date when authorized to proceed: July 15, 1950. 

6. The total sales price agreed upon as of July 31, 1955, for all airplanes, 
spare parts, and other items under the contract amounted to $60,762,131.17. 
Since the contract has not been completed, it is possible that further procurement 
may be made under this contract. 

7. In fixed-price contracts with incentive-type price redetermination provi- 
sions, the original unit price stated is an amount for billing purposes and is 
usually the tentative average unit target price as well. At a later date, after 
accumulation of cost information, it is customary to negotiate a firm average 
until target price, target cost, and target profit based on the airplane in a stated 
configuration as a basis for the application of the incentive-type price redeter- 
mination formula. At final price determination proceedings, the firm average 
unit target price is adjusted by application of the incentive formula. 

The adjusted average final unit price of the 744 airplanes was $61,310.45. 

Ss. Costs and expenses charged to this contract as shown by the contractor’s 
records, plus certain expenses claimed against this contract but not charged 
thereto on the corporation’s books through July 31, 1955, subject to final audit 
upon completion of the contract, are summarized as follows: 


| alle Set lh ae SED Oe CS SD I Sg 
The foregoing sum includes all material used on 
the contract in whatever form acquired, except mate- 
rial relating to engineering costs which are included 
under 8F. The corporation’s records do not disclose 
only costs of raw material fabricated by the 
contractor. 
Direct labor costs ee 7, 465, 268. 83 
The foregoing sum includes all direct labor, except 
direct engineering labor which is included under 8F. 
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C. Overhead $10, 241, 130. 00 
Percent of corporation total, 2.46. 

D. Administrative costs 825, 108. 71 
Percent of corporation total, 3.38. 

F. Engineering costs 984, 246. 96 
Percent of corporation total, .32. 

Other costs charged to the contract 7, 521, 709. 86 





56, 554, 348. 19 


In determining the percentage of certain charges, reported under C. D. and F, 
above, and H, following, of the corporation total of such items, the amount 
charged to this contract was related to the total corporation costs of such items 
incurred during the fiscal years this contract was in work, except that in the 
fiscal year ended September 30, 1955, costs through July 31, 1955, were used. 

E. Overtime charged against this contract amounted to $703,933.38. This 
sum is the estimated amount paid for time over 40 hours a week or 8 hours 
a day for direct manufacturing and engineering labor. It does not include 
overtime paid to employees whose salaries and wages are included in any 
Classification of overhead. All overtime charges referred to herein are 
included principally in B and F above. 

G. Since this contract provided for the designing, development, and con- 
struction of an advanced type of airplane, there were certain development 
costs charged thereto. However, the company’s records do not provide a 
basis by which the amount of such development costs may be determined. 
All such costs would be included under engineering costs in F above. 

H. Research costs are included in the costs of this contract, in part as 
direct items and in part as elements of overhead. The amounts included 
as direct items cannot be determined from the corporation’s records. The 
amounts included as a portion of administrative costs relate to research costs 
not covered by contracts and are estimated to amount to $215,007.62. This 
is 2.57 percent of the total research costs of the corporation not specifically 
covered by contracts. 

I. The total dollar value of subcontracts applicable to this contract is 
$36,345,915.29. This sum includes the total dollar value of all procurement 
of material and services charged directly to this contract. Subcontracts in 
excess of $100,000 are itemized in schedule 1. 

9. The salary and bonus of every official of the corporation in excess of $20,000 
a year for the period from October 1, 1947, to September 30, 1955, is shown 
in exhibit A. It is estimated that $55,163.81 of such costs were charged to or 
claimed against this contract. This is 2.17 percent of the aggregate amount 
shown in exhibit A for the fiscal years during which this contract was in work. 

10. Stock rights have not been a part of the compensation of any official or 
employee of the corporation. 

11. No “selling expenses” have been charged to this contract. 

12. Contributions or dues paid to any trade organization of public informa- 
tional media and the itemization of each such expenditure, giving name of payee, 
is shown in exhibit B for the period from October 1, 1947, to July 31, 1955. 
Expenses of this nature are included in costs reported under 8 C, D, and F, and 
it is estimated that $14,611.46 has been charged to this contract. This is 3.92 
percent of the aggregate amount shown in exhibit B for the period from October 1, 
1950, to September 30, 1954, the period this contract was in work. 

13. Consultation or advisory fees paid to any person or organization have 
been interpreted by the corporation to refer to compensation for such services 
in connection with the design, development, or manufacture of the corporation’s 
products. Accordingly, fees for other professional services, such as those of 
accountants, attorneys, and appraisers have not been reported. This contract 
has not been charged with any amount of the fees reported in exhibit C. 

14. Traveling expenses charged to this contract are estimated to amount to 
$187,025.29. This sum includes those expenses charged directly to the contract, 
as well as estimated portion of such expenses charged to this contract as an 
element of burden reported in response to questions 8 C, D, and F. 

The corporation’s accounting policy prohibits the charging of entertainment 
expenses directly or indirectly to Government contracts. 

15. In the final price determination proceedings for this contract, a total 
profit of $4,196,998.52 before Federal income taxes was claimed for the air- 
planes, spare parts, and other items. 
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16. In the final price determination proceedings the final profit per airplane 
claimed was $4,471.69 before Federal income taxes. This average profit applies 
to 744 units. 

17. Depreciation is generally charged against contracts as an element of bur- 
den, which is included in the sum reported in response to questions 8 C, D, and F. 
It is estimated that $311,739.14 has been charged to this contract. This sum 
represents 2.26 percent of the total provision for depreciation made by the cor- 
poration during the period from October 1, 1950, to September 30, 1954, the 
period this contract was in work. 

(Answers to questions 18 to 32 will be found under contract AF 33(038) 9211.) 


ScHEDULE 1.—Subcontracts in excess of $100,000 








Subcontractor Items |; Amount 





Air Associates, Inc., 1231 Airway Drive, | Cow] flap aienting el ERS en Pe ee $110, 963. 28 
Glendale 1, Calif. pee chee oe Ke ae) 164, 357. 20 
Axelson Manrefacturing Co., 6160 South | Landing ge: i , 344, 436. 92 
Boyle Ave., Los Angeles 58, Calif. d é PEA Se 213, 512. 00 
137, 280. 00 
180, 000. 00 
180, 000. 00 
168, 000. 00 
122, 700. 00 
122, 700. 00 
132, 400. 00 
d - 137, 280. 00 
Clifford Manufacturing Co., care of D. K. | Oil coolers_........_---- 106, 500. 00 
MacLennon, Suite 221-223, 921 Westwood 
Blvd., Los Angeles 24, Calif. 
Featherlike Products Co., 3666 South Main | Engine and wing covers._._...._--- 139, 627. 30 
St., Los Angeles 7, Calif. 
Gladden Products Corp., 635 West Colorado | Landing gears......._--- reas 449, 293. 59 
Blvd., Glendale 4, Calif. 
Goodyear Aircraft Corp., 1245 Tonawanda | Glass assemblies. --_............------------- 115, 148. 88 
Ave., Akron, Ohio. 
The Liquidometer Corp., “7% Ave. at | Components for fuel measuring system 255, 430. 00 
37th St., Long Island City 1, N. Y. ae ee #e 124, 640. 00 
Lord Manufacturing Co., Hollywood Pro- Components for engine mounts-. Spates 234, 368. 80 
fessional Bldg., 7046 Hollywood Blvd., 
Los Angeles 28, Calif. 
The New York Airbrake Co., 230 Park Ave- " 269, 920. 00 
nue, New York 17, N. Y. 
Plastic Age Co., 651-657 Arroyo Ave., San SS ass ies 117, 483. 75 
Fernando, Calif. 
Solar Aircraft Co., 2200 Pacific Highway, | Manifolds..................-....----------- 140, 527. 34 
San Diego 12, Calif. Exhaust section assemblies 192, 438. 16 
Surface Combustion Corp., 7046 Hollywood | Heater, ignition and lead assemblies_.._----| 105, 189. 00 
Blbd., Hollywood 28, Calif, d pit ath SESE PR ETS PT SD, 186, 063. 00 











ScHEDULE 2.—Contract summary 


Section A.—Funds obligated under letter contract, amendments to letter contract, 
and definitive contract 





Document Date Scope |, )bligated funds 





Letter contract, de- | July 15,1950 | Obligation of funds for— 
signated supple- 268 model T-28A airplanes and engineering $3, 360, 
mental agreement data. 

No. 1 to contract Spare parts | 840, 

F A F33(038)8953. 

Definitive contract._.| Mar. 15,1951 | Deobligation of funds resulting from supersession (4, 200, 
of letter contract designated supplemental | 
agreement No. 1. } 

Obligation of funds for— | 

334 Model T-28A airplanes_--.-.-.--.-- Sicteuie act | 15, 457, 854. 

Spare parts. .........- | 2,965, 703. 26 

Special tools and ground handling equipme nt_| 309, 157. 0! 

Technicai data- 7 | 132, 058. 

Microfilming and indices_..--- a) 6, 117. 

Engineering changes- -.---------- --| 176, 365. 
7 








Total obligated funds, section A (represented by definitive contract) - - 19, 047, 254. 34 








1534 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Section B.—Funds obligated under change orders and supplemental agreemenis 
to definitive contract 


Document Date } Scope | Obligate od funds 





Letter contract, des- | Mar. 22,1951 | Obligation of funds for 410 model T-28A airplanes, | $4, 000, 000.0 
ignated supplemen- spare parts, special tools and ground-handling | 
tal agreement No. 1 equipment, technical data, and microfilming 
to contract AF33- | and indexes. 
(038) 17206. | 
Supplemental agree- | Jan. 16,1952 | Deobligation of funds resulting from supersession (4, 000, 000. ( 
ment No. 1, of letter contract: Obligation of funds for— 
| 410 model T-28A airplanes. - 
Spare parts _ A 
Special tools and eee ‘handling e quipment 
ae a ep changes. - 
Technical data 
Microfilming and indexes - : : 3, 974. 00 
Change order No. ‘ June 18,1951 | Obligation of funds for— 
| Spare parts. a : in dtrna 44, 000. 00 
Engineering changes. - - ---_-- - 200, 000. 00 
Change order No. } Apr. 11,1952 | Obligation of funds for— 
} Spare parts. denies baat 35, 200.0 
Engineering changes__. 160, 000, 0 
Change order No. 13 May 20,1052 | Obligation of funds for training parts 200, 000. 0 
Supplemental agree- | Nov. 18,1952 | Based on interim price revision: Deobligation of | 
ment No. 20. funds for-— 
Engineering changes. -- ------ : } (333, 000. 0 
Technical data_ ---_-- (58, 821. 0 
Microfilming and indexes . inpcaiale (5, 686. Ot 
Obligation of funds for airplanes 5, 936. 326. 01 
Supplemental agree- | : . 21,1958 | Based on interim price revision: Deobligation of | (677. 00 
ment No. 26. | | funds for microfilming and indexes. | 
Obligation of funds for— 
Airplanes. - ; ‘ 7, 278, 320. ( 
Technical data , ‘ Scie a bnew aae 161, 166, 00 
| (See also section C.) | 
ae agree- | st. 22,1953 | Obligation of funds for spare parts-__- al 850, 000. 01 
ment No. 32. | 
Change order No. 37-_-| . 14,1954 | Deobligation of funds for technical data __- --- a (3, 842. 00 
Supplemental agree- | / . &,1955 | Based on final price revision: Deobligation of | 
ment No. 42. funds for— j 
Special tools and ground nantiine < ont yment_} (321, 973. & 
Engineering changes-__-__-- ; we (281, 243. 74 
eee ee eee a (94, 362. 11 
Obligation of funds for- | 
Airplanes, technical data, and microfilming 160, 354. 8 
and indexes. 
} Spare parts_- ™ bsctnteendadl 547, 919. 71 
| (See also section C.) | 
Total obligated funds, section B (represented by changes to definitive contract) __--| 4l, 714, 876. 8 


Total obligated funds, sections A and B_.__.......__._-__-- ca : 60, 762, 131. 17 





SECTION C, Part I.—Definitive contract changes involving assignment of obligated 
funds 


. Assignment 0 
Docume ate Scope “a 0g " 
cument | poop obligated funds 





Assignment of obligated funds for- 

Change order No. ; July 2,1951 Special tools and ground handling-equipment. $305, 158. Li 
Change order No. July 18,1951 | Engineering changes 66, 595. 68 
Change order No. } Feb. 4, 1952 Spare parts_._.- | , 696, 206. 88 
Change order No. 9- Mar. 25, 1952 | do... : - | 653, 302. 68 
Change order No. Apr. 28, 1952 | 6..:5. ‘ 38, 423. 52 
Change order No. _| June 11, 1952 | te Secas ‘ ‘ 11, 676. § 
Change order No. 1 July 9, 1952 | do 5 226, 971 
Change order No. 16 Aug. 4, 1952 do_. 412, 318.6 
Change order No. 1 Aug. 8, 1952 Training parts 104, 
Change order No. 21__; Oct. 7, 1952 Special tools and ground handling equipment_| 4, 
Change order No. ‘ Nov. 20, 1952 | Spare parts_.-._- 210, 325. 
Change order No. 2: Nov. 13, 1952 | Training parts . ke | 911.7 
Change order No. ‘ Dec. 23, 1952 | Spare parts.___ i 676, 907 
Change order No. 26__| Apr. 21, 1953 | Engineering changes aS Pa 2 a 5, 246. 
Change order No. 27 Feb. 4, 1953 Spare parts_____ : : 3, 768, 714. § 
Change order No. 2 Mar. 18, 1953 Training parts ‘ ‘ at wl (11 
Change order No. 29._| June 22, 1953 | Spare parts_.___ : ~~ ; 160, 247. 58 

i Training parts___--__- apa chika (2. 46 
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Section C, Part I.—Definitive contract changes involving assignment of obligated 
junds—Continued 

; es 

| 





Document Date Scope | Assignment of 


jobligated funds 





| Assignment of obligated funds for— 
hange order No. 31__| Aug. . Spare parts_- ae ($790, 925. 
ipplemental agree- | Sept. 24, 195: Engineering changes. - erste 72, 119. : 
ment No. 33. 
*hange order No. a Sept. : Spate parts... ........ ak = 559, 364. 
Change order No. Dee. 11, 195: ' «22ers BS TE ; 1, 287, 727.7 
*hange order No. oo -| Mar. ( Spare parts. J P 
‘hange order No. 38..| May 4, 19% Engineering changes ae 
Change order No. 39..| May 21,1954 | Spare parts. 
Special tools and ground | handling equipment 
hange order No. 40-- -| June 25, 1954 | Spare parts abe 
hange order No. 41 Dec. 22,1954 |.....do__- : SSS = di, ; 
‘hange order No. 42.-| Aug. 8,1955 |_._-.do =e over 1, 350, 088. ; 
} 





Section C, Part II.—Letter contract and definitive contract changes not 
involving changes in obligated funds 





Document Scope | obligated 
| funds 





Amendment No. 1 to 
letter contract des- | 
ignated supplemen- 
tal agreement No. 1 
to contract AF33 
038) 8053. 

Amendment No. 2 to | Sept. 18,1950 | Amendment to increase number of airplanes from 
letter contract des- 268 to 334. 
nated supplemen- 
tal agreement No. 
1 to contract AF33 
(038)8953. 

Amendment No. 3 | Nov. 10,1950 | 144-month extension--_----- 
to letter contract 
designated supple- 
mental agreement | 
No. 1 to contract | 
A F33(038)8953. 

Amendment No. 4 . 26,1950 | 1-month extension_.__-.__- 
to letter contract 
designated supple- 
mental agreement 
No. 1 to contract 
A F33(038)8953. 
mendment No. 5 to | Jan. 30,1951 | 1-month extension___- 
letter contract des- | 
ignated supplemen- 
tal agreement No. 
1 to contract 
A F33(038)8953 | 

Amendment No. 6 to ‘eb. 27,1951 | Amendment of contract partial payment clause 
letter contract des- and a l-month extension. 
ignated supplemen- 
tal agreement No. 
1 to contract 
A F33(038)8953. 

Amendment No. 1to | May 2, 1-month extension__- 
letter contract des- 
ignated supplemen- 
tal agreement No. 1. 

Amendment No. 2 to 
letter contract des- 
ignated supplemen- 
tal agreement No. 1. 

Amendment No. 3 to y 20,1951 | 2-month extension 
letter contract des- 
ignated supplemen- 
tal agreement No. 1. 

Amendment No. 4 to | Sept. 27,1951 | 1-month extension 
letter contract des- 
ignated supplemen- 
tal agreement No. 1. 

Amendment No. 5 to . 25,1951 | 2-month extension...- 
letter contract des- 
ignated supplemen- 
tal agreement No. 1. 

Amendment No. 6 to . 29,1951 | 1-month extension_-__- 

‘etter contract des- 
ignated supplemen- 
tal agreement No. 1. 


| > Assignment of 
| 


Aug. 15,1950 | Incorporation of a letter contract article oss Nil 
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Section C. Part II.—Letter contract and definitive contract changes not 
involving changes in obligated funds—Continued 





Document Date Scope <p 
Ps] 





Amendment No.6 to | Dec. 29,1951 | 1-month extension Se ee Nil. 
letter contract des- | j 
ignated supplemen- | | 
tal agreement No.1. 
Change order No. 5 July 31,1951 | Incorporation of inspection specifications__-. 
Change order No. 6 Nov. 1,1951 | Incorporation of contract property clause 
Change order No. 10 Mar. 20,1952 | Substitution of alternate contract examination of 
records clause. 
Change order No. 12 April 28, 1952 | Incorporation of a contract engineering changes 
clause. 
Change order No. 17..| Aug. 1,1952 | Revision of certain technical data to be furnished 
Change order No. 18 Dec. 23,1952 | Canceled_- 
Change order No. 24 Dec. 8, 1952 | Revision to parti: il D Ly ment contract ¢ lause, and 
training parts requirements. 
Termination, supple- | Oct. 23,1953 | Partial termination of contract at no cost... ---- 
mental agreement 
No. 30 














ContTRAcT AF33 (600)5895—59 T-28a AIRPLANES 


1. The following data are submitted in response to your letter No. 99 of Sep- 
tember 27, 1955, requesting information regarding our undertaking to build 
for the Department of the Air Force the aircraft known as the T-28A. The 
T-28A is an advanced trainer. This contract, the fourth in a series of contracts 
for T-28A airplanes, called for 158 airplanes, spare parts, special tools, and 
ground handling equipment, and other items. 

As of July 31, 1955, substantially all items had been delivered. Final price 
determination proceedings had been held but the contract was not considered 
closed. 

2. Contract number : AF 33 (600) 5895. 

3. Type of contract: Fixed price, with incentive-type price redetermination 
provisions. 

4. Letter contract: Dated August 24, 1951. Definitive contract: Approved 
November 17, 1952. 

5. Date when authorized to proceed: August 24, 1951. 

6. The total sales price agreed upon as of July 31, 1955, for all airplanes, spare 
parts, and other items under the contract, $4,381,288.99. Since the contract has 
not been completed, it is possible that further procurement may be made under 
this contract. 

7. In fixed-price contracts with incentive-type price redetermination provisions, 
the original unit price stated is an amount for billing purposes and is usually 
the tentative average unit target price as well. Ata later date, after accumula- 
tion of cost information, it is customary to negotiate a firm average unit target 
price, target cost, and target profit based on the airplane in a stated configura- 
tion as a basis for the application of the incentive-type price redetermination 
formula. At final price determination proceedings, the firm average unit target 
price is adjusted by application of the incentive formula. 

The adjusted average final unit price of the 59 T-28A airplanes was $61,799.52. 

8. Costs and expenses charged to this contract as shown by the contractor's 
records plus certain expenses claimed against this contract but not charged 
thereto on the corporation’s books through July 31, 1955, subject to final audit 
upon completion of the contract, are summarized as follows: 


A. Material $2, 525, 821. 33 
The foregoing sum includes all material used on the 
contract in whatever form acquired, except material 
relating to engineering costs which are included under 
8F. The corporation’s records do not disclose only 
costs of raw material fabricated by the contractor, 
B. Direct labor costs 464, 388. 14 
The foregoing sum includes all direct labor, except 
direct engineering labor which is included under SF. 
C. Overhead 629, 434. 34 
Percent of corporation total, 0.24. 
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Tee ee Cement sc $58, 907. 35 
Percent of corporation total, 0.36. 

F. Engineering costs 69, 937.18 
Percent of corporation total, 0.04. 
Other costs charged to the contract 225, 399. 90 





3, 937, 888. 24 


In determining the percentage of certain charges, reported under C, D, and F 
above and H following, of the corporation total of such items, the amount charged 
to this contract was related to the total corporation costs of such items incurred 
during the fiscal years this contract was in work, except that in the fiscal year 
ended September 30, 1955, costs through July 31, 1955, were used. 

E. Overtime charged against this contract amounted to $70,161.71. This 
sum is the estimated amount paid for time over 40 hours a week or 8 hours 
a day for direct manufacturing and engineering labor. It does not include 
overtime paid to employees whose salaries and wages are included in any 
classification of overhead. All overtime charges referred to herein are 
included principally in B and F above. 

G. Since this contract provided for the designing, development, and con- 
struction of an advanced type of airplane, there were certain development 
costs charged thereto. However, the company’s records do not provide a 
basis by which the amount of such development costs may be determined, 
All such costs would be included under Engineering costs in F above. 

H. Research costs are included in the costs of this contract, in part as 
direct items and in part as elements of overhead. The amounts included 
as direct items cannot be determined from the corporation’s records. The 
amounts included as a portion of administrative costs relate to research 
costs not covered by contracts and are estimated to amount to $19,405.91. 
This is 0.33 percent of the total research costs of the corporation not 
specifically covered by contracts. 

I. The total dollar value of subcontracts applicable to this contract is 
$2,732,629.23. This sum includes the total dollar value of all procurement 
of material and services charged directly to this contract. Subcontracts 
in excess of $100,000 are itemized in schedule 1. 

9. The salary and bonus of every official of the corporation in excess of $20,000 
a year for the period from October 1, 1947, to September 30, 1955, is shown in 
exhibit A. It is estimated that $2,979.90 of such costs were charged to or 
claimed against this contract. This is 0.18 percent of the aggregate amount 
shown in exhibit A for the fiscal years during which this contract was in work. 

10. Stock rights have not been a part of the compensation of any official or 
employee of the corporation. 

11. No “selling expenses” have been charged to this contract. 

12. Contributions or dues paid to any trade organization of public informa- 
tional media and the itemization of each such expenditure, giving name of pavee, 
is shown in exhibit B for the period from October 1, 1947, to July 31, 1955. 
Expenses of this nature are included in costs reported under 8 C, D, and F and 
it is estimated that $485.98 has been charged to this contract. This is 0.24 
percent of the aggregate amount shown in exhibit B for the period from October 
1, 1952, to September 30, 1954, the period this contract was in work. 

13. Consultation or advisory fees paid to any person or organization have 
been interpreted by the corporation to refer to compensation for such services 
in connection with the design, development, or manufacture of the corporation’s 
products. Accordingly, fees for other professional services, such as those of 
accountants, attorneys, and appraisers have not been reported. This contract 
has not been charged with any amount of the fees reported in exhibit C. 

14. Traveling expenses charged to this contract are estimated to amount to 
$7,483.42. This sum includes those expenses charged directly to the contract, 
as well as estimated portion of such expenses charged to this contract as an 
element of burden reported in response to questions 8 C, D, and F. 

The corporation’s accounting policy prohibits the charging of entertainment 
expenses directly or indirectly to Government contracts. 

15. In the final price determination proceedings for this contract, a total profit 
of $406,652.31 before Federal income taxes was claimed for the airplanes, spare 
parts, and other items. 

16. In the final price determination proceedings the final profit per airplane 
claimed was $6,202.69 before Federal income taxes. This average profit applies 
to 59 units. 
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17. Depreciation is generally charged against contracts as an element of 
burden, which is included in the sum reported in response to questions 8 ©. 
D, and F. It is estimated that $23,600.95 has been charged to this contract. 
This sum represents 0.25 percent of the total provision for depreciation made 
by the corporation during the period from October 1, 1952, to September 30. 
1954, the period this contract was in work. 

(Answers to questions 18 to 32 will be found under contract AF33 (038) 9211.) 


ScHEDULE 1.—Subcontracts in excess of $100,000 











Subcontractor Items | Amount 





Axelson Manufacturing Co., division of | Landing gears__. ae See $114, 2 
U. Industries, Inc., 6160 Boyle Ave., 
Los Foon 58, Calif. 





SCHEDULE 2.—Contract summary 


SecTion A.—Funds obligated under letter contract, amendments to letter contract 
and definitive contract 





| | 
Document Date } Scope |Obligated funds 


' 
Letter contract | Aug. 24,1951 | Obligation of funds for 57 T-28A airplanes, spare | $1, 000, 000. 0 
parts, special tools and ground handling equip- | 
|} ment, and technical data. 
Amendment No. 4 to | Apr. 14,1952 | Obligation of funds, general - --_- wae. 2, 000, 000. 04 
letter contract. 
Definitive contract Nov. 17, 1952 | Deobligation of funds resulting from supersession (3, 000, 000. 0 
of letter contract. | 
| Obligation of funds for— } 
158 AF Model T-28A airplanes._........-----| 8,030, 508. ( 
Spare parts ‘ --| 1, 707, 185. 0 
Special tools : and ground hs andling equipme nt 146, 780. 0 
Technical data__-_-- 3 53, 479. 00 
Microfilming and indexes_. She 2 =n 1, 954. ( 
| Engineering changes SET a ADEE a 83, 533. ( 


Total obligated funds, section A (represented by definitive contract) eo-ce------) 10,038, 490. 0 








SecTION B.—Funds obligated under change orders and supplemental agreements 
to definitive contract 





| 
Scope |Obligated fund 


| 

Document j Date 
| } 
] 





Termination supple- | Nov. 27, 1953 


| Deobligation of funds for— 
mental agreement | 


} 
| 
| Airplanes, 99 units... -- ; RAaesreee m4 016. 00 
Technical data_--_-_---. a a a 53, 479 
| Spare parts_- anal, ie 107, 857 
Special tools and ground handling equipment. | (118, 760 
} Engineering changes - - - ---- 4 (49, 399 
po mapire rs mn) and US ee satbestl (1, 954 
(See also section C.) | 


Change order No. 14-- Deobligation of funds for spare parts. ........--.-- | (14, 190.7 


Jan. 18, 1955 
(See also section C.) 
Deobligation of funds for— | 
Airplanes - . - | (235, 320. ¢ 
Special tools and ground handling equipment (.3 
Engineering changes - - - -- (34, 134. 
Obligation of funds for spare parts. 31, 961. 2 


Supplemental agree- 
ment No. 15 


June 30, 1955 


| (See also section C.) 


| 


Total obligated funds, section B (represented by changes to definitive contract) 


OS Ie re, IE Oh I Wino oc ow cence rc cncccs er ceecmancueccsccaes ; 














AIRCRAFT PRODUCTION COSTS AND PROFITS 1539 


SecTION C, Part I.—Definitive contract changes involving assignment of 
obligated funds 





| obligated funds 





Document | Date | Scope | Assignment of 


| Assignment of obligated funds for— 
Termination supple- | Nov. 27, 1953 Spare parts-_-__..-_- $13, 364. 20 
mental agreement | | 
No. 1. | 


hange order No. 2...) Mar. 31, 1953 Special tools and ground-handling equipment. 28, 019. 68 
}hange order No. 4.__| June 30, 1953 | | ee 3 | 616, 582. 8% 
‘hange order No. 5...| Aug. 6, 1953 Lae “SS 49, 848. 48 

Change order No. 6._-_| Sept. 29, 1953 | ote, CaS 1, 053. 14 
‘*hange order No. 7...| Oct. 22, 1953 | _do : : 328. 51 
\bange order No. 9- Dec. 7, 1953 -do 880. iS 
hange order No. 10 Dec. 22, 1953 | ‘a . | 110. 24 

Change order No. 11 Mar. 8, 1954 | nage ; : 105. 48 
Yhange order No. 12 May 21,1954 iat =e (805. 33) 
‘hange order No. 13_.| Aug. 3, 1954 | do ; (40. 14) 
hange order No. 14 Jan. 18,19 .do : ; | (6, 291. 21) 

Supplemental agree- | June 30, 195é eS ssc , } 31, 961. 20 
ment No. 15. 


Section C, Part I].—Letter and definitive contract changes not involving changes 
in obligated funds 





| 2c > ¢ 
Doe ’ Date Scope Assignment of 
ani = ra obligated funds 





Amendment No.1 to | Nov. 23,1951 | 4-month extension _- ‘ Nil. 
letter contract. 

Amendment No. 2to | Feb. 5,1952 | Increase in number of airplanes to 158 Nil. 
letter contract. 

Amendment No. 3 to | Mar. 14, 1952 | 3-month extension and incorporation of examina- 
letter contract. | tion of records and gratuities clauses | 

Amendment No. 5to | June 25,1952 | 1-month extension Nil. 
letter contract. | 

Amendment No. 6 to | July 24,1952 | Two month extension Nil. 
letter contract. | 

Amendment No, 7 to Lee tic Canceled _. ‘ , Nil. 
letter contract. | 

Amendment No. 8 to | Sept. 22,1952 | 2-month extension__- Nil. 
letter contract. 
ipplemental agree- | Aug. 31,1953 | Distribution of termination supplemental agree- Nil. 
ment No. 3. ment No. 1 and amendment of delivery sched- 

| ule. | 

supplemental agree- | Nov. 3,1953 | Interim price revision and distribution of termi- 

ment No. 8 | nation supplemental agreement No, 1 


Nil. 


Nil. 


CONTRACT NOA(S)53-313i—438 T-28B AIRPLANES AND MODIFICATION OF 2 T—28A 
AIRPLANES 


1. The following data are submitted in response to your letter No. 99 of Sep- 
tember 27, 1955, requesting information regarding our undertaking to build for 
the Department of the Navy the aircraft known as the T-28B. The T-28B is an 
advanced trainer. This contract, the first of two contracts for T—28B airplanes, 
called for 438 airplanes, spare parts, special tools and ground handling equip- 
ment, and other items. 


As of July 31, 1955, substantial deliveries had been made and firm target price 
negotiations held. However, final price-determination proceedings have not yet 
been conducted. 


Contract number : NOa(s) 53-3131. 
5. Type of contract: Fixed price, with incentive-type price redetermination 
provisions. 

4. Definitive contract: Dated September 24, 1952. 
5. Date when authorized to proceed: September 24, 1952. 
6. The total sales price for the airplanes, spare parts, and other items under 
the contract had not been agreed upon as of July 31, 1955. Funds obligated 
inder this contract amounted to $49,292,427.10. Approximately $47,946,797.26 of 
the obligated funds had been allocated to the various items to be procured under 
this contract. 
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7. In fixed-price contracts with incentive-type price redetermination provisions, 
the original unit price stated is an amount for billing purposes and is usually the 
tentative average unit target price as well. At a later date, after accumulation 
of cost information, it is customary to negotiate a firm average unit target price, 
target cost, and target profit based on the airplane in a stated configuration as 
a basis for the application of the incentive-type price redetermination formula. 
At final price-determination proceedings, the firm average until target price is 
adjusted by application of the incentive formula. 

The negotiated firm average unit target price for the 4388 T--28B airplanes 
was $88,672. 

8. Costs and expenses charged to this contract as shown by the contractor’s 
records through July 31, 1955, subject to final audit upon completion of the 
contract, are summarized, as follows: 


A. Material ; $18, 860, 027. 71 
The foregoing sum includes all material used on 
the contract in whatever form acquired, except mate- 
rial relating to engineering costs which are included 
under S&F. The corporation’s records do not dis- 
close only costs of raw material fabricated by the 
contractor. 
Pe 9 Ee ae ee a ee ee a ee 5, 307, 540. 51 
The foregoing sum includes all direct labor, except 
direct engineering labor which is included under 
8F. 
5. Overhead 7, 106, 713, 44 
Percent of corporation total, 1.87 
on a ae ndes hike ever oesareomnercopeuens 699, 860. 01 
Percent of corporation total, 2.00 
a EE LE ee ee 3, 251, 742. 98 
Percent of corporation total, 1.06 
Other costs charged to the contract 2, 090, 017. 08 





37, 315, 910. 73 


In determining the percentage of certain charges, reported under C, D, and F 
above, and H following, of the corporation total of such items, the amount 
charged to this contract was related to the total corporation costs of such items 
incurred during the fiscal years this contract was in work, except that in the 
fiscal year ended September 30, 1955, costs through July 31, 1955, were used. 

E. Overtime charged against this contract amounted to $598,438.23. This 
sum is the estimated amount paid for time over 40 hours a week or 8 hours a 
day for direct manufacturing and engineering labor. It does not include 
overtime paid to employees whose salaries and wages are included in any 
classification of overhead. All overtime charges referred to herein are in- 
cluded principally in B and F above. 

G. Since this contract provided for the designing, development, and con- 
struction of an advanced type of airplane, there were certain development 
costs charged thereto. However, the company’s records do not provide a basis 
by which the amount of such development costs may be determined. All such 
costs would be included under “Engineering costs” in F above. 

H. Research costs are included in the costs of this contract, in part as direct 
items and in part as elements of overhead. The amounts included as direct 
items cannot be determined from the corporation’s records. The amounts 
included as a portion of administrative costs relate to research costs not 
covered by contracts and are estimated to amount to $198,791.40. This is 
2.37 percent of the total research costs of the corporation not specifically 
covered by contracts. 

I. The total dollar value of subcontracts applicable to this contract is 
$20,608,225.50. This sum includes the total dollar value of all procurement 
of material and services charged directly to this contract. Subcontracts in 
excess of $100,000 are itemized in schedule 1. 

9. The salary and bonus of every official of the corporation in excess of $20,000 
a year for the period from October 1, 1947, to September 30, 1955, is shown in 
exhibit A. It is estimated that $30,776.86 of such costs were charged to or claimed 
against this contract. This is 1.18 percent of the aggregate amount shown in 
exhibit A for the fiscal years during which this contract was in work. 
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10. Stock rights have not been a part of the compensation of any official or 
employee of the corporation. 

11. No “selling expenses” have been charged to this contract. 

12. Contributions or dues paid to any trade organization of public informational 
media and the itemization of each such expenditure, giving name of payee, is 
shown in exhibit B for the period from October 1, 1947, to July 31, 1955. Expenses 
of this nature are included in costs reported under SC, D, and F and it is estimated 
that $6,074.46 has been charged to this contract. This is 2 percent of the aggre- 
gate amount shown in exhibit B for the period from October 1, 1952, to July 31, 
1955, the period this contract was in work. 

13. Consultation or advisory fees paid to any person or organization have 
been interpreted by the corporation to refer to compensation for such services 
in connection with the design, development, or manufacture of the corporation’s 
products. Accordingly, fees for other professional services, such as those of 
accountants, attorneys, and appraisers have not been reported. This contract 
has not been charged with any amount of the fees reported in exhibit C. 

14. Traveling expenses charged to this contract are estimated to amount to 
$169,027.74. This sum includes those expenses charged directly to the contract, 
as well as estimated portion of such expenses charged to this contract as an 
element of burden reported in response to questions 8C, D, and F. 

The corporation’s accounting policy prohibits the charging of entertainment 
expenses directly or indirectly to Government contracts. 

15. The total profit to be claimed on this contract has not been determined. 
Based upon firm target price negotiations, it is presently estimated that the 
profit to be claimed on the airplanes, spare parts, and other items on this contract 
when completed will amount to $4,216,865 before Federal income taxes. 

16. The profit per airplane to be claimed on this contract has not been deter- 
mined. Based upon firm target price negotiations, it is presently estimated that 
the profit per airplane to be claimed on this contract when completed will amount 
to $7,474 before Federal income taxes. 

17. Depreciation is generally charged against contracts as an element of 
burden, which is included in the sum reported in response to questions SC, D, 
and F. It is estimated that $263,335.60 has been charged to this contract. This 
sum represents 1.94 percent of the total provision for depreciation made by the 
corporation during the period from October 1, 1952, to July 31, 1955, the period 
this contract was in work. 

(Answers to questions 18 to 32 will be found under contract AF33 (038) 9211.) 


ScHEDULE 1.—Subcontracts in excess of $100,000 





Subcontractor Items Amount 


Ne 


| 


Axelson Manufacturing Co., division of | Landing gears.__..----- ; Jcunseat Sie Sende 
United States Industries, Los Angeles, } 
Calif. 
Goodyear Aircraft, Litchfield Pike, Ariz._....| Wings, rudders, elevators, and horizontal 3, 918, 166. 45 
and vertical stabilizers. 
Leland Electric Co., Dayton, Ohio _._..| Inverters_- fe 3, 570. 00 
é he : | 8, 570. 00 
Plastic Age Co., San Fernando, Calif_. _| Glass assemblies _ __- . , 406. 90 


, 437. 70 








SCHEDULE 2.—Contract summary 


SecTIon A.—Funds isbinicienn under bncccstotidsalal contract 





Document | Date 


Scope Obligated funds 


| 
| 





Definitive contract Sept. 24, 1952 | Obligation of funds for 
438 T-28B airplanes, modification and flight | $31, 914, 870.00 
test of 2 T-28A airplanes, design data and 
drawings, and two armament kits. | 
Spare parts____- 7, 273, 385. 00 
Special tools and ground handling e quipment 319, 148. 00 
| Demonstrations and flight tests Sod 1, 059, 264. 00 
Publications. .__- a 204, 024. 00 
Supersession of letter of inte nt. 


Total obligated funds, Se a ae ee ; : _ 40, 770, 691. 00 
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Section B.—Funds obligated under amendments and change orders to definitive 
contract 








Document Date Scope lobtetea funds 





Amendment No.1._.-| Feb. 2,1954 | Obligation of funds to conduct drop tests on pro- $79, 478. 00 
pes fo T-28B airplane to determine the limit 
ultimate strength available for landplane 
| | landings in translational drops. 
Amendment No. Sept. 3,1954 | Obligation of funds for revision to the Flight 53, 358. 00 
Handbook, Illustrated Parts Breakdown, and | 
Handbook of Maintenance Instructions. 
Amendment No. 7._..|..--.do._...-..| Obligation of funds for second revision of the 9, 786. 00 
Flight Handbook. 
Amendment No. 8- Sept. 2,1954 | Obligation of Funds for second revision of the 
Illustrated Parts Breakdown. 
Amendment No. -| Dec. 23, 1954 —— of funds for repair of damaged T-28B | 6, 745. 00 
airplane. | 
Amendment No. 11_._| Jan. 3,1955 | Obligation of funds for retrofit change to aircraft__| 5, 133. 00 


5, 332. 00 


Amendment No. 15.__| Jan. 20, 1955 | do. } 

Amendment No. 16-- an. 14,1955 Obligation of funds for second revision of the | 

} | Handbook of Maintenance Instructions. | 

Amendment No. 2: Mar. 14,1955 | Deobligation of funds for publications ‘ | 
Amendment No, 2 . 18,1955 | Obligation of funds for 1 antispin chute kit 

Amendment No, 25...;| Aug. 30,1955 | Based on interim price redetermination: | 

| 

| 

| 


4, 165.00 
17, 855. 00 


2, 633. 00 
4, 819. 00 


Deobligation of funds for publications 
Obligation of funds for— 
Airplanes, etc __- 
Spare parts- 
Special tools and ground handling equip- 
ment. 
| Demonstrations and flight tests_ - 
Amendment No. 26...| May 27,1955 | Obligation of funds for third revision “of 
Handbook of Maintenance, Illustrated 
Parts Breakdown, and Flight Handbook. 
Change A.............| Jume 17, 1955 Obligation of funds for specification change__- 2, 628. 00 


85, 309. 00 


6, 308, 711. 10 
1, 551, 700. 00 
68, 087. 00 


444, 295. 00 
47, 586. 00 


Total obligated funds, section B Gapeeanpne ? by amendments and onagne to de- 
finitive contract) - «= j : ; 8, 521, 736. 10 


Total obligated funds, sections A and B ‘ " ie ae 292, 427.10 





Section C, Part I.—Dejfinite contract amendments and change orders involving 
assignment of obligated funds 





| 3 | Assignment of 
: “ t Se -) > 
Document | Date | cope obligated funds 


| | 
Assignment of obligated funds for— | 


Amendment No. 5 | Oct. 27,1954 Spare parts-_- | $6, 035, 537 
Amendment No. 6 Dec. 22, 1954 do 141, 837 
Amendment No. | Feb. 8, 1955 do 37, 48 
Amendment No. 1: { June 9, 1955 Special tools and ground aesemnenns equipment. 41,6 
Amendment No. 1: Feb. 9, 1955 Spare parts_ _- (3, 77 
Amendment No, Feb. 8, 1955 oe ; (3, 68 
Amendment No. 17 Feb. 14, 1955 do : (2, 25 
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Section C, Part II.—Letter of intent, letter of intent extensions and amend- 
ments, and definitive contract amendments and change orders not involving 
changes in obligated funds 





| Assignment of 
Document Scope | obligated funds 





Letter of intent Sept. 24,1952 | Expression of intent of the Navy Department to | 
enter into a formal contract for manufacture of | 
175 T-28B airplanes, design data and drawings, 
spare parts, special tools, and ground handling 
equipment, demonstrations, and publications. 
Costs limited to $8,000,000. 
Extension No. 1 to | Sept. 30,1953 | 6-month extension_-__---_- ; 
letter of intent. } 
Amendment No. 1 to | Nov. 21,1952 | Modification of 2 T-28A airplanes for installation | 
letter of intent. of a new engine. 
Amendment No. 2 to | Dec. 31,1952 | Increase in number of T-28B airplanes by 265-- 
letter of intent. 
Amendment No, 4 to | June 19,1953 | Revision of aircraft delivery schedule-_--__-- 
letter of intent. 
Amendment No. 2...-| July 29,1954 | Revision of completed aircraft delivery schedule 
Amendment No. 3....| Oct. 25, 1954 | Canceled_..........---------- - 
Amendment No, 22...| Feb. 28,1955 | Revision of points of delivery, inspection, naval 
inspectors, and payment office. 
Amendment No. 27...| May 23,1955 | Revision of aircraft delivery schedule-_-- 


Nil 











Contract NOa(s)54-318i—294 T-28B ArrpLaNes (243 ArrRPLANES To BE 
CONVERTED TO NEW CONFIGURATION ) 


1. The following data are submitted in response to your letter No. 99 of Septem- 
ber 27, 1955, requesting information regarding our undertaking to build for the 
Department of the Navy the aircraft known as the T-28B. The T-28B airplane 
is an advanced trainer. This contract, the second of two contracts for T—28B 
airplanes, called for 294 airplanes, spare parts, special tools and ground handling 
equipment, and other items. However, the last 243 of these airplanes are to be 
converted to a new configuration. Therefore, the effective number of T-28B 
airplanes under this contract is 51. 

As of July 31, 1955, some deliveries had been made, but firm target price 
negotiations had not yet been held. 

2. Contract number : NOa(s)54-318i. 

3. Type of contract: Fixed price, with incentive-type price redetermination 
provisions. 

4. Definitive contract: Dated April 9, 1954. 

5. Date when authorized to proceed: April 9, 1954. 

6. The total sales price for the airplanes, spare parts, and other items under 
the contract had not been agreed upon as of July 31, 1955. Funds obligated 
under this contract amounted to $23,721,872. Approximately $19,522,847 of the 
obligated funds had been allocated. 

7. In fixed price contracts with incentive-type price redetermination provi- 
sions, the original unit price stated is an amount for billing purposes and is 
usually the tentative average unit target price as well. At a later date, after 
accumulation of cost information, it is customary to negotiate a firm average unit 
target price, target cost, and target profit based on the airplane in a stated 
configuration as a basis for the application of the incentive-type price redetermina- 
tion formula. At final price determination proceedings, the firm average unit 
target price is adjusted by application of the incentive formula. 

, — average unit target price for the 51 T-28B airplanes was 
$67,690. 


74721—56——-17 
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8. Costs and expenses charged to this contract as shown by the contractor's 
records through July 31, 1955, subject to final audit upon completion of the 
contract, are summarized as follows: 


A. Material Se I RS 
The foregoing sum includes all material used on the 
contract in whatever form acquired, except material 
relating to engineering costs which are included under 
8F. The corporation’s records do not disclose only costs 
of raw material fabricated by the contractor. 
Direct labor costs 118, 67S 
The foregoing sum includes all direct labor, except 
direct engineering labor which is included under &F. 
‘, Overhead Din dutetien ete 150, 575. 33 
Percent of corporation: Total, .12. 
Administrative costs____..._...__---- e 17, 682. 16 
Percent of corporation: Total, .09. 
Rey | ae a eee - ? 42, 678. 96 
Percent of corporation: Total, .04. 
Other costs charged to the contract____---___- ‘ coi 49, 152. 7 


ped 


Total__ ea vlled A eis 


In determining the percentage of certain charges, reported under C, D, and F 
above and H following, of the corporation total of such items, the amount 
charged to this contract was related to the total corporation costs of such: items 
incurred during the fiscal years this contract was in work, except that in the 
fiscal year ending September 30, 1955, costs through July 31, 1955, were used. 

E. Overtime charged against this contract amounted to $3,531.76. This 
sum is the estimated amount paid for time over 40 hours a week or 
hours a day for direct manufacturing and engineering labor. It does not 
include overtime paid to employees whose salaries and wages are included 
in any classification of overhead. All overtime charges referred to herein 
are included principally in B and F above. 

G. Since this contract provided for the designing, development, and con 
struction of an advanced type of airplane, there were certain develop 
ment costs charged thereto. However, the company’s records do not pro 
vide a basis by which the amount of such development costs may be 
determined. All such costs would be included under engineering costs in 
F above. 

H. Research costs are included in the costs of this contract, in part as 
direct items and in part as elements of overhead. The amounts included 
as direct items cannot be determined from the corporation’s records. The 
amounts included as a portion of administrative costs relate to research 
costs not covered by contracts and are estimated to amount to $1,956.75 
This is .OS percent of the total research costs of the corporation not spe 
cifically covered by contracts. 

I. The total dollar.value of subcontracts applicable to this contract is 
$245,843.10. This sum includes the total dollar value of all procurement 
of material and services charged directly to this contract. Subcontracts 
in excess of $100,000 are itemized in schedule 1. 

9. The salary and bonus of every official of the corporation in excess of 
$20,000 a year for the period from October 1, 1947, to September 30, 1955, is shown 
in exhibit A.. It is estimated that $489.44 of such costs were charged to or 
claimed against this contract. This is .05 percent of the aggregate amount 
shown in exhibit A for the fiscal years during which this contract was in work. 

10. Stock rights have not been a part of the compensation of any official or: 
employee of the corporation. 

11. No “selling expenses” have been charged to this contract. 

12. Contributions or dues paid to any trade organization of public informa- 
tional mediums and the itemization of each such expenditure, giving name of 
payee, is shown in exhibit B for the period from October 1, 1947, to July 31, 1955 
Expenses of this nature are included in costs reported under 8 C, D, and F and it 
is estimated that $165.50 has been charged to this contract. This is .16 percent 
of the aggregate amount shown in exhibit B for the period from October 1, 
1954, to July 31, 1955, the period this contract was in work. 





acts 


s of 
Owl 
Oo or 
ount 
k. 


al or: 


rmia- 


AIRCRAFT PRODUCTION COSTS AND PROFITS 1545 


13. Consultation or advisory fees paid to any person or organization have been 
interpreted by the corporation to refer to compensation for such services in 
connection with the design, development or manufacture of the corporation’s 
products. Accordingly, fees for other professional services, such as those 
of accountants, attorneys, and appraisers have not been reported. This con- 
tract has not been charged with any amount of the fees reported in exhibit ©. 

14. Traveling expenses charged to this contract are estimated to amount to 
$3,748.69. This sum includes those expenses charged directly to the contract, 
as well as estimated portion of such expenses charged to this contract as an 
element of burden reported in response to questions 8 C, D and F. 

The corporation’s accounting policy prohibits the charging of entertainment 
expenses directly or indirectly to Government contracts. 

15. The total profit to be claimed on this contract has not been determined, 
as firm target price negotiations have not been initiated. 

16. The profit per airplane to be claimed on this contract has not been de- 
termined, as firm target price negotiations have not been initiated. 

17. Depreciation is generally charged against contracts as an element of 
burden, which is included in the sum reported in response to questions 8 C, D, 
and F. It is estimated that $3,044.55 has been charged to this contract. This 
sum represents 0.07 percent of the total provision for depreciation made by the 
corporation during the period from October 1, 1954, to July 31, 1955, the period 
the contract was in work. 

(Answers to questions 18 to 32 will be found under contract AF33(038)9211.) 


SCHEDULE 1.—Subcontracts in excess of $100,000 








Subcontractor | Items | Amount 


Goodyear Aireraft Corp., Litchfield, Ariz Horizontal and vertical stabilizers, and $789, 739. 59 
elevator, rudder and wing assembles. 


SCHEDULE 2.—Contract summary 


Document ate Scope Obligated 
funds 


Definitive contract : Obligations of funds for- 
76 T-28B airplanes, design data and drawings $5, 144, 440 
Spare parts 1, 131, 777 
Special tools and ground handling equipment 51, 444 


7, 661 


Amendment No. 1 . 6,1954 | Obligation of Funds for 
218 T-28B airplanes * | 14, 360, 968 
Spare parts : : , 194 
Special tools and ground handling equipment 3, 610 
Amendment No. 3. Jan. 20,1955 | Obligation of funds for kit for airplane tow fitting 17, 439, 
and holdback mount, spare nose gears, catapult 
bridles and the services of mechanics. } 
Amendment No, 4....| Mar. 3,1955 | Revision of points of delivery and place of inspec- Nil 
| tion. } 
Amendment No. 9...-| Apr. 15,1955 | Revision of delivery schedule for completed | Nil 
aircraft. 
Amendment No. 14__-| July 8, 1955 do sete Nil 


, 211.00 


Total obligated funds___-...-- -- shew canbe aaa Jed BSS ' 23, 73 |. $72. 00 
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NORTH AMERICAN AVIATION, INC. 
ExuHrsit A 
A statement of the salary and incentive compensation of every official of the 


corporation in excess of $20,000 a year for the period from October 1, 1947, to 
September 30, 1955. 





| 
| wr 
" | Net compen. 
parry | Sation after 
income estimated 
taxes income 
, taxes 


| 

Total } 
compensa- | 
tion paid wk 








J. H. Kindelberger, chairman of the board: 
, S 3,977.16 | $61,022. 
Year ended Sept. 30, 1949: S y ‘ 34, 167. 60, 832. 
Year ended Sept. 30, 1950: Salary 5, 000. . 30 | $8, 831.7 

Year ended Sept. 30, 1951: Salary ‘ i 52, 069. 5 

Year ended Sept. 30, 1952: Sals ‘ , 578. 6 , 272. 66 51, 305. § 





Year ended Sept. 30, 1953: 


Salary " , 939. 53, 060 
Incentive compensation: Ist pay me nt, 1953 award-__._- s, 750. 3. 2, 996 








Total : vices , 750. 00 | , 692. 9% 56, 057.07 








Year ended Sept. 30, 1954: 
Salary ‘ Meesecenenen , 000. 00 | 91, 936. 26 58, 063.7 
Incentive compensation: | | 
2d payment, 1953 award__.__.......-. $11, 193. £ | 
Ist payment, 1954 award 
31, 193. 50 | 25, 918. 38 | 
-| 181, 193. 50 i: 117, 854, 64 | 





Year ended Sept. 30, 1955: s oe 
Salary ek eee 150, 000. 00 | 91, 936. 26 | 58, 063. 74 
Incentive compensation: 
Last payment, 1953 award 
2d payment, 1954 award___- 
ist payment, 1955 award 
45, 628. 26 8, 365, 24 


137, 564. 52 











. Atwood, president: 
Year ended Sept. 30, 1948: Salary---_- 74, 375. 31, 008. 68 43, 366. 32 
Year ended Sept. 30, 1949: Salary_._-....--- ' 37, 720. 02 7, 279. 8 
Year ended Sept. 30, 1950: Salary . ' ' 46, 099. 06 
Year ended Sept. 30, 1951: Salary..-......._-- carte: : 41, 916. 26 
Year ended Sept. 30, 1952: Salary- : 100, 270. 13 | 7, 452. 14 42, 817. ' 














Year ended Sept. 30, 1953: 
Salary _- 110, 000. 00 64, 954. 42 45, 045. 5 
Ingentive compensation: Ist payment, 1953 award--__- 15, 500. 00 12, 148. 90 | 3, 351 





Total. ‘ ina = , 125, 500. 00 77, 103. 32 | 48, 306. 68 


Year ended Sept. 30, 1954: 
Salary - - . 110, 000. 00 60, 703. 50 
Incentive compensation: 

2d payment, 1953 award... 
Ist payment, 1954 award --- 














23, 253. 50 17, 933. 06 5, 320. 44 
133, 253. 50 78, 636. 56 54, 616. 94 











Year ended Sept. 30, 1955: 
Salary _- wat 110, 000. 00 60, 703. 50 49, 296. 0 
Incentive compensation: | 
Last payment, 1953 award__._-.-_-.-- 
2d payment, 1954 award-___.--..... ; 
lst payment, 1955 award 
39, 253. 50 | 30, 624. 26 


149, 253. 50 91, 327. 76 








Footnotes at end of table, p. 1549. 
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Total Estimated 


Op 
com pensa- personal 


: : income 
tion paid tases 


Net compen- 
| sation after 
estimated 

income 

taxes 





k. A. Lambeth, vice president, finance and treasurer: 
Year ended Sept. 30, 1948: Sal $30, 000. 00 $7, 567.16 
Year ended Sept. 30, 1949: ary eee ree Sal 30, 000. 00 7, 678. 44 
Year ended Sept. 30, 1950: Salary_____- 33, 675. 00 | 9, 543. 53 
Year ended Sept. 30, 1951: Salary. _............_....____- 39, 454. 55 13, 683. 98 7 
Year ended Sept. 30, 1952: Salary______-_- FAs 46, 999. 48 19, 642. 78 27, 356. 7 
Year ended Sept. 30, 1953: 

Salary 50,000.00 | 21, 660. 30 28, 339. 7 

9, 500. 00 6, 484. 62 3, 015. 3 








9, 500. 00 28, 144.92 | 31, 355. 


Year ended Sept. 30, 1954: | } 
Salary Wann anna nnn wannannwannaneenennnen| 50, 000. 00 | 19, 532. 95 30, 467 
Incentive compensation: | 


2d payment, 1953 award__._____- ----$5, 671. 50 | 
Ist payment, 1954 award______- 1 6, 000. 00 | 
—| , 671. 50 7, 322.01 | 4, 349. 
Total ast A eo | 61, 671. 50 26, 854. 96 | 34, 816. 5 
Year ended Sept. 30, 1955: 
Salary : ite eee cs 4 55, 833. 35 23, 102. 20 | 32, 731. 
Incentive compensation: | 
Last payment, 1953 award 7 $5, 671. 50 | 
2d payment, 1954 award “ : 1 6, 000. 00 | 
Ist payment, 1955 award___- 1 6, 800. 00 
saplaiemctecaciiecs 8, 471. 50 12, 035. 26 | 6, 436. : 


Mtn a oe thaloead uuiks iain’ endo Sane mcatite , 304. 85 35, 137 39, 167. ¢ 


kh. H. Rice, vice president, engineering: } 
Year ended Sept. 30, 1948: Salary. ................._.- 000. 00 12, 28, 514. 
Year ended Sept. 30, 1949: Salary _- ee a 2,000. 00 | 13, 133. 10 | 28, 866. { 
Year ended Sept. 30, 1950: Salary_- Ss | 3, 837. 50 | 14, 500. 92 | 29, 336. 58 
Year ended Sept. 30, 1951: Salary_............___..__- , 878. 79 | 18, 554. 86 | 29, 323. 9% 
Year ended Spet. 30, 1952: Salary__-- x= re 53, 891. 41 24, 294. 80 29, 596. 6 


Year ended Spet. 30, 1953: | | 
Salary ee ee ——- : ‘ 56, 000. 00 5, 730. 62 | 30, 269, 38 
Incentive compensation: 1st payment, 1953 award____ 10, 000. 00 3, 898. 00 | 3, 102. 00 


Total . 3, 000. 00 32, 628. 62 | 
Year ended Sept. 30, 1954: } 
Salary eee 2 ae 3, 000. 00 23, 209. 32 
Incentive compensation: } 
2d payment, 1953 award___.-.-....... $5,970.00 
ist payment, 1954 award__.....__...__ 16,800.00 | 
— , 770. 00 8, 214. 25 | 


Total. .... wbccunecs POO ee eS : 38, 770. 00 31, 423. 57 | 


Year ended Sept. 30, 1955: | 
eae Salary -. - a ae 31, 250. 00 26, 584. 02 
, 396. 68 Incentive compensation: 
— Last payment, 1953 award._.......... $5,970.00 
2d payment, 1954 award___- ate 1 §, 800. 00 
, 296. 50 lst payment, 1955 award________.___._ 17,600.00 
-—— 370. 00 3, 472. 65 6, 897. 35 
Total_- 2 F ree , 620. 00 ), 056. 67 41, 563. 33 
, o20. 44 : ——— —— : 
— J. S. Smithson, vice president, manufacturing: | 
, 616. 94 Year ended Sept. 30, 1948: Salary- 30, 000. 00 , 567.16 22, 432 


<<< Year ended Sept. 30, 1949: Salary_-- ; 30, 000. 00 , 678. 44 | 22, 321. 56 

y Year ended Sept. 30, 1950: ary : 33, 675. 00 9, 543. 53 24, 131 
), 296. 30 Year ended Sept. 30, 1951: Salary 39, 454. 55 3, 683. 98 25, 770. 5 
Year ended Sept. 30, 1952: Salary - 46, 999. 48 642. 78 27, 356. 7 


Year ended Sept. 30, 1953: 


Salary. 50, 192. 63 790. 70 28, 401. 93 
Incentive compensation: Ist payment, 1953 award__- 9, 500. 00 }, 487. 10 3, 012. 90 


| ee ee — nee ‘ a 59, 692. 63 28, 277. 80 31, 414. 83 


Footnotes at end of table, p. 1549. 








AIRCRAFT PRODUCTION 


COSTS AND PROFITS 





Net compen- 
er sation after 
income estimated 
taxes income 

taxes 


Total 
com pensa- 
tion paid 





J. S. Smithson, vice president, manufacturing—Con. 
Year ended Sept. 30, 1954: 
Salary __ 
Incentive eompens: ation: 
2d payment, 1953 award 
lst payment, 1954 award 


.. $5, 671. 50 
1 6, 000. 00 


Total ---- 


Year ended Sept. 
Salary. 
Incentive compens: ition: 

Last payment, 1953 award _. 
2d payment, 1954 award 
lst payment, 1955 award. 


30, 1955: 
1 6, 000. 00 


Total. 


T. Burton, vice president: 

Year ended Sept. 30, 1950: Salary (from Sept. 8, 1950) 
Year ended Sept. 30, 1951: Salary ‘ 

Year ended Sept. 30, 1952: Salary 


Year ended Sept. 
Salary 
Ince ntive compensat ion: 


30, 1953: 
Ist payment, 1953 award 
Total 


Year ended Sept. 30, 1954 
Salary i 
Incentive compe nsation: 
2d payment, 1953 award 
ist payment, 1954 award__- 12, 500. 00 


Total 


Year ended Sept. 30, 1955: 
Salary : 
Incentive compens: ation: 
Last payment, 1953 award 
2d payment, 1954 award 
ist payment, 1955 award. 


! 2, 500. 00 
1 2, 500. 00 


Total 
C. J. Gallant, vice president: 


Year ended Sept. 30, 1951: 
Year ended Sept. 30, 1952: 


Sal: ary (from Mar. 2, 1951) 
Salary. ee 
Year ended Sept. 30, 1953: 
Salary 
Incentive compensation: Ist payment, 1953 award 
Total 


Year ended Sept. 30, 1954: 
Salary 
Incentive comper isation: 
2nd payment, 1953 award _. 
Ist payment, 1954 award__. 15, 000. 00 | 


os 


Year ended Sept. 30, 1955: 
Salary — 
Incentive compensat ion: 
Last payment, 1953 award _. 
2d payment, 1954 award. 
Ist payment, 1955 award 


...-- $4, 477. 50 
- 15,000. 00 | 
- * 5, 600. 00 | 


Total 


Footnotes at end of table, p. 1549. 


__| 45, 500. 00 





| 
| 
| 


$50, 000.00 | 


$19, 532.95 | $30,467.05 


| 


| 


7, 322.01 | 4,349.49 


61, 671. 


55, 833. 32 


$5, 671. 50 


50 | 12, 035. 26 6, 436. 24 


39, 167. 39 


5, 137. 46 | 


(?) 
5, 683.48 | 
s, 151. 34 


(?) 
18. 316. 52 
18, 796. 37 
;, 726. 32 | 19, 381. ! 
2, 313. 92 


21, 695. 51 


22 


oe, 


349. 39 


$2 865. 50 | 


2, 668. 05 
25, 017. 44 


9, 650. 61 | 22, 349. 39 


$2, 865. 50 


7, 865. 50 | 


4, 022. 


13, 673. 7 


50 3, 843. 00 


| 
\ 
| 
a 
26, 192. 39 


39, 865. 50 


2) 


22, ‘7. 73 


17, 397. 35 
33, 738. 36 


(2) 
i, ea.03 | 


36, 416. 03 | es 953. 10 | 23, 4f12. 93 
, 500. 00 | 4, 426. 28 | 3, 073. 72 
43, 916. 03 | 11,88. 38 | 26, 536. 65 


42, 162. 99 27, 563. 52 


14, 599. 47 | 
| 


7. 50 | 


9, 477. 5, 476. 28 


51, 640. 49 


4, 001 22 


20, 075 a. 15 _ 31, 564 74 


16,468.10 | 29, 031. # 
| 


| } | 
15, 077. 50 9, 081. 05 


60, 577. 50 35, oe. 15 | 


35, 028. 35 
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Total 
com pensa- 
tion paid 


L. Waite, vice president: 
ar ended Sept. 30, 1951: Salary.(from Mar. 2, 1951) 


$17, 397. 35 
“ear ended Sept. 30, 1952: Salary- 


bi ais 33, 738. 

ear ended Sept. 30, 1953: 
Salary 36, 138. 62 

Incentive compensation: 1st payment, 1953 award __- 
Total 


ear ended Sept. 30, 1954: 
Salary 
Incentive compensation: 
2d payment, 1953 award 
Ist payment, 1954 award 


40, 000. 


$3, 731.00 | 
1 4, 800. 00 
——_—_—— 8, 531 


Total 


48, 531. 
r ended Sept. 30, 1955: 
Salary 
Incentive compensation: 
Last payment, 1953 award. - 
2d payment, 1954 award 
Ist payment, 1955 award 


44, 666 


$3, 731. 00 

1 4,800.00 | 

1 §, 600. 00 | 
——— 14, 131. 
Total , 797. 65 
Starr, vice president: Year ended Sept. 30, 
Salary (from June 1, 1955) 
Incentive compensation: Ist payment, 


1955: 
1955 award 
Total. 


Ss. G. Anspach, secretary: 
Year end Sept. 30, 1951: Salary. 
Year ended Sept. 30, 1952: Salary 


Year ended Sept. 30, 1953: 
Salary - | 
Incentive compensation: Ist payment, 1953 award___- 


Total. 


wr ended Sept. 30, 1954: 
Salary _- . 
Incentive compensation: 
2d payment, 1953 award _- 
lst payment, 1954 award_ 


-- $2, 149. 
- 12, 500. 


Total-_.-.- 


“ar ended Sept. 30, 1955: 
Salary _- ’ 
Incentive compensation: 

Last payment, 1953 award__._- 
2d payment, 1954 award 
lst payment, 1955 award_ 


$2, 149. 
1 2, 500. 
1 2, 900. 


Total 





6, 250. 00 | 


PRODUCTION COSTS AND PROFITS 


Estimated 
personal 
income 
taxes 


2) } 
$11, 664. 24 


13, 017. 50 | 


13, 746. 92 | 


4, 889. 21 


18, 636. 13 


16, 353. 79 | 


8, 653. 86 
25, 007. 65 | 


6, 880. 82 | 
1, 639. 68 | 


6, 945. 34 | 


2, 050. 72 


8, 996. 06 


7, 439.10 | 


3, 534. 31 


10, 973. 41 | 


One-fifth of total award payable over 5-year period if officer remains with corporation. 


* Not computed. 
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Net compen- 
sation after 
estimated 
income 
taxes 


(2) 
$22, 074. 13 


23, 121.12 
2, 542. 28 
25, 663. 40 


26, 253. 08 


3, 641. 79 


29, 894. 87 


28, 312. 86 


5, 477. 


15, 874. 42 
16, 543. 64 


17, 211. 78 
1, 960. 32 


19, 172. 10 


19, 054. 66 


19, 727. 56 


4, 014. 69 


23, 742. 25 
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ExHrsit B 


Contributions or dues paid to any trade organization of public informational 
mediums 

Oct. 1, 1951, to Sept. 30, 1952: 
The Aircraft Industries Association of America, Inc 64, 505. 69 
California Manufacturers Association 1, 250. 00 
Columbus Industrial Association 1, 350. 00 
Institute of the Aeronautical Sciences, Inc 4, 500. 00 
Manufacturers Aircraft Association 5, 714. 14 
Merchants and Manufacturers Association 2, 400. 00 
National Association of Manufacturers 2, 000. 00 
National Industrial Conference Board, Inc 400. 00 
National Security Industrial Association 500. 00 


82, 619. 83 


*t. 1, 1952, to Sept. 30, 1953: 
The Aircraft Industries Association of America, Inc 57, 530. 96 
California Manufacturers Association 4, 250. 00 
Columbus Industrial Association 1, 350. 00 
Institute of the Aeronautical Sciences, Ine 5, 000. 00 
Manufacturers Aircraft Association 65, 665. 74 
Merchants and Manufacturers Association 2, 400. 00 
National Association of Manufacturers__......____-___-____-_ 2, 000. 00 
National Industrial Conference Board, Inc 800. 00 
National Security Industrial Association 500. 00 


Total 139, 496. 70 


*t. 1, 1953, to Sept. 30, 1954: 

The Aircraft Industries Association of America, Inc 66, 375. 14 
Atomic Industrial Forum, Inc 2, 000. 00 
California Manufacturers Association 1, 250. 00 
Columbus Industrial Association 1, 350. 00 
Institute of the Aeronautical Sciences, Inc 5, 000. 00 
Manufacturers Aircraft Association (19, 359. 86) 
Merchants and Manufacturers Association 2, 400. 00 
National Association of Manufacturers___....-___..______._- 

National Industrial Conference Board, Inc 
National Security Industrial Association 





61, 915. 28 


. 1, 1954, to July 31, 1955: 
The Aircraft Industries Association of America, Inc 70, 266. 92 
Atomic Industrial Forum, Ine 2, 000. 00 
California Manufacturers Association 2, 187. 50 
Columbus Industrial Association 1, 350. 00 
Institute of the Aeronautical Sciences, Inc * . 00 
Manufacturers Aircraft Association . 95 
Merchants and Manufacturers Association . 00 
National Association of Manufacturers___.-...._...__________ , . 00 
National Security Industrial Association . 00 
Radio-Electronics-Television Manufacturers Association 2, 500. 00 


st 


i Me ee a eRe 
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EXHIBIT C 
Consultation or advisory fees paid 


Oct. 1, 1951, to Sept. 30, 1952: 
Ng EEE EE ED AO RE TL EFS ae _. $1, 050. 00 
Dr. Arthur W. Adamson 70. 00 
Dr. John R. Clark 1, 240. 00 
NN ES ELLE EAA OE EET IO 2, 220. 00 
Dr. Eugene C. Crittenden = 3, 575. 00 
RE a Pe Th hace 160. 00 
Dr. Fred J. Ewing 980. 00 
Dr. B. E. Gatewood , 200. 00 
Dr. M. A. Greenfield ; 3, 980. 00 
Dr. J. G. Hamilton 2, 400. 00 
Prof. V. J. Martin , 900. 00 
Roger D. Moeller : , 875. 00 
Elmer Prall 5, 720. 00 
Hubert R. Shaw ? 3, 350. 00 
ona , 600. 00 
H. H. Woerdemann 8, 450. 00 
RE ESET ERE ORIEL en PE ee ee eR 3, 612. 50 
Dr. E. J. Karolyi 500. 00 
W. J. King 2, 000. 00 
C. R. Stone , 5D0. 00 
. 00 
782. 50 

*t. 1, 1952, to Sept. 30, 1953: 
Fred Baskin . 00 
Dr. John R. Clark 5 5, 640. 00 
PT, ah Rac A RUT oi cra ss wow invicta ces Fambasisiaaseasaieacie ae aan i ci 210. 00 
Dr. Eugene P. Cooper f 120. 00 
Dr. Eugene C. Crittenden , 800. 00 
I ce es ae , 750. 00 
Dr. M. A. Greenfield 3, 400. 00 
Dr. J. G. Hamilton 2, 150. 00 
l1dward S. Johnson 650. 00 
ES ON OE ES ST Yea ee 950. 00 
Prof. V. J. Martin 5, 175. 00 
Ir ee 700. 00 
Roger D. Moeller 175. 00 
LEE EEE EEL IOLA LE 950. 00 
SS aE RR SNE eS ae eerie ney renee : 2, 325. 00 
Dr. Milton S. Plesset 50. 00 
Ned S. Rasor ’ 300. 00 
, 20. 00 
John C. Zola 200. 00 
Cc. R. Stone 5, 200. 00 
OR ES A TS Ek Se a ee 600. 00 
Warren M. Sybert , 271. 25 


Ee ee er ere. er ee eee eee Re Ds Se 38, 186. 25 


1, 1953, to Sept. 30, 1954: 

Richard G. Canning , 4, 335. 00 
Dr. John R, Clark : - 2, 280. 00 
Dr. Eugene Crittenden : 2, 750. 00 
Walter V. Goeddel 20. 00 
ES a vo 2 ee 2, 680. 00 
Dr. J. G. Hamilton 300. 00 
David L. Hetrick ss 50. 00 
Edward 8S. Johnson M 550. 00 
a I ES LEEDS LET AE A TS MT TD 850. 00 
I Rn Ee se ete an Dehn 50. 00 
Roger D. Moeller = 25. 00 
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Consultation or advisory fees paid—Continued 


Oct. 1, 1953, to Sept. 30, 1954—Continued 
Paul F. Mooney 
D. oH. Pickreil 
Glenn T. Seaborg 
James B. Vernon 
John C, 


C. R. Stone 

Engineering Service Corp 

Bolt, Beranck, Newman, Inc 

Realty Tax and Service Co 

Joseph V. Rolley 

Seaboard Engineering Service 

Wesco Plastic Products, Inc 

American Academy of Ophthalmology 

Betscile Memories saeesic..................--..... ieee 7 en 


Total 


‘t. 1, 1954, to July 31, 1955: 
Richard G. Canning____ 
Dr. Eugene C. Crittenden 
oe. ee a, een. Sep TER I er ny Nata Ri ce in 
Walter P. Eatherly_______- B 
Dr. M. A. Greenfield___ 
Dr. J. G. Hamilton 
Edward S. Johnson____ 
James A. Krumhansl___-_--~_ 
Prof. V. J. Martin 
Oscar D. Seavell___ _- 
James B, Vernon 
R’chard W. Bell 
pe C.F. Lombard 
$5 a eee 
Bolt, Beranck, Newman, Ine 
Joseph V. Rolley toe: ee = 
(BE ay owner ea ee SN CaN ea A 
Hearing Conservation Service 
Protection. Ine 
Battelle Memorial Institute 


Total 
Exutsir D 
Paid-in capital, 1952 and 1955 
Total paid-in capital since inception : Cash and other assets $30, 525, 52: 
Less paid-in capital returned to shareholders: Liquidating 


dividends and retirement of capital stock_____.-_--_------. 9, 309, : 


Net paid-in capital since inception 27, 216, 
Less losses and writeoffs charged against paid-i in cé ‘capits iL 4, 671, 


Net paid-in capital, Sept. 30, 1951, and July 31, 1955____- 544, $ 
Net paid-in capital reflected in financial statement as 
a Rate ected ie ra tp Re es ite ee on et eee : 3, 435, 
Additional paid-in capital eaten a oe meen 3, 109, 


| eee vl oy ae ri onyted Pentel fe 6, 544, 97 
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Exuisit E 


The principal items of Government-owned real and personal property used 
by the corporation are covered by facilities contracts or lease agreements. From 
time to time, however, the corporation is afforded the use of other property of 
the Government, mainly in testing operations. The corporation has no record 
of the value of such facilities. 

The description of facilities contracts and lease agreements is set forth in 
the following paragraphs: 

1. Facilities contract AF33 (038) 20577 : 

As of March 9, 1951, the corporation entered into a letter contract, whereby 
the Government undertook to furnish the corporation certain machinery and 
equipment for the production of T-28 and F-S6 airplanes. An amendment to 
the letter contract provided for additional facilities for the production of F—86 
and F-100 airplanes. 

The superseding definitive contract, approved March 2, 1953, obligates the 
corporation, among other things, to design, engineer, and manufacture, or other- 
wise acquire, machinery and equipment required for the production of T-28, 
F-86, and F—100 airplanes ; to accomplish inspection, cleaning, parts replacement, 
and repairs necessary on facilities furnished by the Government from reserve 
stocks; to accomplish installation of all facilities; to remove and prepare for 
shipment Government-owned facilities when and as directed by the Government. 

The contract provides that the Government will reimburse the contractor for 
the allowable direct costs of the work required under the contract, without allow- 
ance for overhead costs or profit. 

The status of Government-owned property in use under this contract as of 
August 31, 1955, was as follows: 


Purchased machinery, equipment, ete. (at cost) $12, 636, 035. 40 
Government reserve machinery, equipment, ete. 

assigned by the Government 3, 593, 428. 27 

2. Facilities contract AF383 (038) 9546: 

The basic property covered by facilities contract AF33(038)9546 is Air Force 
Plant 16 and related facilities. 

This plant, located in Downey, Calif., on 161.4 acres of land, is operated under 
agreement with the Air Force. The contract, dated June 5, 1950, provided that 
the Government would furnish certain items required in the performance of 
contract W383 (038)ac14191 covering research and design in connection with 
guided missiles. The contract was amended as of February 28, 1951, to provide 
for use by the corporation of all the property at the plant for a period of 5 years, 
as well as to provide for the acquisition of additional facilities. The corporation 
is required to maintain the plant in accordance with sound industrial practice. 

The contract provides that the Government will reimburse the contractor for 
the allowable direct costs of work required under the contract, without allowance 
for overhead costs or profit. 

The plant consists of buildings, together with machinery, equipment, building 
fixtures, furniture and fixtures, laboratory equipment and other specialized 
items necessary for the design, development, and construction of guided missiles 
(including powerplants and guidance systems), and for certain work being 
performed under contracts with the Atomic Energy Commission. The corpora- 
tion has no information as to the value of this plant. 

The status of Government-owned property in use under this contract as of 
August 3], 1955, was as follows: 


Air Foree plant 16 and related facilities____._._______ eae ae Unknown 
Purchased land improvements, buildings, building installations, 

etc. (at cost) $2, 253, 157. 81 
Purchased machinery, equipment, ete. (at cost) ze _ 4,839, 414. 79 
Government reserve machinery, equipment, ete. (at values as- 

signed by the Government) ' _._ 2,264, 549. 00 


In addition to the above, building additions and improvements in process, but 
not in use, at August 31, 1955, amounted to $836,770.68. 

3. Facilities contract AF33 (600) 17555 : 

As of May 21, 1953, the corporation entered into an agreement with the Govern- 
ment for the acquisition, construction, and installation of facilities at Palmdale, 
Calif., for engineering flight test and modification of T-28, F-86, and F—-100 
airplanes, 

The corporation was required to engineer, design, and construct buildings, 
building installations, and land and building improvements as authorized by 
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the contracting officer at the Government-owned base at Palmdale, Calif. The 
corporation was also required to design, engineer, and manufacture or otherwise 
acquire necessary machinery and equipment, and to clean, inspect, repair, and 
install reserve equipment furnished by the Government. 

The contract provides that the Government will reimburse the contractor for 
the allowable direct costs of the work, without allowance for overhead costs or 
profit. 

The status of Government-owned property in use under this contract as of 
August 31, 1955, was as follows: 


Purchased land improvements, hangar building, building installa- 

tion, ete. (at cost) 2,516, 882. 98 
Purchased machinery, equipment, ete. (at cost) 389, 366. 94 
Government reserve machinery, equipment, etc. (at values 

assigned by the Government) 194, 936. 41 


In addition to the above, the corporation built a warehouse for the account 
of the Government at a cost of $1,727,580.54. Upon completion this warehouse 
was assigned by the Government for use by another contractor. 

There are joint-use facilities of the Palmdale Airport, which are Government- 
owned, and are used by the corporation in conjunction with several other air- 
craft manufacturers. The corporation pays a proportionate share of the opera- 
tion and maintenance costs of these facilities. 

4. Facilities contract DA—04-495—-ORD-288: 

As of March 26, 1952, the corporation entered into an agreement with the 
Government for the acquisition of certain facilities to be used in connection with 
the manufacture of rocket engines. 

The contract provides that the Government will reimburse the contractor for 
allowable direct costs of the work required under the contract, without allowance 
for overhead costs or profit. 

The status of Government-owned property in use under this contract as of 
August 31, 1955, was as follows: 


Purchased machinery, equipment, etc. (at cost) $420, 785. 02 
Government reserve machinery, equipment, ete. (at values assigned 
by the Government) 68, 169. 00 


5. Facilities contract AF33 (600) 26940: 

As of August 9, 1954, the corporation entered into an agreement, subsequently 
amended, with the Government for the acquisition of plant and facilities for the 
production and testing of rocket engines. At the present time the Government 
has obligated $18,282,000 for these facilities which are in the process of con- 
struction in Canoga Park and Santa Susana, Calif. 

The contract provides that the Government will reimburse the contractor for 
allowable direct costs of the work required under the contract, without allowance 
for overhead costs or profit. 

Pending completion of the plant, certain items of machinery and equipment 
have been acquired which are being used for the production of rocket engines 
at other locations. 

The status of Government-owned property in use under this contract as of 
August 31, 1955, was as follows: 


Purchased land improvements, buildings, building installations, 

ete. (at cost) $165, 721. 65 
Purchased machinery, equipment, ete. (at cost) 1, 493, 034. 02 
Government reserve machinery, equipment, etc. (at values as- 

signed by the Government ) 1, 885, 714. 09 


6. Facilities agreements NOa5056 and NOal094: 

The basic property covered by facilities agreement NOa5056 is the Naval In- 
dustrial Reserve Aircraft Plant DOD 303 and related facilities. This plant, lo- 
cated at Columbus, Ohio, on 289.8 acres of land, is operated under agreement with 
the Navy. The agreement, dated November 24, 1950, provides for a 5-year term 
and is being renewed for an additional 5 years. The corporation is required 
to protect, preserve, maintain, and keep the facilities in such condition as the 
Navy may from time to time direct, in order that the facilities will be maintained 
adequately as a part of the naval industrial reserve. 

The plant includes a normal complement of building fixtures, machinery, equip- 
ment, furniture, fixtures, and other items required for the design, development, 
and construction of aircraft. Additions to the plant acquired by the corporation 
for the Government are covered by facilities agreement NOal094. This agree- 





AIRCRAFT PRODUCTION COSTS AND PROFITS 1555 


ment covers only the acquisition of new items. When these new items have 
been acquired, installed, and accepted by the Navy, they are transferred to and 
are used under the terms of facilities agreement NOa5056. 

The status of Government-owned property under this contract as of July 31, 
1955, was as follows: 
Tar i iene $238, 190. 27 
Buildings, building installations, etc 32, 515, 841. 39 
Machinery, equipment, etc _ 22.715, 152. 22 
Government reserve machinery, equipment, ete. (at values as- 

signed by the Government) 4, 936, 688. 00 


7. Loaned equipment: 

When it became necessary to transfer certain F—86 subcontract production 
work from the Murray Corporation of America to the Columbus plant, a portion of 
the machinery and equipment covered by facilities contract AF33 (038) 24694 be- 
tween the United States Air Force and Murray Corporation of America was trans- 
ferred to the Columbus plant. This machinery and equipment was loaned to the 
Bureau of Aeronautics at Columbus by the United States Air Force for use by the 
corporation on United States Air Force F—86 production contracts. 

The status of Government-owned property in use under this arrangement as 
of July 31, 1955, was as follows: 


Government reserve machinery, equipment, ete. (at values assigned 
by the Government) $485, 200. 00 


8. In addition to the items indicated above, the corporation, as of August 31, 
1955, is using certain other facilities of the Government under lease, loan, or 
other contractual agreement. 

(a) Under certain research and development contracts with the Atomic Energy 
Commission, the corporation has acquired and is using the following equipment, 
valued substantially at cost: 


Machinery, equipment, ete 
Laboratory and test equipment 876, 054. 58 
Security equipment, etc_--_ 9, 695. 24 


(b) Under lease agreement NOa 5062 with the Government, the corporation is 
using a refrigerated pressurized chamber for altitude tests. This equipment 
has an insurable value of $6,022.73. 

(c) As a matter of convenience the corporation also uses the facilities at cer- 
tain Government bases as indicated, but has no information as to their value. 

‘s . pone. approximately 40,675 square feet, at Edwards Air Force Base, 
alif. 
2. Hangar and office space, approximately 53,000 square feet, at the Air 
Force Missile Test Center at Patrick Air Force Base, Fla. 
am approximately 800 square feet, at McClellan Air Force Base, 
alif. 
4. Office, approximately 240 square feet, at Huntsville, Ala. 





BExHisit F 


The corporation does not maintain records of usage of Government-owned 
property by production contract. Since the current ratio of Government busi- 
hess to total business is over 99 percent, the usage of Government-owned property 
on non-Government work is minor. Rental for such usage is paid as indicated 
in exhibit G. The following contracts were in work as of July 31, 1955, on which 
Government-owned property may have been used. 

Vendee Item 
Government of Australia F-86 spare parts. 
Commonwealth Aircraft Co., Australia. Miscellaneous hardware. 
Canadair, Ltd., Aluminum plate. 
MacDonald Bros. Aircraft, Ltd., Miscellaneous hardware. 
Canada. 

Fiat, F-86 spare parts. 

India Supply Mission T-6 spare parts. 
Mitsubishi Heavy Industries Reorgan- T-28 spare parts. 

ized, Ltd., Japan. 

Venezuela B-25 spare parts. 
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ExHIsiIt G 
Rentals and related amounts paid on Government-owned property 


Rentals paid under facilities contracts for use on other than Govern- 
ment contracts: 
Facilities contract AF33(038)20577, Mar. 12, 1951, through Feb. 
28, 1955__- $13, 538. 
Facilities contract AF33(038) 9546, Apr. 1, 1953, through Mar. 
31, 2, 921. 
Facilities contract NOa 5065, Nov. 24, 1950, through June 30, 
I a ddr Se Ra eet hone eee 
Rentals paid for use on Gov ernment or other contracts: 
On certain facility assets prior to inclusion of such assets under 
facilities contract AF33(038)9546: Dec. 1, 1947, through Feb. — 
28, 1951 
On certain facility assets prior to inclusion of major portion of 
such assets under facilities contracts AF33(038)9546 and — 
AF33 (038) 20577 : Feb. 15, 1948, through Dec. 31, 1953 
Rentals paid for use on Government or other contracts under lease 
agreement NOa 5062: Sept. 1, 1950, through Aug. 31, 1955 
Payment for proportionate share of maintenance and operation of 
joint use facilities at Palmdale Airport: July 1, 1954, through July 
31, 


ExuHisit H 
Balance sheet Sept. 30, 1952 


ASSETS 
Current assets: 
(ERO SSS AY I a ee ee $12, 175, 743 
Accounts receivable (including unbilled charges) : 
U. 8S. Government 52, 673, 856 
Other trade accounts 2, 533, 188 
Sundry accounts, claims, and accrued items______-______~_ 508, 765 
Inventories (generally at cost, not in excess of market) : 
Title held by U. S. Government: Contracts in progress and 
raw materials, less progress payments, $216,444,434____ 8, 546 
Title held by company: 
Contracts and work in progress 511, 582 
Raw materials and supplies 
mataies 10 Wepocmntenevers.. es H 
Prepaid taxes, insurance, etc 71, 907 


’ 


ee Re ee ee eee 59, 320, 981 


Property : 
Land, buildings, leasehold improvements, machinery and equip- 
ment, etec., at cost 
Less accumulated depreciation and amortization 10, 134, 


Remainder, net book value 17, 029, 203 


Total 5 176, 350, 184 


LIABILITIES 


Current liabilities: 

Notes payable to banks, unsecured________ : } 51, 500, 000 
Accounts payable - 30, 845, 187 
Estimated amounts refundable to the U. S. Government for 

contract price ye gene 2, 641, 357 
Amount payable to the U. 8S. Government under an option exer- 

cised by the company to purchase certain property, plant, and 

equipment 
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salance sheet Sept. 30, 1952—Continued 
LIABILITIES—Continued 


Current liabilities—Continued 
Accrued liabilities : 
Federal taxes on income_______-________ $14, 410, 710 
Other taxes 3, 413, 302 
i 9, 827. 330 
3, 649, 060 
394, 135 


--. 118, 909, 434 


Stockholders’ equity : 
Capital stock (authorized, 6,000,000 shares of $1 each: issued 
and outstanding, 3,435,033 shares) : _ 8, 485,033 
Additional paid-in capital : =a 3, 109, 938 
Earnings retained for use in the business___ Sacchi ae _ 50,895, 779 


Total stockholders’ equity 57, 440, ’ 


i 750 


Total 176, 350, 184 


Balance sheet Sept. 80, 1958 


ASSETS 
Current assets: 


37, 594 
Accounts receivable (including unbilled charges) : 
U. S. Government 54, 470, 616 
270 
Sundry accounts, claims, and accrued items____ 5, OOD 
Inventories (generally at cost, not in excess of market): 
Title held by U. 8S. Government: Contracts in progress ¢ 
raw materials, less progress payments, $224,821,287 847, 352 
Title held by company: 
Contracts and work in prog 5, 749, 349 
Raw materials and supplies._._....._....______________ 19, 162, 890 
Prepaid taxes, insurance, etc : 2, 788, 466 


Total current assets 196, 466, 872 
Property : 
Land, improvements to land and leaseholds, buildings, 
ery, and equipment, etc., at cost 29, 754, 311 
Less accumulated depreciation and amortization 13, 051, 197 


nr, OU IN, i. ee canine tect owreeniwins 16, 703, 114 


Tote). .scbccnw tebe in hh hd ine nah air ravenna ace esasienibanea ant eaiasint 213, 169, 986 


LIABILITIES 


Current liabilities : 
Notes payable to banks, unsecured 2 60, 500, 000 
Accounts payable 25, 152, 283 
Estimated amounts refundable to the U.S 

18, 679, 842 

Ac cual liabilities : 
Federal taxes on income 27, 768, 880 
II Ce So immedi 2, 552, 000 
SE eS Ren ae ee en a 8, 519, 978 
ES ee eS ona a ony a Re a _ 1, 095, 187 
Other items, taxes withheld, etc__- 3 840 


’ 254 


Total current liabilities__-_ Paes eee eS . mJ 148, 108, 424 
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Balance sheet Sept. 30, 1958—Continued 
LIABILITIES—Continued 


Stockholders’ equity: 
Capital stock (authorized, 6,000,000 shares of $1 each; issued 
and outstanding, 3,435,033 shares) 
Additional paid-in capital 3, 109, 938 
Earnings retained for use in the business 58, 516, 591 


65, 061, 562 
213, 169, 986 
Balance sheet Sept. 80, 1954 


$38, 483, 990 

Accounts receivable, principally from the U. S. Government__ 61, 440, 777 
Inventories of raw materials, parts, supplies, and work in proc- 
ess (generally at cost, not in excess of market), less prog- 
ress payments on contracts under which title to related in- 

ventories vests in the U. 8S. Government, $216,405,875 114, 508, 510 

Prepared taxes, insurance, etc 2, 736, 863 


SR Ton nc aigsecelinbasinenmadbicaeethasasnisciie 217, 170, 140 


Property : 
Land, improvements to land and leaseholds, buildings, ma- 
chinery and equipment, etc., at cost 33, 622, 220 
Less accumulated depreciation and amortization 15, 584, 072 


Remainder, net book value 18, 038, 148 


| | Rae Se eS ee ee ee eee eee ere oS 235, 208, 288 


LIABILITIES 
Current liabilities: 

Notes payable to banks, unsecured 26, 500, 000 
Accounts payable, accrued wages, etc 47, 559, 717 
Estimated savings refundable to the U. S. Government under 

incentive-type contracts 52, 950, 476 
Federal taxes on income 97, 826, 863 
Dividends payable 2, 576, 275 


eS, ae ae eee ies 157, 413, 331 


Stockholders’ equity: 
Capital stock (authorized, 6,000,000 shares of $1 each; issued 
and outstanding, 3,435,033 shares) 8, 435, 033 
Additional paid-in capital 3, 109, 938 
Earnings retained for use in the business 71, 249, 986 


Ue, TIES IN en i cepts bien 77, 794, 957 


TN ccna cn nic oes a ia neta e iain sin bielee 235, 208, 288 
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BALANCE SHEET 


5-year statistical review 





Fiscal years ended Sept. 30 


1954 1953 





Financial position (year end): | 
Total current assets_.. dollars 194. 971 217, 170. 140 | 466, 872 159, 320, 981 | 101, 674, 315 
Total current liabilities_.do , 308, 681 157, 413, 331 . 108. 4 118, 909, 434 60. 136. 547 
Net working capital._.__.do | , 886, 290 59, 756, 809 8, 358, 448 40, 411,547 | 41, 537. 768 
Ratio of current assets to cur- 
rent liabilities Ss 
Plant and equipment (net 
book value) dollars 
Total shareholders’ equity 
dollars 
Shareholders’ equity per share 
dollars 


1.43 1.38 | . oe 1, 34 1. 69 
, 800, 194 8, 038, 148 | 5, 703, 114 7,029, 203 | 12, 375, 887 
, 686, 484 77, 794, 957 55, 061, 562 57, 440,750 | 53 


27. 56 | 22. 65 | 18. 94 16. 72 } 15 


10 
Operating results: 
Yet sales do__-. 5, 676, 329 , 821, 018 , 688,156 | 315,270,855 | 177, 675, 354 
Income before Federal taxes | 
dollars 57, 949, 176 52, 479, 736 40,073,361 | 20,320,886 | 15, 221,612 
Federal taxes on income_do 35, 600,000 | 30,300,000 | 27, 300, 000 2, 500, 000 8, 800, 000 
Net income eS 32, 349,176 | 22,179, 736 2, 773, 361 , 820, 886 6, 421, 612 
Dividends. __ _.do 15, 457, 649 | 446,341 | 5, 152, 549 , 293,791 | 4 
Retained for use in the busi- | 
ness.................--d0....| 16,891,527 | 12,733, 395 620,812 | 3, 527, 095 | 
Financial ratios: 
Per dollar of net sales: | | 
} 
| 
| 


, 293, 791 
2, 127, 8% 


Income before Federal 
taxes. -- cents 
Federal taxes on income 
cents oa 4.7 | 3 | 3. 
Net income_..___....do ; 3. 4 | 2 2.5 | 
Per share of capital stock: 
Income before Federal 
ten@h......<. 5. dollars 19. 78 | 15. 28 
Federal taxes on income 
dollars --} 10. 36 8. 82 
Net income. ___._...do 9. 42 | 6. 46 
Dividends .do 4.50 | 2. 75 
General statistics (year end): 
Number of shareholders 29, 146 | 27, 744 | 30, 100 31 
Number of employees. | 61, 335 54, 930 | 
Average hourly earnings, | 
hourly employees !__dollars 2.12 | 2. 01 1. 97 
Backlog (contract amounts less | 
sales to date) _-_- dollars__|1, 156, 000, 000 |1, 174,000,000 | 958, 000, 000 /|1, 014, 000, 000 
Floor area in use__square feet 9, 753, 000 9, 128, 000 8, 562, 000 7, 910, 000 





28 


95 


+40 


~odo | 


53, 150 45, 440) 


1. 85 





1 Annual average. 


Mr. Hésert. Thank you very much, Mr. Atwood, for coming before 
the committee, and in behalf of the committee, I thank you for your 
cooperation and the frankness in which you have discussed this entire 
matter. We feel sure that you have contributed much to this investi- 
gation. We thank you very, very much, sir. 


GLENN L. MARTIN CO. TESTIMONY OF FEBRUARY 17, 1956 


Mr. Hésert. The committee will come to order. 

Mr. Courtney, call your next witness. 

Before we examine the next witnesses, the Chair wishes to make a 
statement, that the Martin Co. will begin their testimony today, but 
because of a previous commitment which we had to Boeing to appear 
on Monday, we will ask the examination of the Martin Co. to suspend 
at the end of today until we can conclude with Boeing. 

And I do that for this reason, that Martin is available to us, our 
nextdoor neighbors over at Baltimore, whereas Boeing comes all the 
way from the Pacific coast. And if it is agreeable to you gentlemen, 
then we will continue along that line. Is that all right? 

74721—56——18 
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Mr. Bunker. Yes, sir. 

Mr. Hésert. All right, Mr. Courtney. 

Mr. Courtney. Mr. Chairman, this has to do with the Glenn L. 
Martin Co. We have before us the president of the company. Mr. 
Bunker, will you identify yourself for the record to the reporter? 


TESTIMONY OF GEORGE BUNKER, PRESIDENT AND CHAIRMAN 
OF THE BOARD, GLENN L. MARTIN CO. 


Mr. Bunker. George Bunker, president of Glenn Martin, and my 
associate, Earl Uhlig, vice president of finance. 

Mr. Héserr. Will you please keep your voice higher? Raise your 
voice. 

Mr. Bunker. Vice president of finance control. 

Mr. Courtney. Gentlemen, we can take any one of these contracts. 
Their patterns are the same. Which one—— 

Mr. Bunker. It makes no difference. I have one of the B-57 
contracts. 

Mr. Courtney. That is the one I wanted. 

Mr. Chairman, the first contract we have under consideration—and 
the pattern will follow, with your permission—the same as was done 
before. We take up a specific contract. We will have to get into 
the generalities of the company’s business with percentages applied to 
this contract. 

The first of these has to do with the B-57. The first of the B-57 
contracts is No. AF 33(038)22617 (see p. 1614). 

Now this, Mr. Bunker, was a fixed-price incentive contract? 

Mr. Bunker. That is correct, Mr. Courtney. 

Mr. Courtney. Which was begun by a letter of intent dated 
March 22, 1951, and a definitive contract dated August 1, 1953. 
The period in general which we are considering as you have heard from 
the witnesses is between 1952 and the present time. 

Mr. Bunker. Yes, sir. 

Mr. Courtney. This happens to overlap somewhat. 

Mr. Bunker, if you will turn over, please, to the exhibits, the first 
one of which I believe is exhibit A (see p. 1617). There are three sep- 
arate orders. We don’t use the totals. We just use the unit cost. 
Is the B-57A commenced at the time referred to, March 22, 1951, 
by the letter of intent? The first order was for a small number of 
units. Now, will you state the unit price of those planes as they 
progressed in numbers of contracts? The first unit cost which I see 
is $8,596,518. 

Mr. Bunker. Yes, that is the correct number. That is the B—57A. 

Mr. Covurrnry. And that is arrived at by incorporating into that 
cost per plane all of the research and development, design, tooling, and 
what else? 

Mr. Bunker. And all of the charges incident to putting the plant 
into production. This contract was started in a plant that had been 
demobilized. There were plant charges in addition to the normal ones 
that you would expect. 

Mr. Courtney. And those are all itemized. Now what plant was 
that, Mr. Bunker? 

Mr. Bunker. That is plant No. 2. 

Mr. Covrrney. It is a Government-owned plant? 
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Mr. Bunker. We have plant No. 1, which we own, which com- 
prises about 3 million square feet, and plant No. 2, which is a Govern- 
ment-owned facility of about 2 million square feet. 

Mr. Courtney. And that adjoins your plant No. 1? 

Mr. Bunxker. Well, approximately so, about a mile away, yes. 

Mr. Courtney. And that plant had to be reopened ard tooled up? 

Mr. Bunker. Correct, sir. 

Mr. Courtney. In the performance of this letter of intent. 

Mr. Bunker. That is correct. 

Mr. Courtney. And all of those charges are incorporated within 
the first $8 million unit cost, roughly $8 million? 

Mr. Bunker. Yes. I want to be quite clear about that. 

There were some facility costs, cost of facility contracts that we 
performed for the Government that are not shown in the initial—in 
these unit costs that had to do with improvements in the plants 
themselves. 

Mr. Courtney. They are reflected elsewhere? 

Mr. Bunker. Elsewhere. 

Mr. Courtney. In your answer to the questionnaire? 

Mr. Bunker. Yes, sir. 

Mr. Courtney. The next unit cost for a larger number of these 
planes dropped to $1,213,529. 

Mr. Bunker. That is correct. 

Mr. Courtnry. And the subsequent order with some changes, I 
assume? 

Mr. Bunker. That is correct. 

Mr. Courtney. Because I take it there is another symbol—— 

Mr. Bunker. Correct. 

Mr. Courtney. 57—B? 

Mr. Bunxer. Correct. 

Mr. Courtnry. Dropped to $806,590? 

Mr. Bunker. Correct, sir. 

Mr. Courtney. Now you have been asked questions with reference 
to the individual contracts. If you will refer to the questionnaire, 
you were asked for the cost of raw material fabricated by the con- 
tractor, the direct labor charges, and the overhead, administrative 
and engineering costs by category, as they are applicable to this whole 
contract. That is in answer to question 8. 

If we may proceed with the direct costs as they are reflected on 
this sheet. The company operates a job order system of cost account- 
ing under which a separate working process account is maintained 
for each sales contractor order. Direct labor costs, direct material 
costs and any other direct costs are charged to these accounts as 
occurred. That is referring to the accounts the totals of which we 
have just read. 

Inthe case of fixed-price contracts, amounts representing the 
company’s estimates of the cost of articles delivered are transferred 
from work in process to cost of sales at the time that the contract 
value of these articles is taken into sales. 

Will you just explain that to us a little bit so we can understand 
what has happened. When does it become a sale? 

Mr. Bunker. May we direct that question to Mr. Uhlig? 

Mr. CourTNEY. Yes, sir. 
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Mr. Uuntuia. It becomes a sale at the time of delivery to the Goy- 
ernment, acceptance by the Government. 

Mr. Courtney. Then you describe it as a sale? 

Mr. Untuie. Correct. 

Mr. Courtney. Complete? 

Mr. Unuia. Correct. 

Mr. Courtney. On the cost-plus-fixed-fee contracts, the transfer 
from work in process to cost of sales is made at the time the individual 
items of cost are either approved for reimbursement or disallowed. 
Now will you explain that process? 

Mr. Unuic. Under cost-plus-fixed-fee-type contracts, you invoice 
your costs as they are incurred, rather than upon delivery of specific 
units. We take the costs into cost of sales and correspondingly we 
have a sale as the cost is incurred, rather than tied into the delivery 
of specific units. 

Mr. Courtney. With reference to the indirect costs, Mr. Uhlig, 
which we will discuss later, in your accounting practice, which is 
reflected in your answers to the committee here, you would fall into 
3 major or general classifications: General, engineering, and factory, 
and the company states that the 2 overhead rates, engineering and 
factory, are developed from these 3 major classifications of overhead. 

By apportioning general expenses to engineering and factory ex- 
penses in the ratio which engineering direct labor dollars and factory 
direct labor dollars bear to total direct labor dollars. 

The total engineering overhead is then related to direct engineering 
labor dollars and an engineering overhead rate developed. 

I presume we will meet that rate as we go through these. 

Mr. Unuic. You mean the dollars represented by the rate? 

Mr. Courtney. Fine. 

The total factory overhead is related to direct factory, tooling and 
manufacturing, labor dollars and factory overhead rate developed. 
Overhead is completely absorbed each fiscal year by applying the 
respective overhead rates to the related direct labor dollars. See 
exhibit B for actual—all right. 

Now will you take over there and explain the portion, Mr. Uhlig, 
please? 

Mr. Untuie. Explain the apportionment of the overhead? 

Mr. Courtney. Yes; so we can understand how this cost—go 
ahead. 

Mr. Unuic. As general overhead is related and divided into these 
2 areas as explained in our area were, for example, engineering direct 
labor dollars to be 10 and factory labor dollars to be 90. Ten percent 
of the general overhead would be put into the engineering overhead 
pool and 90 percent of the general overhead would be put into the 
factory overhead pool, both of which pools have been accumulated 
separately and now carry the administrative override through this 
technique that I have just described. 

As the direct labor dollars of engineering and tooling and manu- 
facturing costs are expended, we apply the overhead to this expressed 
in a percentage. This percentage is developed by dividing the direct 
labor dollars into the total of the overhead, respective DSverhead pools. 
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So that each contract in process receives its allocable portion of the 
burden. 

Mr. Courtney. Take this particular contract and state for the 
record the revolution of those factors as they finally get down to the 
init, or first to the target price and then the revised target price. 

Mr. Unuic. The target price comprises several factors—the direct 
costs of direct labor which are—— 

Mr. Courtney. We have discussed those. 

Mr. Unuic. Which we have discussed as being allocable, the direct 
material which is allocable or chargeable directly to the contract for 
the purpose, and the overhead which is a general expense not charge- 
able specifically by a contract since it is of a general nature. 

As the direct labor dollars expressed in our submission were charged 
against the contract, the same percentage was applied to all con- 
tracts, thus developing the total of indirect costs in this contract of 
$45,110,000. 

Mr. Courtney. Can we return to the final unit price and the target 
price as it is shown on your exhibit A, Mr. Uhlig? (See p. 1618.) 

Mr. Unuie. Yes. 

Mr. Courtney. I take it you want him to answer that? 

Mr. Untuia. Yes; this is fine. 

Mr. Courtney. Let us get the unit prices as they were revised, 
first giving us the direct costs and then the application of these other 
factors. 

Mr. Unuie. I am unable to give you that specifically from the 
breakdown that we have here broken down into individual units. 
It is a very detailed exhibit. 

Mr. Courtney. I know itis. That is the reason I am asking what 
this is about. We will do the best we can. 

Mr. Hféperrt. I will let a Republican preside, as it is nonpartisan. 

(Mr. Hess presiding.) 

Mr. Courtney. Take the first quantities, will you please? 

Mr. Unuie. With respect to the first quantities of the aircraft, 
$20 million of the overhead, for example, of the $45 million was 
allocable to these particular aircraft. 

Mr. Courtney. That is the first 8. 

Mr. Unie. That is the first 8 and 67. The contract was very 
peculiar in its workings, sir. The target costs were not broken down 
in the same way that the billing price under the contract was broken 
down. The first eight and the following quantity—quantity is all 
right? 

Mr. Courtney. Right. 

Mr. Untie. Of 67 were merged for the purposes of establishing a 
target price. But in order to recover the high starting load costs of 
research and engineering and development costs—— 

Mr. Courtnry. That is the $45 million? 

Mr. Unuia. That is the $45 million of overhead plus the allocable 
direct costs? 

Mr. Courtney. Yes. 

Mr. Unuia. Billing prices were established to recover those initial 
costs first, but the target cost is an average of these, a weighted 
average. 

Mr. Courtney. So we start out there. You finally got to a target 
price on this plane on August 1, 1953, this model, correct? 
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Mr. Uuuia. No, sir. That was the tentative target price at that 
time. , 

Mr. Courtney. Well, this is an incentive-type contract with which 
we are dealing? 

Mr. Unuic. Correct. 

Mr. CourtNry. What is the ratio of return to contractor versus 
Government at the target price point? You have 60-20 or 75—— 

Mr. Unuie. Oh, 80-20 sharing on t:.is contract. 

Mr. Courtney. 80-20. 

Mr. Unuia. Sharing. 

Mr. Courtney. Eighty to the Government and twenty to you? 

Mr. Unuic. That is correct. 

Mr. Courtney. The first tentative price was agreed upon August 1, 
1953, and that is the unit price which is shown on exhibit A, is that 
correct? 

Mr. Unuie. That is correct. 

Mr. Courtney. $602,673, am I right? 

Mr. Unuie. That is correct, with respect, however, to Martin 
inplant costs and not our major subcontractors’ costs. As I men- 
tioned, the contract is peculiar in its ramifications in how the price 
redetermination shall be conducted. The major subcontractors’ costs 
were set forth separately as shown here on our exhibit A, in the 
amount of $58 million. 

Mr. Courtney. Am I correct in stating that your subcontracting 
costs are not reflected in this target cost and are not included within 
your determination of the incentive? 

Mr. Unuic. Yes, they are included in the determination of the 
incentive, but handled as a separate item. 

Mr. Courtney. As a separate item. 

Maybe you can straighten me out—— 

Mr. Unnie. As you can see, sir, on that same exhibit A, these costs 
were with respect to the aggregate of the 8 and the 67 airplanes. 

Mr. Courtney. I see. And you finally come out, then- 

Mr. Uunuia. I am sorry, sir, that is a restricted item there. 

Mr. Courtney. Let’s get over to the way in which the company 
apportions its business. Take the administrative costs and just ex- 
plain that for the record. 

Mr. Unuic. The company apportions its general and adminis- 
trative costs as described previously in “Apportions”’ that on the basis 
of the direct labor dollars of engineering and factory. 

In these general expenses we include administrative costs such as 
the president’s office and the finance division, including in our com- 
pany the timekeeping departments. We also include in administra- 
tive expenses the office services, tabulating department, which service 
all activities and divisions of the corporation and all of our industrial 
relations expenses, our plant protection department, all operating costs 
of our procurement division including the purchasing, subcontracting 
and receiving departments. 

Mr. Courtney. Of that item of administrative costs which you 
have just described, this particular contract was charged with 
$10,446,332 of general expense? 

Mr. Unuic. That is correct, sir. . 

Mr. Courtney. Which was 19.75 percent of the company’s total 
general expense, of $52,896,062 for the vears 1951, 1952, 1953, and 
1954, and the 5 months which ended March 31, 1955? 
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Mr. Unuic. That is correct, Mr. Courtney. 

Mr. Courtney. That was the cutoff date at the time of the 
questionnaire. 

Will you just indicate the overhead charged against this contract, 
as you have explained it. 

Mr. Unnic. The overhead charged against this contract was in the 
amount of $43,966,956. 

Mr. Courtney. And in percentage— 

Mr. Unuie. Which includes $5,178,772 of engineering overhead 
which we have previously in the exhibit mentioned and is mentioned 
here solely so there shall not be any duplication, but rather an indica- 
tion that this is an aggregate figure, and also includes the administra- 
tive expenses which I have just testified as to, which represents 18.37 
percent of the company’s total indirect costs of $239,531,000 
$351,243—for the years 1951, 1952, 1953, 1954, and the 5 months 
ended May 31, 1955, the period of work performance reported. 

Mr. Courtney. The overtime charged against this contract was 
what? It was overtime and engineering, in totals if you don’t mind. 

Mr. Unuie. $1,167,503. 

Mr. Courtney. Has this—let me break in right there. Has this 
contract finally reached a determined price, a negotiated price? 

Mr. Unuie. No, it has not, sir. It has not finally been redetermined. 

Mr. Courtney. There were these two determinations, one in 1953, 
and again in 1955, but they are not said to be final, is that correct? 

Mr. Bunxsr. Right. 

Mr. Unuia. They are not said to be final. 

Mr. Courtney. So you are not in position to determine the distri- 
bution of incentive; are you, or are you not? 

Mr. Untic. We have made our calculations with respect to that 
and they are so reported in our exhibits here as to our belief as to the 
expected outcome. 

Mr. Courrnny. As to where you will come out on this contract? 

Mr. Unuie. Yes, sir. 

Mr. Courtnry. All right. Now again, let us orient ourselves to 
this whole picture. This contract for the B—57 

Mr. Unuic. Two Air Force contracts for this particular aircraft. 

Mr. Courtney. Two particular contracts. Very good. Now then, 
without breaking all of these figures down on the direct costs, Mr. 
Chairman, may it be suggested we get into the distribution of general 
company overhead and administrative costs as applicable to this 
particular type of contract. The unit price has been established and 
the tentative target price has been established. There are two such. 
Pass over, if you will, please, to the discussion of the general overhead 
of the company and the administrative costs of the company as 
applicable to this contract. 

You have the big sheet there? 

Mr. Unuie. I don’t know which one you mean. 

Mr. Courtney. Take overhead first and then administrative costs. 

Mr. Bunker. Just a moment. Overhead is footnote 3 on exhibit 
B. (See p. 1579.) 

Mr. Courtney. Very good. I have it. 

Then you have an indirect cost of $43,966,956; $5,178,772 of that is 
engineering. 

Mr. Unuie. That is correct. 
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Mr. Courtney. And indirect costs of $239,351,243 for the 4% years 
roughly, in question. 

Mr. Uunuic. Right. 

Mr. Courtney. And the general expenses of $10,446,032. 

Will you turn, please, to the company’s total picture of income and 
let us get right down to the distribution of those costs to this contract, 
I should say to this and to all contracts. That is exhibit—— 

Mr. Unuie. Exhibit I? 

Mr. Courtney. Yes. Well first of all, let us take and start out 
with the total sales to the Government. Total sales to the Govern- 
ment for the year 1952 were 69.5 percent of the company’s total 
business and 30.5 percent to other sources. For the year 1953, 
98.3 percent to the Government and 1.7 percent to outside sources— 
other sources. 

In 1954, 99.6 percent to the Government and 0.4 percent to outside 
sources. And from January 1 to June 30, 1955, 99.7 percent to the 
Government and 0.3 percent to other sources. 

Mr. Unuic. That is %o. 

Mr. Hésert (presiding). Three-tenths. 

Mr. Unuic. Three-tenths. 

Mr. Courtney. Three-tenths of 1 percent. 

We have been considering here net worth of the company appli- 
cable particularly to the year 1952. 

And from then on. 

Mr. Bunker. Yes, sir. 

Mr. Courtney. Which is really the time, and the other contracts 
were in work. 

Mr. Bunker. Correct. 

Mr. Courtngey. On December 31, 1952, the company had a sur- 
plus of $15,620,212, capital and surplus? 

(Mr. Bunker nods.) 

Mr. Courtney. And in that year there was a loss of $6,482 
correct? 

Mr. Bunker. No, sir; that is not quite correct. 

Mr. Courtney. What is that? 

Mr. Bunker. Speak to that. 

Mr. Courtney. You better explain it. 

Mr. Unuia. Yes. 

That is a net deficit from the beginning of operation, what is 
known as earnings retained in the business or commonly referred to 
as earned surplus. In our case there was a net deficit at December 
31, 1952, of these earnings retained in the business, of $6,48 

Mr. Courtney. Well, would you call that a failure to earn—— 

Mr. Unuic. We had lost more than we had made. 

Mr. Courtney. All right. 

Mr. Bunker. Since the inception of the business. 

Mr. Courtney. Since the inception of the business? 

Mr. Bunker. Yes. 

Mr. Courtney. Let’s get the picture from 1952 on. 

At that time that operation resulted in net worth figure to you 
of $11,051,264, correct? 

Mr. Uuuie. Right. 

Mr. Courtney. In the following year, 1953, the net worth went 
to $27,495,056; correct? 
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Mr. Unuie. Right. 

Mr. Courtney. And in 1954 the net worth went to $47,077,110. 
And on August 31, 1955, the net worth went to $52,144,710. 

The relationship of that to sales in dollars from all sources for 
the year 1952 was $143,999,382, for 1952; $209,006,653 for 1953; 
$270,729,973 for 1954; and $126,999,051 for the period January 1 to 
June 30, 1955; correct? 

Mr. Bunker. That is correct. 

Mr. Courtney. There‘is a note here that there were no dividends 
paid in the years 1952 and 1953, but that there was a dividend, a cash 
dividend of $1 per share paid in 1954 and 75 cents per share paid in 
1955. 

Mr. Untic. Through June 30, Mr. Courtney. 

Mr. Courtney. I am sorry, through June 30. 

Mr. Bunker. Yes, sir. 

Mr. Courtney. Right. 

Now, the total number of outstanding shares is—it varied a little; 
didn’t it? 

Mr. Fogo. Right here. 

Mr. Gavin. It is up on the board, $1,900,000. 

Mr. Courtney. Allright. Read it off. 

Mr. Foco. At December 1952, $1,913,974, declared $1 a share. 

On August 31, 1955, $2,570,415, still at $1 a share. 

Mr. Courtney. That is par and not book value; isn’t it? 

Mr. Unuie. That is $1 par value. 

Mr. Courtney. That is right, and not book value. 

Mr. Untiea. It is the nominal value that is assigned, $1. 

Mr. Foco. Mr. Courtney, 1954, in addition to that dividend, there 
is a stock dividend. 

Mr. Courtney. Yes, I am coming to that. 

You have a stock dividend on the exercise of stock options and 
warrants. 

Mr. Bunker. I beg pardon, sir? I am afraid I didn’t hear the 
question. 

Mr. Courtney. I say in 1955 there was a capital-stock issue for 
420 warrants 

Mr. Bunker. Explain that. 

Mr. Courtney. All right, will you explain that, please, that figure, 
Mr. Uhlig? 

Mr. Unuia. Yes. In essence we sold 420 shares of our stock. 

Mr. Gavin. Talk louder. We can’t hear you. 

Mr. Untie. In essence we sold 420 shares of our stock during the 
period of 1955 which Mr. Courtney is questioning on, in the exercise 
of stock warrants which had been attached to some convertible notes. 

Mr. Courtney. This company has been in business for some time 
and this was in redemption of an obligation incurred in the past; 
is that correct? 

Mr. Untic. We had issued convertible notes during 1952 in the 
amount of $6 million, and there was a conversion privilege attached 
to these notes at roughly $9.50 a share. These notes have been 
converted into common stock, rather than the effect in notes payable 
of the company which the noteholders exchanged. 

Mr. Courtney. At the same time there were some shares of stock 
sold,.in addition to warrants. 





1568 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Mr. Unnic. That is correct. 

Mr. Courtney. So that—will you refer to this, please, and give 
us the total paid-in capital as reflected by these shares 1952 through 
1955? Give us that in dollars? 

Mr. Uutia. In dollars we had, as has been put on the board here, 
1,913,974 shares at December 31, 1952, and through the medium of 
sale of stock and a stock dividend in 1954 of $232,000, we raised’ the 
aggregate number of shares outstanding at the August 31, 1955, date 
to 2,570,415 shares. There was paid-in capital attached to that in 
the amount of $23,659,251. 

Mr. Courtney. Paid-in capital and surplus? 

Mr. Un tic. That is just paid-in capital. 

Mr. Courtney. Paid-in capital. 

Mr. Unuic. Known sometimes as capital surplus. 

Mr. Courtney. Very good. 

Then your capital investment account or equity account is 
$23,659,021 as at- 

Mr. Unuia. Plus the 2,570,415 assigned to the capital stock at $1 
par value. 

Mr. Courtney. Very good. 

And in 1952 the same account was $15,620,212, plus $1,913,974? 

Mr. Unuic. That is correct. 

Mr. Courtney. As you keep your books. 

Your plant account at this time was what? That is exhibit J, 
isn’t it? 

Mr. Bunker. Yes, sir. 

Mr. Unuic. That is the Government-owned plant. It was sub- 
mitted to you not in response to any question but through the 
annual report figures. 

Mr. Courtney. The plant and facilities owned by this company 
at cost for the land value of $768,183, with buildings, $13,283,827. 

Mr. Bunker. Yes, sir, correct. 

Mr. Courtney. Machinery and equipment, $5,737,127. With an 
accumulated depreciation and amortization against that $19,020,954 
figure, of $7,885,323, leaving a valuation less depreciation on the plant 
owned by the company, and machinery of $11,135,631. That is 
correct; isn’t it? 

Mr. Bunker. Yes, sir. 

Mr. Courtney. That was the picture at the end of 1954. 

Mr. Bunker. Year end. 

Mr. Courtney. The amount of the Government property assigned 
to your use in the performance of this and the other contracts was— 
First of all, let me ask you—I notice you have estimated cost of 
Government machine tools and related production equipment on this. 
May I ask the question: 

Did you arrive at these figures or did the Government give them to 
you? 

Mr. Unuia. They were arrived at in this way, Mr. Courtney: 
Martin Co., as Mr. Bunker explained, has certain facilities contracts 
with the United States Government under which we purchased the 
equipment. We therefore know the specific cost of that equipment. 
Certain other facilities have been turned over to us for use, such as 
the plant 2, which Mr. Bunker mentioned to you, and certain machine 
tools out of industrial reserve. In those cases the Government gives 
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us a number of dollars and says this is the value for which you are 
accountable. You are in custody of these numbers. 

Mr. Courtney. That is what I had reference to. 

Mr. Untia. Yes. 

Mr. Courtney. We have a total figure for that—I hope we are 
right—— 

Mr. Unuia. No, sir. 

Mr. Courtney. What is the total figure, Ed? 

Mr. Fogo. $100,090,904. 

Mr. Bunker. No, there is some misunderstanding there, Mr. 
Courtney. 

Mr. Courtney. Well, we did the best we could with the figures. 

Mr. BunkKER. Yes, sir. 

Mr. Unuia. The aggregate amount of Government equipment and 
facilities in our hands 1s $41,470,726. 

Mr. Courtney. That is plant, tools, and equipment? 

Mr. Untia. Plant, tools, and equipment. 

Mr. Courtney. At Government cost? 

Mr. Unuie. At Government cost. 

Mr. Courtney. As reported to you. 

Mr. Unuia. As reported to us or known specifically by us. 

Mr. Fogo. Under the different contracts, then, you show Govern- 
ment facilities in there that would cause a duplication. Do you show 
dollar value on facilities being used on contract 22617 and part of 
the same facilities included in the total shown being used on contract 
22208? 

Mr. Unuia. Yes, sir. Each of these exhibits J, filed in the respec- 
tive answers to the questionnaire, totaled the same number of dollars, 
$41,470,000. Their distribution, in specific answer to your question, 
as to the estimated costs of facilities used with respect to this contract, 
the estimated cost of facilities used with respect to all other Govern- 
ment contracts, varies according to the contract. But the total num- 
ber of facilities, the total dollars, is the same on each of the exhibit J’s. 

Mr. Fogo. I am trying to get this item straightened out, Mr. Uhlig. 
That figure is arrived at by taking figures from your own records, 
because we had no other figures. And there would have to be a dupli- 
cation in there to make a difference between the $41 million— 

Mr. Unuie. I think you probably misunderstood the intent. 

Mr. Foaco. They are taken right out of your return, according to 
contract. 

Mr. Unuie. You see, there is that duplication because of the 
switch in the mix. 

Mr. Courtney. All right, let us put down the Government prop- 
erty. 

Mr. Unuie. $41,470,726. 

Mr. Courtney. The net valuation of their property—of Martin 
property—as of December 31, 1954, as reported on their balance sheet 
for that year after amortization and depreciation from original cost, 
was $11,135,631. 

Mr. Fogo. What is the original valuation of that property? 

Mr. Unuie. $19,020,954. 

Mr. Courtney. The other items which must be considered in re- 
ferring to the company’s total picture and breakdown are the manage- 
ment or administrative expenses. 





1570 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Mr. Unuia. That is the $10 million figure. 

Mr. Courtney. That is the $10 million figure. Have you that 
page for me? 

Mr. Unuic. We answered that in question 8 (d). It is $10,446,332. 

Mr. Courtney. Just a minute. I have to get that on the board. 

Mr. Uuntuic. You will find it in answer to question 8 (d). 

Mr. Courtney. That is the total? 

Mr. Bunker. Yes, sir. 

Mr. Untuic. That is the total, allocated to this contract, the total. 

Mr. Courtnry. Yes. So we can get back to the basis of allocation, 
we would refer for officers’ salaries, for example, to exhibit E; is that 
right? (See p. 1621.) 

Mr. Bunker. Correct, sir, exhibit E. 

Mr. Courtney. Mr. Bunker, I take it from this that you came 
with the company—or were you with the company in 1951? 

Mr. Bunker. No, I came in on February 21, it was, 1952. 

Mr. Courtney. Anyway, you pick up in 1952? 

Mr. Bunker. Yes, sir. 

Mr. Courtney. And that is the period with which we are immedi- 
ately concerned? 

Mr. Bunker. Yes, sir. 

Mr. Courtney. In the distribution of these costs. And that ac- 
counts for the odd amount of salary, the time of your arrival? 

Mr. Bunker. Yes, sir. That is a partial year here. 

Mr. Courtney. Yes, sir. 

After you joined the company, your salary for the year 1952 was 
$64,687. 

Mr. Bunker. (Nods.) 

Mr. Courtney. And there was another officer, Mr. Bergen, execu- 
tive vice president, at $29,624. 

Mr. Bunxer. May I interpose? 

Mr. Courtney. Yes, sir. 

Mr. Bunker. That Mr. Bergen at that time was not executive vice 
president in this year. He became executive vice president at a 
later date. 

Mr. Courtney. He was an officer? 

Mr. Bunker. He was vice president for engineering at that time. 

Mr. Courtney. All right. There was a Mr. George L. Martin, 
chairman of the board, at $31,875. 

Mr. Bunker. Yes, sir. 

Mr. Courtney. Mr. Pearson, C. C. Pearson, vice president i! 
charge of operations, at $33,500. 

J. W. Sweetser, vice president for sales and service, $29,624. 

Mr. E. R. Uhlig, vice president and controller, at $21,370. 

Mr. G. T. Willey, vice president in charge of manufacturing, a‘ 
$37,500. 

Mr. J. B. Wharton, Jr., since resigned, at $38,812. 

So in 1952, against the sales that we have spoken of, 69 percent 
Government and 30 percent, roughly, other sources, the total salary 
account allocated in proportion to this and the other Governmen| 
contracts, was $286,992, and no bonuses were paid. 

In the year 1953, when you go to 98.3 percent of Governmen| 
business, we have a salary account for you, Mr. Bunker, of $100,000, 
with no bonus. 
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For Mr. Bergen, $34,125, and a $10,000 bonus. 

Will you explain to the committee how these bonuses were deter- 
mined upon and how they were paid? 

Mr. Bunxer. May I describe briefly our incentive compensation 
plan? 

Mr. Courtney. Yes, sir. 

Mr. Bunker. We began the plan in 1953. Pardon me, while |] 
vet a little material I have here. 

Mr. Courtney. Yes, sir. 

Mr. Bunker. The plan encompasses eligible individuals under this 
incentive compensation plan all of those who are what we call salary 
crade 27 and above. These are the key individuals that we think 
are in a spot to importantly affect the operating a of the company. 

For your information, in 1953, there were 1,147 such people. In 
1954, there were 1,266. And in the year just ak 1955, there were 
1,656 people in that category. 

We established the amount of money available for incentive com- 
pensation with two limitations: 

(a) Sixteen and two-thirds percent of the total salary of all of the 
people who are eligible. And since we established this plan at a time 
when wage stabilization was in effect, we placed a limitation of 10 
percent of profits before taxes. So those 2 categories, the lesser of 
those 2, determine the fund that is available. 

In the year 1953, under that plan, there was $1,487,459 created 
in that fund. 

Mr. Courtney. Distributed to the some 1,100. 

Mr. Bunker. Out of that sum that was available under the plan, 
we paid out $759,720, or 51.1 percent of the amount that was available. 

Reverting now to the number of people of the 1,147 who were 
eligible, 716 qualified in our opinion, of unusual contribution, and 
received the bonus. In other words, 62% percent of those who were 
eligible received some incentive payment. 

Mr. Courtney. Of top management, that is, those receiving in 
excess of $20,000 a year, only $60,500 of that fund was assigned to 
them by way of bonus? 

Mr. Bunker. $60,500, yes, sir, out of $759,720. 

Mr. Courtney. In 1953. 

To continue with those participating, you had Mr. Shaw at $27,500. 
with a bonus of $5,000; Mr. Siemon, $23,100, and a bonus of $7,500; 
Mr. Sweetser, at $31,500, with a bonus of $5,000. 

Mr. Unuie. That is correct. 

Mr. Courtney. Mr. Uhl at a salary of $18,750, and a bonus of 
$8,000: Mr. Uhlig, $23,100 salary and $5,000 bonus; Mr. Willey, 
Pa eco $37,500, with a bonus of $7,500; and Mr. Wharton. 

, for finance, $45, 000, as a salary, with $12, 500 bonus—making « 
tots al salary account of $340, 575 in this bracket, with $60,500 bonus, 
for the year 1953. 

In 1954, against the same account, we have a salary for Mr. Bunker 
here of $140, 000, and no bonus; for Mr. Bergen, $38,333 and a $10,000 
bonus; Mr. Shaw, $27 500 and a $5,000 bonus: Mr. Siemon, $27,000 
and a $9,000 bonus; Mr. Sweetser, $32,083, and a $10,000 bonus; 
Mr. Uhl, $32,500, and a $10,000 bonus; Mr. Uhlig, $27,000 and 
$6,000 bonus; $40,000 for Mr. Willey, and a $10,000 bonus; $57,000 
for Mr. Wharton, and a $13,000 bonus. 
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Making in that vear $421,416 in salary and a $73,000 bonus dis- 
tributed among this group of people, and the balance was distributed. 
Mr. Bunker, too? 

Mr. Bunker. The balance was distributed to 746 people, out of 

,266 that were eligible, and we paid out $864,080, out of $1,749,682. 
or 49.4 percent of the fund that was available for the purpose. 

Mr. Courtney. Up to the time of our cutoff in 1955, no bonuses 
had been pai! and none determined and none paid out. 

Mr. Bunker. That is correct, sir. 

Mr. Courrney. So that the salary account remains substantial|\ 
the same and is in proportion to the previously established salaries 
and comes to $179,164. 

Mr. Bunker. For 5 months, sir. 

Mr. Courtney. For 5 months; ves. 

Mr. Bunker. I can give you the overall total for 1955, if you care 
for it, sir. 

Mr. Courtney. Just stop there sir, because we want to get the 
amount in percentage of contract. 

This is the total salary account for top management of $1,598,765 
for the 4 vears in question, the overlapping year of 1951, which was 
the commencement of this contract, and of that sum you have as- 
signed 20.69 percent to the contract on the 1957? 

Mr. Bunker. Yes, sir. 

Mr. Courtney. And that in dollars is $330,776; is that correct? 

Mr. Bunker. Yes, sir; correct. 

Mr. Courtney. That seems to be an average of from 6 to 8 officers 
of this grouping over a period of 4 years. There seems to have been 
some resignations and some additions. 

Mr. Bunker. I counted 8 in 1952, 9 in 1953, and 9 in 1954. 

Mr. Courtney. And six in another year. 

Mr. Bunker. In 1951, yes, sir, six. 

Mr. Courrnry. Do you have any allocation here for travel and 
for entertainment? That is covered, I believe. 

Mr. Bunker. Yes; that is in a separate exhibit. 

Mr. Courtney. Will you refer to that, please, and describe the 
overall sum and the amount assigned against this contract, if any? 

Mr. Bunker. The total amount of dollars assigned to this contract 
for that category—that travel category—was $669,974. 

Mr. Courtney. Does that include all personnel? 

Mr. Bunker. It includes the percentages of all personnel charged 
to this contract. That figure can be broken down into $169,578 that 
was directly chargeable to the contract, and $501,396 that was al- 
located from the general overhead traveling picture to this contract. 

Mr. Courtney. In other words, the same individuals worked on 
a number of different types? 

Mr. Bunker. Yes. 

Mr. Courtney. And this is the apportionment to this contract? 

Mr. Bunker. That is right, sir. 

Mr. Courtney. You keep separate books, I noticed, for this enter- 
tainment, although I notice you say you do not expect to be com- 
pensated for it. 

Mr. Bunker. That is correct, sir. 

Mr. Courtney. And the item of the assignable to this contract 
according to your records is $36,425. But that sum is not charged 
against this contract; is it? 
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Mr. Bunker. No, sir. 

Mr. Courtney. But it is charged for your—— 

Mr. Untta. For bookkeeping purposes we allocate it on the + ipak 

Mr. Courtney. That is right. But so far as the Government, 
far as the Department of Air Force in this instance is concerned, hi is 
not reflected in its unit price? 

Mr. Untie. No, sir. 

Mr. Courrney. But comes out of your profits? 

Mr. Unuie. That is correct. 

Mr. Courtney. Or earniogs? 

(Mr. Uhlig nods.) 

Mr. Courtney. The next question is the total profit claimed on 
this contract and the profit claimed per plane. Would you refer to 
that and give it to us, Mr. Uhlig, please? 

Mr. Bunker. What is it, total profit? 

Mr. Unuia. The total profit claimed on the contract is $19,049,641. 

Mr. Courtney. The unit cost, unit profit is? 

Mr. Unuic. The unit profit is $137,480 on the first group of air- 
planes, the 8 and the 67, and $64,458 on the second group of air planes. 

Mr. Courtney. That is the drop that we indicated earlier? 

Mr. Unuie. That is correct. 

Mr. Courtney. As you got into larger numbers and had absorbed 
your initial cost; is that right? 

Mr. Unuie. That is correct. 

Mr. Courtney. The separate question as to depreciation applicable 
to this contract is a portion of the depreciation which we read into the 
record initially, some $7,800,000; is that correct? 

Mr. Unie. That is also correct. 

Mr. Courtney. And of that you assigned 19.85 percent to this con- 
tract, or a total of $850,223? 

Mr. Unuie. Right. 

Mr. Courrney. And in your opinion that in consideration of your 
total business is a fair allocation, and reasonable? 

Mr. Unuic. Yes; it is, consistently applied through all the com- 
pany’s business through its entire existence. 

Mr. Courtnry. The next question deals with certificates of neces- 
sity and amortization. Let me ask you whether or not your deprecia- 
tion and your amortization figures reflect allowances made to you 
under Bureau of Internal Revenue formulas as disclosed—as the figures 
are disclosed here, or do you use a rate determined for your own pur- 
poses, a so-called true depreciation rate? 

Mr. Unuia. These figures quoted here are those allowable for 
internal-revenue purposes. For purpose of reimbursement, however, 
this so-called nce one rate, which is established by the 
separate armed services boards for that purpose, is charged against and 
recovered through the sales price, which is a number less than that 
which is shown here. 

Mr. Courtney. You mean the so-called true depreciation is less 
than the Bureau of Internal Revenue allowance? 

Mr. Unuia. The so-called true depreciation is less than the allow- 
ance of the Bureau of Internal Revenue for certificates of necessity. 

Mr. Courtney. That is the rapid amortization, which is the 5- 
year amortization? 

Mr. Unuia. Correct. 
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Mr. Courtney. What percentage of your total investment was 
allowed to be amortized in dollars or percent, whichever you use? 

Mr. Uuuiea. I do not have those figures readily available. 

Mr. Courtney. You do not have them. 

Mr. Unuie. Pardon me. I think I might give you something so 
far as a percentage is concerned, if you will bear with me a moment. 

Mr. Courtney. All right, sir. 

Mr. Uutie. Of the aggregate cost of the company’s facilities of $19 
million, $3,361,000 were covered by certificates of necessity. 

Mr. Courtney. And that is the only portion that is amortized at a 
more rapid rate than any of the others? 

Mr. Uuuic. That is right, which varies anywhere from about 60 
percent to about 85 percent. 

Mr. Courtney. And those are the figures which are reflected in 
your answers to the questionnaire? 

Mr. Unuic. The certificate of necessity figures, Bureau of Internal 
Revenue. 

Mr. Courtney. Bureau of Internal Revenue. 

Mr. Uuuie. That is right. 

Mr. Courtney. Rates as distinguished from the ones you will 
ultimately have to negotiate with the Air Force. 

Mr. Uuntuiac. That is correct. 

Mr. Courtney. I neglected one question as I went along, and that 
was the amount of rental which you paid for the Government equip- 
ment, of $41 million. 

Mr. Bunker. We pay no rent. 

Mr. Courtney. You pay no rent. 

Mr. Bunker. No, sir. 

Mr. Courrney. The only other items that I see here are contribu- 
tions and the like to trade and other organizations, informational 
media, and so forth. 

Mr. Bunker. Yes. 

Mr. Courtney. In total for the vears in question and as applied to 
these contracts. 

Mr. Fogo. It is rather difficult to break that down for any particu- 
lar years. 

Mr. Courtney. In this case you have a company total. 

Mr. Bunker. We have a total here, sir. 

Mr. Fogo. By years? 

Mr. Bunker. We can give it to you by years, if you like. 

Mr. Unuia. Yes. 

Mr. Hésperr. Will you all raise your voices so we can all get in on 
the party? 

Mr. Unuia. Sir? 

Mr. Hésperr. Raise your voice. We are all interested up here too. 

Mr. Bunker. Yes, sir. Weare trying to find the total of dues paid. 

Mr. Unuia. | can give it to you for the Aircraft Industries Associa- 
tion year-by-year, on the periods covered, but I can’t give it to you 
with respect to the Manufacturers Aircraft Association. I don't 
have that material readily available. 

Mr. Héserr. We want all of that. 

Mr. Unie. I will be glad to submit it to you. 

Mr. Courtney. But as far as this contract is concerned, over thie 
period 1951, 1952, 1953, and 1954, 45 years, you show here a company 
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total for Aircraft Industries Association of $88,420, of which you 
assigned 20.85 percent to this contract, or a total of $18,432. 

(Mr. Bunker nods.) 

Mr. Courtney. That is the total of the 4-year period, is that 
correct? 

Mr. Uuuie. Yes, sir. 

Mr. Courtney. For all of your company’s business? 

Mr. Unuia. Yes, sir. 

Mr. Hérert. No, no. That is for one contract. 

Mr. Hess. Only for his one contract. 

Mr. Untuie. Referring to the $88,420, is my answer. 

Mr. Hérert. Yes, but you said 18. 

Mr. CourtTNEyY. $18,432 was assigned to this contract. 

Mr. Hépert. That is correct. 

Mr. CourtTNEY. $88,420 to all the company business. 

Mr. Hésert. That is right. 

Mr. Courtney. The next contribution you have is Manufacturers 
Aircraft Association, company total $90,956 for the 4-year period, 
with a total of $45,260 assigned to this contract, or 49.76 percent. 

Can you explain why a larger sum was assigned to this contract— 
a larger proportion than in the case of the Industries Association? 

Mr. Unuic. Yes. The Manufacturers Aircraft Association dues, 
Mr. Courtney, are on the basis of units delivered and on the sales 
price of units delivered. This contract, sales prices of units delivered 
in relationship to all units delivered, was larger in proportion to the 
total business, whereas, the other is allocated on the basis of direct 
labor dollars. 

Mr. Courtney. Wait a minute, now. Then Aircraft Industries 
Association dues, which are included in the company’s general expense 
classification, you say, are based on sales of aircraft and related 
products? 

Mr. Unuia. Yes, sir. 

Mr. Courtney. Is that right? 

Mr. Untuia. That is right. 

Mr. Courtney. And that you say is based on 

Mr. Unuia. We charge this to overhead. It is based on your total 
sales in relationship to the budget of the Aircraft Industries Associa- 
tion. As each of the companies have a share in the total expenses, 
they take it in proportion to their sales total—industry sales. 

Mr. Courtney. Industries participating in the association, and I 
assume it is all of them, isn’t it? 

Mr. Unuia. Yes. 

Mr. Bunker. Practically so. 

We discovered an omission in this data with respect to the National 
Security Industrial Association, where our dues run about $350 a year, 
and Institute of Aeronautical Sciences, where they run about $5,000 
a year, and also the Baltimore Chamber of Commerce, of $2,500. 
This was inadvertently omitted. 

Mr. Courtney. Would those normally be assigned to this and other 
contracts? 

Mr. Bunxer. Yes, as an overhead charge. 

Mr. Courtney. I think for your information they appear in one or 
the other of these pamphlets. 

74721—56——19 
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Mr. Bunker. Perhaps we have them here and didn’t know it. [ 
was afraid it was omitted. 

Mr. Courtney. We have covered depreciation, net worth, and so 
on. Now, specifically referring to our question 31, which has to do 
with retired military personnel, that information is contained on 
exhibit K. 

Would you say that any of the persons therein named are in what 
might be called a management or policymaking category? 

Mr. Bunker. No, sir; none are officers of the company. I would 
say categorically, no, sir. 

Mr. Courtney. But the total expenses over all of the years in 
question of all of these retired personnel are $30,283, is that correct, 
assigned to this particular contract? 

(Mr. Bunker nods.) 

Mr. Courtney. For work on it? 

Mr. Bunker. That is correct, sir. 

Mr. Courtney. And the highest salary of any, or the highest 
amount paid to anyone for all of the years was $26,000 for an engineer, 
and it varies down from that to $530. So without detailing it, Mr. 
Chairman, we will put it in the record, since it is not a policy or man- 
agement matter. 

(The document referred to is as follows:) 





1527 


a 
Be 
ce} 
Fe] 
cy 
4 
mM 
- 
M 
=} 
5 
Zz 
: 
bp 
a 
9 
Fo 
ey 
fa 
2 
oO 
ee 
< 


£82 ‘Ok 
$90 ‘OFT 





9b ‘6E | 28 “TS SZI ‘98 


ObS “2 
869 ‘L 
! 


“QUOUTOITIOI JO OEP 4B [BNUIpV 


"Joeuysud suo} BorTqnd worse y, 
dJaauy sue 10TUeg 
10}00p 4UBI d 


e222 2=----Qp-- 
“sadu3ue JOTUIg 


~-e-==""""-J980UBUT 4O0fO1g 
sores qoafoud ‘1oAvuB yy 
uOys] AID » Seumeutus* qsA[eus yoofolg 

Jo0uTsUS JO;UNg 


“@ATIEJUISAIAOI BOTAIOS Pley Jo1Usg 
-- >" WO;STATp » Staecugas ‘4s}[ej0eds UOTJUNTVA 


UOISTATP SUOT{BIOI [VIIGSNPUy ‘Ope, VOUGIOJUOZ 
~--**"-Arddns pus’ souvuez,UyBUl 4081} U0 ‘1OsTAJedNg 
° OAT} BJ USSAIdel GOJAIOS Play 


“Ausy ‘10feyy 
ae “AU ‘uyuideg 
P ‘ op” 
‘NSO 
‘lapuBvM@U0D JuBUOINII'T 
"WAVES ‘soley 
"NS{ 
‘JopuBUIMI0d quBue Nel T 
1NSO con tk 4Ivoy 
so *uye}deg 
4 4 
sn 
JopuBulu10d sueussnen7 
NSQ ‘s9puvuru0y 
‘NSO 
‘1apueuiai09 gUCUOI NOT] 
“"""" TVS ‘feuojog 
“=== """"Q Sy ‘feuofoD 


191 0} uyeIdeo MIO POOUBAPY 1 


*L19@Z% 

~(8£0) S81 V J0V.17U09 04 
posivyo JUNOUIB [BIO], 
[v10.L 


UV ‘seuro0t., 
a ‘f ‘toyutL 
A ‘f ‘paoyyuey 


"qd “H ‘inoesursé1g 
HS ‘dJunox 


"777" pM ‘s10304 
“fy ‘staind 
8 ‘q ‘uByqEeoRyy 
"MY ‘uOjsuYyor 


‘N ‘s}19qoy 
- *H ‘oud0ls) 


BE and 
M ‘C1 “TIASBO 
A ‘Y ‘Suing 





pepus 
sqjuoU ¢ 








pred sasnuog pues sojiepeg 





O° UM] “T UUeTs) oY} 48 yUOUIUZssB Gof yUeserg 


Ig “uoijsangy— Vy LIginxg 





quUoUIeII} 01 
uodn yuel Alvi [FIV 


eeA0[ dure JO ouIvN 








1578 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Mr. Courtney. None of these, then, are engaged in sales to the 
Government? 

Mr. Bunker. No, sir. 

Mr. Courtney. As such? 

Mr. Bunker. No, sir. 

I might add, if I may, that the $26,723 that is paid to one of the 
engineers is the total for-—— 

Mr. Courtney. Total? 

Mr. Bunker. For 3% years. 

Mr. Courtney. Total for all the time they have been employed? 

Mr. Bunker. Yes, sir. 

Mr. Courtney. He has been employed. 

Mr. Chairman, that seems to be the story on the allocation to this 
contract. We have the unit costs, I believe. 

Mr. Bunker. Yes. 

Mr. Courtney. And we have the unit profit estimated. 

Mr. Bunker. Yes, sir. 

Mr. Courtney. This contract is still not finally determined, so we 
may be clear upon that. 

Mr. Bunker. That is correct. 

Mr. Courtney. It is subject to further renegotiation. 

I take it that your company—I am sorry, I used renegotiation in- 
advertently. I meant redetermined by the Air Force as distinguished 
from renegotiation by the Renegotiation Board. 

Mr. Bunker. That is correct. 

Mr. Courtney. I take it you have had no experiences with the 
Renegotiation Board in the years in question; have you? 

Mr. Bunker. No. We have been through renegotiation, including 
1952. 

Mr. Courtney. Very good. 

Mr. Bunker. The remainder is before the Board. 

Mr. Courtney. So that what we are dealing with here has not 
been negotiated in any way? 

Mr. Bunker. It has not. 

Mr. Courtney. With the Renegotiation Board? 

Mr. Bunker. It has not. 

Mr. Hésert. (Aside.) 

Mr. Courtney. The chairman would like to know what amount 
the company paid back in any of the prior—in the immediately prior 
years of renegotiation, if you paid anything back. 

Mr. Uauie. None. 

Mr. Courtney. None. 

Mr. Bunker. You don’t pay back if you had losses, and we had 
losses in those earlier years. 

Mr. Courtney. I wanted to get that. 

Mr. Hépert. You are only renegotiating on Government business, 
though. 

Mr. Bunker. And on profits, sir. 

Mr. Courtney. That is right, Government business and profits. 

I think we have covered tooling and everything else on this; haven't 
we? 
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Mr. Bunker. Yes; it is all in those figures. 

Mr. Courtney. Mr. Chairman, may this exhibit which has the 
detailed breakdown of the figures relating to this particular contract— 
direct costs and allocation of overhead, administrative, and factory 
costs—be incorporated in the record as a part of this company’s 
testimony? 

Mr. H&ésert. Without objection. 

(The document referred to is as follows:) 


Exuisit B.—Contract AF33(038)—22617 





Estimated contract costs and profit 
(recapitulation of schedules B-1, 2, 3, 4, 
5, 6, 7, 8, 9, 10) 





Actual cost | Estimated ee 
incurred to costs to ‘ con- 


. ne anion tract costs 
May 31, 1955 complete and profit 





Direct labor: 


Engineering ! $5, 677, $94, 371 $5, 771, 
"TORRE 56 ar CG nctisunwesgecmenscwnee ‘ 3 28, 122 6, 312, 
Manufacturing . 850, 718, 513 22, 569, 





Total direct labor . 812, 840. 906 34, 653, 862 





Direct material: 
7 ORG «oe peenansietennneedcenmnetabaacsssetmennes q . 955 7. 098 3, 275, 053 
Manufacturing . 053 7, 147, 824 38, 394, 877 
Subcontracting (other than engineering) , 819 4, 942, 942 132, 984, 761 





Total direct material 2 162, 556, 827 12, 097, 864 174, 654, 691 
Engineering subcontracting ! 430, 743 3. 000 433, 743 
Other direct costs 4, 878, 443 — 149, 660 4, 728, 783 


Indirect costs (overhead): 


Engineering . 178.77 90. 596 5. 269. 368 
Tooling 7,499 39, 511 8. 547,010 
Manufacturing . 685 | 1, 013, 104 31, 293, 789 


Total indirect costs 3 43.966.956 | 1. 143, 211 45, 110, 167 














Total estimated cost 245, 645, 925 | "250, 581, 246 
Estimated profit. | y 19, 049, 641 
Total estimated contract costs and profit 278, 630, 887 











1 Engineering costs consisting of direct labor $5,477,423, subcontracting $430.743, and indirect costs 
$5,178,772, represent 14.79 percent of the company’s total engineering costs of $76,295,426, for the years 1951, 
02, 1953, 1954 and the 5 months ended May 31, 1955, the period of contract work performance reported upon 

erein. 

2 Direct material consists of the following: 

Tool material: 

1ount 1. Raw materials such as sheet tool steel, sheet steel, steel bar, tube steel, masonite sheet, galvanized 
rior iron sheet. angle iron, lumber, lead and kirksite, etc. 
p 2. Standard hardware such as bolts, nuts, bushings, dowel pins, casters, clamps, electronic, and 
hydraulic components for test equipment, ete. 
3. Purchased parts such as special cutters, special mill ends, special drill carriages, special electronic 
and hydraulic test equipment, etc. 
Manufacturing material: 
1. Raw materials such as sheet stock, bar stock, tubing, extrusions. castings, forgings, phenolic sheet, 
e had lumber, ete. 
2. Standard hardware such as bolts, nuts, washers, rivets, grommets, fittings, ete. 
3. Purehased parts such as valves, pumps, actuators, landing gear, fuel cells, navigation, and com- 
munication equipment, 
4. Aircraft fuel and lubricating oils. 
Subcontract materials: 
1. Subcontracted tool design and fabrication. 
2. Subcontracted detail parts, subassemblies, and major assemblies. 

* Contract indirect costs $43,966,956. which includes $5,178,772 of engineering indirect costs previously 
referred to in footnote 1, represents 18.37 percent of the company’s total indirect costs of $239,351,243, for the 
years 1951, 1952, 1953, 1954 and the 5 months ended May 31, 1955. the period of contract work performance 
Teported upon herein. Included in contract indirect costs of $43,966,956 is general expense of $10,446,332 as 
described in answer to question 8d. 
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ScHEDULE B-1 


AIRCRAFT PRODUCTION COSTS AND PROFITS 


Estimated contract category first and third costs and profit (67 RB-57A and 8 B-57A4 
airplanes including subcontracting therefor performed by American Motors Corp., 


Hudson Special 


roducts division and Kaiser Metal Products, Inc., technical 


data, static test Model B-57A airframe, element and miscellaneous tests, reports 


and bill of material) 





Estimated 
costs to 
complete 


Actual cost 
incurred to 
May 31, 1955 


Total estimated category 
first and third costs and 
profit 





75.5 B-57 | Per B-57 
airplanes ! airplane 





Direct labor: 
Engineering 
Tooling 


Direct material: 


Manufacturing 
Subcontracting 


Total direct material 
Engineering subcontracting 
Other direct costs 
Indirect costs (overhead): 
Engineering 
Tooling 
Manufacturing 
Total indirect costs 


en RON MEG. 4 .nnencnecosdioens 





$3, 144, 122 
3, 484, 380 
9, 668, 606 | 





$3, 144, 122 
3, 484. 380 
9, 668, 606 





| 


a, oe t..-....... 


16, 297, 108 





2, 271, 598 
12, 687, 829 
83, 727, 030 


2, 271, 598 |-- 
15, 425, 838 
83, 957, 252 





98, 686, 457 | 








101, 654, 688 








320,723 |............ 








3. 039, 765 | 








2, 746, 601 
4, 603, 422 
13, 308, 741 


2, 746, 601 
4, 603, 422 
13, 308, 741 





20,658, 764 |........___- 


20, 658, 764 | 











Estimated profit 
Total estimated category first and third 


139, 002, 817 


$1, 880, 411 
137, 480 


141, 971, 048 
10, 379, 762 





Ro SE ee bassist cain Saag 


' 





152, 350, 810 2, 017, 891 








1 The company has estimated the static test model B-57A airframe to be equivalent to one-half of an 


airplane. 
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ScHEDULE B-2 


Estimated contract category second costs and profit (102 B-57B airplanes including 
subcontracting therefor performed by American Motors Corp., Hudson Special 
Products Division, and Kaiser Metal Products, Inc., technical data, static B-57B 
nose and tail section and modification parts, element and miscellaneous tests, 
reports and bill of material) 





| Total estimated category 
| Actuateost. | Ratimated second costs and profit 
incurred to costs to —— — ———_——_——_ 
av 955 “om plete 
| May 31, 1955; complete 102.2 B-57B | Per B-57B 


airplanes ! airplane 





Direct labor: 
Engineering $2, 477, 932 
0 a eae axel 2, 742, 638 
PN 86 in eb aeeneSanenbunsx 9, 821, 216 


Tota! direct labor 5, 041, 786 











Direct material: | 
Tooling } 994, 673 | 
Manufacturing | 10,720, 403 1, 739, 843 | 
Subcontracting 37, 188, 919 1, 619, 316 | 





Tote Gareet material. .......-...........- 





Engineering subcontracting 
Other direct costs 


Indirect costs (overhead): 
Engineering 2, 376, 924 
Tooling - 3, 823, 428 
Manufacturing 13, 671, 902 





Total indirect costs 303,987 | 20, 176, 241 


oo Total estimated cost 3, 751, 459 7 88, 628, 590. 7 
0.411 Estimated profit 6, 594, 076 


(37, 480 





Total estimated category second costs | 


} 


and profit 95, 222, 666 930, 818 








! The company has estimated the static B-57B nose and tail section and modification parts to be equiv- 
alent to three-tenths of an airplane, 








1582 


ScHEDULE B-3 


Estimated contract category fourth costs and profit (spare parts) 
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Annual cost 
incurred to 
May 31, 1955 


Estimated 
costs to 
complete 


Total 
Estimated 
category 
fourth costs 
and profit 





Direct labor: 
Engineering 
Tooling “oa 
Manufacturing 


Total direct labor 
Direct material: 
Tooling ; 
ES SSS PT ee ee a a oa 
Subcontracting 
Total direct material 
Engineering subcontracting....................-....-..-- 
Other direct costs 
Indirect costs (overhead): 
Engineering 
Tooling 
Manufacturing 
Total indirect costs 


Total estimated cost 
Estimated profit 


-| 6, 633, 073 


~~ $21, 938° 
1, 088, 765 


1, 538, 572 





1, 110, 703 | 


1, 567, 097 




















5, 405, 413 


2, 457, 649 
2. 842, 127 


8, 247, 540 





| 12, 038, 486 | 


5, 299, 776 





17, 338, 262 





| | 











1, 523, 801 | 


39, 938 
2, 158, 029 





1, 554, 451 | 


643, 516 


2, 197, 967 





14, 692, 817 





6, 410, 727 


21, 103. 544 
1, 475, 041 








22, 578, 585 





ScHEDULE B-4 


Estimated contract category fifth costs and profit (special tools and ground-handling 
equipment) 





Actual cost 
incurred to 
May 31, 1955 


Estimated 
costs to 
complete 


Total 
estimated 
category 
fifth costs 
and profit 





Direct labor: 
Engineering 
Tooling 
Manufacturing 
Total direct labor 
Direct material: 
Tooling __- 
Manufacturing 
Subcontracting 
Total direct material 
Engineering subcontracting 
Other direct costs 


Indirect costs (overhead): 


PEE AOA Ee a ee a eee een 


Tooling 
Manufacturing 


Total indirect costs 


Total estimated cost 
Estimated profit 


Total estimated category fifth costs and profit 









































324, 190 | 


70, 340 





2, 527, 586 


437, 849 











3, 168, 055 





— 
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ScHEDULE B-5 


Estimated contract category sixth costs and profit (flight testing) 





| | Total 
| Actual cost | Estimated | estimated 
incurred to | coststo (category sixth 


May 31, 1955 complete costs and 
profit 



















Direct labor: | 


ae NE at Red Re 0 OID A SEE REE ST $50, 957 $7, 500 $58, 457 
, Ss, aR an dD Ee | | eae 188 
Fo ctnccgiceterdenisnginalacsccdnegenncensnws | 444, 268 | 64, 054 | 508, 322 





Porta Re 772i Ser aR 413 




















Direct material: 
is eae een inewanmucbens ee | 9 
|” eines te i See 97, 626 | 26, 487 | 124, 113 
Se ean omnanniiesenbe eS bee: vi, 





Total direct material 











ie iicetewensincscaaninaweess BY, OPAL 1 Salers ats 
Other direct costs , ’ | 











J eg Bee 271 | 




















teas Seon 5 Re SAE ane 620, 240 = "90, 316 | 710, 556 
ee ener | 671, 526 | 97, 516 | 769, 042 
See Ee | 1,266, 230 | 197,557 | 1, 463, 837 

pore ST °c Wiebe Sipe a aaa OSE a ag. tiie : 












ScHEDULE B-6 


Estimated contract category 7th costs and profit (training parts) 









| Total esti- 
Actual cost Estimated mated cate- 
incurred to | costs to gory 7th 
May 31,1955; complete | costsand 

profit 









Direct labor: 




























Engineering... _---- SS ee ey FO Eta eres SPREE $19 
ol SS ili alacleecauahiah atest raradlt bikcuanta ue epics ee ; 48 
REE ie en cc eremcncernverswcsnseceietenenes 21, 325 | $19, 753 | 41, 078 

BE SE ee A ee ——- 21, 392 | 19, 753 41, 145 

Direct material: 

0 ae ee ee S,. - ea See 2 fecnee , wat 2 
Manufacturing... .......--.-- cage A eae ea ace 73, 415 | 127, 756 | 201, 171 
| re 107, 715 | —5, 863 | 101, 852 

I, 6 oo. cic ncnmawsvnesuenwerseeonanacs 181, 132 121, 893 | 303, 025 





Engineering subcontracting 
Other direct costs 


Indirect costs (overhead): 


Se ra sancesodensccuaieda = hisateaiieal 
(See scsi wise odciaiad Ee ; 66 
DI ia iain censascescsteacecciaccdcsotuncomesss 57, 651 








Total indirect costs._......-------------- ienbchcimilons 29, 881 | 27. 852 














ON TEE SAREE FOE 232, 405 | 169, 498 401, 903 


57,7 
Retna =... oncxanassacacidctaie.o.+accases¥ccsous 45, 489 





Total estimated category 7th costs and profit........._-- | rears es rsa ie ge 447, 392 
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ScHEDULE B-7 


Estimated contract category eighth costs and profit (mobile training unit RB-57 A) 
- 
Total esti- 
Actual cost | Estimated | mated cate- 
incurred to | costs to gory eighth 
May 31, 1955; complete costs and 
| } profit 








| 
| 





| 

Direct labor: | | 
Engineering ‘ , | as 
Tooling. oR PER 4 has: SES OT ae Re 6, 741 : 
Manufacturing a jas 69, 669 





Total direct labor | 28 | 76, 828 








Direct material: 
Tooling--_- 36 | 36 
Dismureotring .........-.<...<«+- REL AT B 74, 597 
Subcontracting e 8, 770 





a .| : 83, 403 








Engineering subcontracting 





ES a ES RL A CR Para pares 








Indirect costs (overhead): 
Engineering 2 
Tooling. 
Manufacturing 











Total indirect costs 





ne clneomdeneccsnmbaanmncen 
Se NS ES ae ee eae | 








Total estimated category eighth costs and profit 





ScnEepuLe B-8 
Estimated contract category ninth costs and profit 


(104 special weapons bomb bay doors) 





| | 
Total estimated category 
| | ninth costs and profit 


| Actual cost “one 
incurred to | Estimated 


nibo | coststo | 
May 31, complete 





104 special Per special 

weapons weapons 
| bomb bay bomb bay 
doors 





Direct labor: 
Engineering 
Tooling. INAS CEs ee 18 
Manufacturing | 438, 436 | 
Total direct labor 


Direct material: 


Manufacturing | 
Subcontracting “ 3 {aA 19, 635 








Total direct material cunclgl 5, 815 | See 405, 815 








Engineering subcontracting. .-........-.--- 
Other direct costs 


Indirect costs (overhead): 
Engineering 
Tooling 
SCL ETEED, LAA LALO TG: 


Total indirect costs . . 612, 601 - 


Total estimated cost 5 : 1, 456, 885 $14, 009 
Estimated profit 171, 105 

















Total estimated category ninth costs and 
EAA LRA ARRAS) SELES RE tie aca ra ssi 
| 
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ScHEDULE B-9 
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Estimated contract category 10th costs and profit (2 mobile training units B-57B) 





| 


| 

Actual cost Estimated 
| incurred to 
May 31, 1955 
} 


costs to 
complete 


Total esti- 
mated cate- 
gory 10th 
costs and 
profit 





Direct labor: 
Engineering 
Tooling. . 
Manufacturing 





Total direct labor 


Direct material: 
Tooling 
Manufacturing 
Subcontracting 











Total direct material 





Engineering subcontracting 
Other direct costs 





Indirect ensts (overhead): 
Engineering 
.. oP a es oar ee Rass" 


Manufacturing _ - 115, 247 








2, 872 |. 





Total indirect costs 


Total eutheneied Qeeh. o5 | 
Estimated profit 





Total estimated category 10th costs and profit 





ScHEDULE B-10 


Estimated costs and profit, miscellaneous contract items 





Actual cost 
incurred to 


| May 31, 1955 | 


Estimated 
costs to 
complete 


Total esti- 
mated ensts 
and profit, 
miscellane- 
ous contract 
items 





Direct labor: 
Engineering 
Tooling 


Direct material: 
Tooling : 
Manufacturing 
Subcontracting 








Total direct material 


Engineering subcontracting 
Other direct costs 








Indirect costs (overhead): 
Engineering 
Tooling 











_,. Total estimated cost 
Estimated profit.......___ 


i 








Total estimated costs and profit, miscellaneous contract 


a akties | SEI YE nee | 1, 026, 962 
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Mr. Hésert. Are you finished now, Mr. Courtney? 

Mr. Courtney. With that. We have four more contracts, 

“5 Hésert. Four more contracts—you mean to determine the 
cost 

Mr. Courtney. Two of them refer to the Navy Department 
and two to the Air Force. 

Mr. Bunker. Two are Air Force, Mr. Courtney, and there are 
ae Navy contracts. The remainder will be in the back of your 

ook. 

Mr. Unuie. No; he has them separately. 

Mr. Hépert. In other words, Mr. Courtaay, you are finished 
with the Air Force contract which you have? 

Mr. Courtney. Yes. 

Mr. Hféserr. And you have remaining? 

Mr. Courtney. We have four contracts remaining. 

Mr. Hésert. Remaining, that are Navy contracts? 

Mr. Courtney. That is right. 

Mr. Hésert. The committee will recess until 10 o’clock Monday 
morning, at which time Boeing will be here, and the Martin people 
will stand aside until called by the committee. 

Mr. Courtney. Mr. Chairman, it may be that Mr. Uhlig and my- 
self can get these figures a little—that I can get them a little quicker 
with some cooperation and collaboration from you, Mr. Uhlig. 

Mr. Untuic. We will be most happy to give you such cooperation. 

Mr. Hésert. The committee stands in adjournment until 10 
o’clock Monday morning. 

(Whereupon, at 4 p. m., the subcommittee adjourned to reconvene 


at 10 a. m., Monday, February 20, 1956. Testimony (resumed) of 
Thursday, February 23, 1956, by the Glenn L. Martin Co., follows.) 
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THURSDAY, FEBRUARY 23, 1956 


Hovsre or REPRESENTATIVES, 
CoMMITTEE ON ARMED SERVICES, 
SUBCOMMITTEE FOR SPECIAL INVESTIGATIONS, 
Washington, D. C. 

The subcommittee met at 10 a. m., Hon. F. Edward Hébert (chair- 
man of the subcommittee) presiding, and the following members were 
resent: Messrs. Hess, Cunningham, Fisher, Bates, Nelson and 

filler. 

Mr. Hféserr. The committee will come to order. 

Members of the committee, we will resume with the Glenn L. 
Martin Co. We suspended with them the other day in order to 
allow Boeing to complete its case. 

Mr. Courtney. Did you want to make your statement now? 

Mr. Bunker. Yes, sir; I would. 

Mr. Courtney. Mr. Chairman, so that we may recapitulate some 
of the figures that are involved and have the record on this subject 


in one piece, Mr. Bunker, the president of the company, desires to make 
a short statement. 

Mr. Hfésert. All right. 

Mr. Courtney. In view of the method and means by which the 
subcommittee has been pursuing its inquiry, so that we may have a 
better understanding of the approach of his company to the answers 
to our interrogatory. 

Mr. Hfésert. You may make a statement. 

Mr. Bunker. Thank you, sir. 

With due regard to the belief that each individual or each company 
has some problems that are peculiar to itself, I would like to review 
very quickly a small portion of the history of the Glenn Martim Co. 
in the period leading up to and the period under review by this com- 
mittee. 

At December 31 of 1951, the end of the whole time span just pre- 
ceding the period in which this committee is interested, the Martin 
Co. was in rather serious financial difficulties. At that point ,which 
is the beginning of the period of your inquiry, the company’s earned 
surplus had been entirely wiped out and its capital account had been 
reduced only to $564,000. 

There then took place an extremely complex reorganization in the 
first few months of 1955. 

Mr. Courtney. 1952. 

Mr. Bunker. 1952. Thank you. 

In sum, $6 million of new capital was raised and new borrowing 
arrangements were made. 
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I might add that the stock—additional money was raised through 
the sale of stock to the stockholders on an offering of 9 shares of new 
stock at $6 a share for each 10 shares that the stockholder then had. 

It was also at this time that some changes were made in the manage- 
ment of the company and the whole debt structure was modified. 

How did the Martin Co. arrive at that kind of a situation? 

At the end of World War II, as is well known, there was a whole- 
sale cancellation of contracts, and the Martin Co. kad at that time de- 
veloped and was developing a transport airplane for which it thought 
there might be a substantial market. There was then and now in 
this company and in the industry an abiding and forward-looking 
belief in the future of aviation generally. The company obtained con- 
tracts for a considerable number of transport aircraft. These were in 
effect not contracts in the sense that we usually understand it, but were 
really options on the part of customers to buy, and they embarked on 
the production of this aircraft, committed the funds, bought the mate- 
rials and did all the things that were necessary to make a beginning. 

In 1947 the market, the prospective market, failed to develop, and 
of the total planned aircraft of more than 200, to even break even, 
only 48 were sold. 

The net effect of all of this was that in 1947 the company sustained 
a loss of $22,253,000. And in 1958 sustained a loss of $15,053,000. 

Mr. Foco. You said 1958. 

Mr. Courtnry. 1948. 

Mr. Bunker. Thank you. 1948, $15,053,000. 

The total losses in th ose two were something in excess of $37 million. 

The program that bad been embarked upon was liquidated in 1948 
and 1949, and the company made small profits. 

In 1950 it began to appear that the situation had changed and it 
had become more stable and the market improved. The company 
then secured orders for 113 of a modern pressurized version of its 
transport plane. 

It also obtained some subcontract work from the Grumman Aircraft 
Co. in connection with the military contracts that they were executing. 

These contracts were all on a fixed-price basis. And while they 
were closely priced and the market was extremely competitive, the 
forecast did indicate that profitable operations could result. 

The fact that they were competitively priced and it was a difficult 
competition in which the business was secured indicates that there 
were others in the same business who would have been very happy to 
take the contracts on the same basis that we took them. 

At that point we had 7,000 employees. We had no employee with 
the company with less than 11 years of seniority. 

And then Korea came. Orders were secured and production was 
begun on additional items. 

One was the P—5M, which is the twin-engine antisubmarine seaplane 
we built for the Navy. 

The other was the TM-61.A, which is the Matador ground-to-ground 
surface missile for the Air Force. 

And the B-57, which is the twin-jet bomber we built for the Air 
Force, the prototype of which was designed in England. 

Employment went from 7,000 people to 21,500 in about 18 months. 
And ‘n creating this expansion in employment, we hired and trained 
3 people for every 1 that we retained over that period. 
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Costs of material soared sky-high, as we all remember. The 7,000 
trained people were spread over a great number of projects instead of 
concentrating on the fixed-price business that had been in the house 
at the time that Korea started. 

In effect the company was trapped with fixed price commercial and 
military contracts, and there was no way out except the execution of 
the contracts in the house. 

And it was about—it was the 21st of February of 1952 when I 
joined the company, and it was March 7, just 2 weeks later, when I 
wrote the annual report to try to explain to the stockholders what 
had happened to their money. 

And there are two paragraphs here that I would like to read in 
summation, from the annual report of 1951. 

Within a few months after the initial contracts were entered into, the war 
broke out in Korea. This brought about the costs which Ciffered with increasing 
severity from those that had been subjected. Not only did material costs and 
wage rates bezin uptrends to new peaks, but, in addition, the expansion in em- 
ployment required by accelerating defense demands cavsed a sharp increase in the 
average number of man-hours required to manufacture each pound of airframe. 
The rapid rate at which the company was required to expand enployment to 
meet its de*ense schedules res:lted in a seriovs dilution of trained personnel. 
This is the most inportant factor in the increase in manufact ring costs beyond 
those anticipated earlier. The whole aircra‘t industry was called upon to expand 
at a rapid rate, to train hundreds of thousands of new and former employees, to 
realine thousands of s»ppliers, and to rea*tivate extensive additions to plant and 
equipment. Because of differences in volume and tining, the effects of fluctua- 
tion in demand for military aircra*t worked to the greater disadvantaze of this 
company than to most others in the industry. 

The losses were taken. The company was refinanced and emerged 
from a most difficult time. ) 

At the beginning, then, of 1952, the period under review, we had, as 
a result of these losses and of the costs that have been just described, a 
tax credit under the Internal Revenue Act of approximately $45 
million. This meant in sum that the first $5 million of subsequent 
earnings could be carried down to net without income tax. 

In 1955 profits of $5,800,000 were earned, and out debt structure 
was reduced by $26 million. 

This was accomplished by liquidating inventory, the sale of some 
assets, the sale of 1 million shares of stock that I referred to earlier, 
and by the application of the profits of that year to debt reduction. 

Also, in 1952, it was possible to make bank arrangements with the 
commercial banks that enabled us to retire the debt then owed to the 
RFC. 

In 1953 profits of $15,095,000 were earned. 

And in 1954, profits of $20,052,000 were earned. 

And the last of the company’s debt was retired. 

By the latter months of 1954 the full amount of the $45 million tax 
carryforward had been applied, and in that year we made provisions 
for $1 million in income-tax payments. 

In 1955, the year that is finished, but not yet closed on our books, 
full corporate income-tax rates apply to our earnings. 

The company resumed dividends in the last quarter of 1954, after a 
lapse of 7 years. 

In that year we paid a dividend in cash of $1, and a dividend of 
10 percent was paid in stock. We paid a stock dividend in order to 
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recognize our stockholders on the one hand and yet to conserve the 
company’s working capital on the other. 

In 1955 we paid dividends of $1.50 in cash and 5 percent in stock, 
the reasons for the stock dividend being the same as in the preceding 
year. 

In the years, then, from 1952 to 1955, inclusive, but with 1955 
estimated because the books are not closed, our total dividends in 
cash, of $2.50 a share, were approximately 12% percent of the com- 
pany’s total earnings. The other 87% percent of earnings was left in 
the business. 

We presently operate in Baltimore 5 million square feet of manu- 
facturing plant. Of this we own 3 million and the Government owns 
2 million. It is about 60—40 split. 

We employ 21,000 people. 

Our principal undertakings today are these: 

First, we fe four major airplane projects in progress. One is 
the B-57 that I have referred to earlier. This is the twin-jet bomber 
for the Air Force. This plane is in service at Air Force bases here, 
in this country, and abroad. 

The P-5M, which is the twin-engine antisubmarine seaplane, is in 
use—is in production and is in use by the Navy patrol squadrons 
in the Atlantic and the Pacific. 

The P-6M Seamaster for the Navy, this is our first jet seaplane. It 
is powered by four engines, in the 600-mile-an-hour class. This air- 
craft was developed and flown as a high-speed minelayer, and it opens 
up the seas and the waterways of the world to the Navy and in our 
opinion is the beginning of a vast new capability for our Navy. This 
aircraft is in the tooling and in the preproduction stages. 

With respect to the forthcoming development of nuclear propulsion 
for aircraft, we look to this seaplane and its successors, to probably 
be the first atomic-powered aircraft to fly, the seaplane having many 
advantages in this area. 

And we are designing a new aircraft for the Air Force, that is now in 
the drawing board stage. And it may be of interest to the committee 
to know that in this regard the Martin Co. and Douglas are in a neck 
and neck phase 1 design competition, the kind of thing that has been 
referred to here before. 

We have five missile projects. First we have the M-61 Matador, 
the surface-to-surface missile for the Air Force. 

Now, this weapon is in service use. Squadrons are deployed over- 
seas. Others are being trained in this country. 

We are producing a missile for the Army. We are producing 
another missile for the Navy. Both of these articles are in the proto- 
type testing stage. 

In the missile field we also have a program for the United States Air 
Force, the announcement of which has been limited to the fact that 
Martin will build, near Denver, Colo., a missile development and 
production facility. The capital investment required by Martin will 
be in excess of $10 million. 

We are also building and undertaking the Vanguard project, which 
is the name of the earth satellite. Now, this is the project for launch- 
ing an earth-circling, unmanned satellite in the International Geo- 
physical Year just coming up. Martin and its subcontractors are 
designing and building the launching vehicle. The launching vehicle 
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means everything except the sphere itself that is required to place the 
satellite in its orbit about the earth. 

And in conclusion, we have two major electronic projects, beyond 
the work that we normally do for the design of the gear, that goes above 
our own missiles and our own aircraft. 

Of these, I may refer to one, to say that it is an important electronic 
system for area defense against air attack, which we are building for 
the United States Army. 

Those are the things that I see is peculiar to the Martin Co. The 
other aspects of our business, the types of contracts that we have, the 
way in which we operate generally, is typical of the industry and I will 
not go into on our behalf here. 

Thank you, Mr. Chairman. 

Mr. Hésert. Mr. Bunker, who initiated and designed the Sea- 
master? 

Mr. Bunxer. That is a Martin-Navy project, sir. 

Mr. Hépert. I know it is a Martin-Navy project, but did the 
Martin people initiate and design it? 

Mr. Bunker. No, sir; I wouldn’t care to say that. I would say it 
is a cooperative arrangement. It is a carry-on from water-based air- 
craft that we have been building for the Navy for 20 years. 

Mr. Hésert. Let’s put it in lay and understandable language. 

Did the Navy come to Martin and offer them the opportunity of 
developing this Seamaster or did Martin go to the Navy and suggest 
that they develop the Seamaster? 

Mr. Bunker. Mr. Chairman, there was a competition. Now, 
where the germ originated for the competition, I can’t say. There 
was a competition between ourselves and another company. 

Mr. Hézsert. Which other company? 

Mr. Bunker. Convair. It was a design competition that carried 
on over—lI guess a period perhaps of 18 months. 

Mr. Hépert. You don’t know how the germ happened to wander 
into the Martin plant? You had to have a beginning somewhere. 

Mr. Bunker. Well, I don’t mean to be difficult. I simply don’t 
know what the genesis of it was. The prospect of a jet-power sea- 
plane had been in the minds of many designers for many years, and 
when jet engines became as successful as they have now, it was possible 
to adapt it. 

Mr. Hféserr. Well, who would know? 

Mr. Bunker. Well, I think, Mr. Chairman, you would find many 
opinions. I don’t think you would find anyone who knows. 

Mr. Hésert. Isn’t that rather vague for a project of this magni- 
tude, to be so nebulous as to how it started? This is a big proposition. 
A lot of money is involved in it. And all of a sudden, from out of the 
sky, here emerges the Martin plant with the Seamaster contract and 
nobody knows how it got there. 

Mr. Bunxer. I beg your pardon. I was trying to make it very 
clear it didn’t come out of the sky. I was trying to make it very clear 
that it was a product of a great many people and the Martin Co. and 
the Navy were thinking about it. 

Mr. Hfésert. But somebody has to be responsible for it. That is 
What we are trying to find out. It is always difficult to find out 
When dealing with the Defense Department, to find out who gave the 
order and who is responsible. 


74721—56—— 20 
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Mr. Bunxer. I beg your pardon. Oh, yes, who gave the order. 

Mr. Hésert. Who made the decision. 

Mr. Bunker. The Bureau of Aeronautics. 

Mr. Hésert. Therefore it came from the Bureau of Aeronautics. 

Mr. Bunker. That is correct. I beg your pardon. I thought you 
were talking about the concept of it. Yes, sir. 

Mr. Hésert. It had to come from some place, to suggest to the 
Martin Co. how they developed this concept. 

Mr. Bunker. Perhaps I can answer your question this way: The 
Bureau of Aeronautics solicited invitations to bid, to bid on a pro- 
posal. We were one of those, and the Convair was the other. Both 
of us had built water-based aircraft. 

Mr. Héserr. You answered the question. 

Mr. Bunker. Thank you, sir. 

Mr. Hésert. The Bureau of Aeronautics did. Now, did they give 
the Martin Co. any financial assistance in the development of this 
program? 

Mr. Bunker. In the form of progress payments, in the execution 
of the contract. 

Mr. Hésert. From the time it was put on the board and the com- 
petition was started, whose money was used? 

Mr. Bunker. Mr. Chairman, we were given a cost-plus-fixed-fee 
contract for the development of this airplane and for the building of 
the prototypes. The action of the cost-plus-fixed-fee contract was 
perfectly normal for an application of that kind of contract. 

Mr. Héperr. Let me say this, Mr. Bunker: I hope I don’t have to 
repeat it during the remainder of the hearings. There seems to be 
some idea afloat that the committee is stigmatizing plants which are 
practically exclusive Governrent plants. We are not stigmatizing 
anybody. We are merely trying to find out the facts. That is all. 
And the fact that you do have a complete Government contract or 
that this particular contract is applicable to yourself or to any other 
company needs no apologies, for the way it originated. It needs no 
explanation, except to state the facts. Because, as I see it, the decision 
which we have to make is to determine exactly how we are going to 
protect the security of this Nation. 

You have heard and I am sure you have been sitting in here and 
have heard diversified opinion even from members of this committee. 
To my right there was one member, Mr. Miller, who almost suggested 
that the Government just take over this program and operate it as a 
complete Government project. 

To my left, Mr. Gavin was complaining about no money being paid 
for the plants. So you see the great diversity of opinion. 

What the committee is trying to do is to determine what 
the policy of the Government should be. Maybe the Government 
should own plants. Maybe they shouldn’t. Maybe it should con- 
tinue in private industry. Maybe it shouldn’t. All that our respon- 
sibility is is the main objective of protecting the Nation, the security 
of the country being paramount. ‘To obtain that optimum, somebody 
has to pay the bill, and in America only one man pays the bill and that 
is the individual taxpayer. He is the only man. The Government 
does not just print the money. And those of us charged with the 
responsibility of Government are of necessity the president to our 
stockholder. We are trying to find out the proper answer. I don’t 
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mean that as a lecture to anybody, or to you as an individual. I am 
just trying to express the concept and purpose of this particular 
hearing is to find out whether we are getting the full 100 cents on our 
dollar value. That is all we want to do. 

I suggest to you on the question that I do ask or other members of 
the committee ask, they are not indicative that they are finding fault. 
We are just trying to find out what the facts are. 

I hope that I have made myself clear. 

Mr. Bunker. Yes, sir; thank you. If my answers were in any way 
sounding apologetic, I did not mean it that way. 

Mr. Héserr. This is not arguing or belaboring the point. When I 
asked about the contract on the Seamaster, the origination, you said 
it was the same as everybody else. All right, if it is the same, it is 
the same. There is no argument about it. We asked you the 
question. We are going to ask the other people the same question. 
And whether it is the same or not, is of no consequence, until we get 
the whole picture here. 

Mr. Bunker. May I repeat my answer, then, on that? 

Mr. Héspert. Surely. 

Mr. Bunker. As I say, I thought you were thinking about where 
the concept came from. The P6M was the contract that was awarded 
to us by the Bureau of Aeronautics. 

Mr. Hésert. That is right. 

Mr. Bunker. As a result of a competition in which there were two 
firms. 

You then asked if the Bureau of Aeronautics had given us any 
financial assistance in the execution of this contract, and I replied 
that it was a cost plus fixed fee, standard form of contract, in which 
as we completed portions of the work we billed it to the Navy and we 
were reimbursed. 

Mr. Hésert. That is correct. Those are the facts. As you 
uaderstand the line that we are coming to—and as you have explained 
so adequately and thoroughly, the financial position of the Martin Co. 

Mr. Bunker. Yes. 

Mr. Héserr. You would have been out of business today if the 
Government hadn’t come in and given you those contracts. 

Mr. Bunker. That is correct. 

Mr. Hfésert. You would have been broke. 

Mr. Bunker. That is correct, sir. 

Mr. Hénert. You were broke as a matter of fact until the Govern- 
ment came in. 

Mr. Bunker. That is correct. 

Mr. Hésert. All right. Now I think the people, the American 
public, is entitled to know that it has been Government business which 
has rescued you, a private corporation, and there is nothing funda- 
mentally immoral or illegal about it. It is the way we are doing busi- 
ness. 

Mr. Bunxer. That is quite correct. 

Mr. Hépert. And we have to make the policy and set the policy 
of whether the Government is to continue under the free-enterprise 
assistance program—free-enterprise system to continue to bail out 
private companies, not for the profit motive of the individual com- 
pany or the individual groups, but for the ultimate and necessary 
security of the country. 
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Mr. Bunker. That is right, sir. 

Mr. Hésert. To protect us all. 

Mr. Bunker. Yes, sir. 

Mr. Héserr. Because if we are not protected there won’t be any 
necessity of the Government bailing you or anybody else out. And 
this philosophy, right or wrong, is certainly a philosophy that has 
permeated the Government in the last 25 to 30 years. Because not 
only the aircraft industry, but even the homeowner has been bailed 
out, the individual homeowner. And everything in Government is 
on that. 

So we are trying to find out how far we want to go here and what 
policy we want to establish. 

Mr. Hess. Mr. Chairman, let me say that the alternative to this 
system would probably be the Russian system. 

Mr. Héserr. It is. That is what we want to find out. Either 
that or a supersocialistic system under another name, some kind of 
deal. I won’t preface the kind of deal by any word. 

Mr. Héserr. We will find some kind of deal to call it. Now we 
want to find out where do we go from here. And I think we are 
making progress. For my part, I think we are making fine progress. 

(Mr. Bunker nods.) 

Mr. Héserr. Because this is the first time that this particular 
story is being laid before the American public. And the com- 
mittee is determined that the industry shall have its full oppor- 
tunity to tell its story in order to find out exactly what is going on, 
so we can arrive at some kind of a logical conclusion. 

Any auestions, Mr. Hess? 

Mr. Hess. No questions. 

Mr. Héserr. Mr. Fisher? 

Mr. Fisuer. Mr. Chairman, I think I will ask him one. 

Mr. Héserrt. All right. 

Mr. Fisuer. This I am sure borders on security and if it does, 
why you so indicate. In reference to the $10 million plant at Denver 
to which you referred, are you able to identify that as to whether it is 
connected with research and development of the ICBM or is it designed 
to further the conventional types of missile production or development? 

Mr. Bunker. Mr. Fisher, I would like very much to talk about it. 
I am limited. I am sorry. 

Mr. Fisuer. That is all right. I didn’t know where the borderline 
was there. 

Mr. Bunker. I am sorry. 

Mr. Fisuer. If it borders on security, that is all right. 

Mr. Héserr. The committee is cogmizant of the security limitation 

Mr. Bunker. Yes, sir. 

Mr. Héserr. If you can’t answer anything that borders on the 
limitation of security, you, just as you did now, say no. 

Mr. Bunker. Thank you. I might say this is a real problem, too, 
in dealing with one’s stockholders. Very frequently we can’t tell 
them a lot of the story that we would like to. 

Mr. Héserr. It is a problem that we are very cognizant of. We, 
particularly the members of the Armed Services Committee, as indi- 
viduals and as members of the committee, are aware of it, and we are 
admonished, readmonished, and overadmonished, not to say anything 
and not even to discuss it after we have read in the papers the next 
day what we were told not to say. 
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Mr. Nelson? 

Mr. Netson. I have no questions, Mr. Courtney. 

Mr. Hésert. All right, Mr. Courtney. 

Mr. Courtney. Mr. Chairman, since we are substantially start- 
ing anew, perhaps it would be well in the light of Mr. Bunker’s 
statement to recap the total financial picture and then take up the 
distribution by contracts. 

Mr. Uhlig or Mr. Bunker, if you will follow me through, we will 
place in the record the financial picture of the company as it appears 
in 1952 under the circumstances which you have described in the 
statement. 

Now in December 1952 there were outstanding 1,913,974 shares of 
stock in the company with a stated par value of $1; is that correct? 

Mr. Uunuie. Correct. 

Mr. Courtney. And on August 31, 1955, which was the piont of 
cutoff prior to answering the questionnaire, there were 2,570,415 shares 
outstanding, of the same par value? 

Mr. Unuie. Correct. 

Mr. Courtney. And those shares were increased over that period 
under the circumstances described by Mr. Bunker? 

(Mr. Uhlig nods.) 

Mr. Courtney. To increase the capital structure of the company 
and also to make a distribution of stock in kind by way of a stock 
dividend to the existing stockholders? 

Mr. Unure. Correct. 

Mr. Courtney. Then in December 1952 your capital and surplus, 
arrived at in the way Mr. Bunker has described, by the sale of new 
stock and additions to capital, capital and surplus, represented 
$15,620,212? 

Mr. Unuie. Correct. 

Mr. Courtney. And on August 31, 3 years later, the capital surplus 
had come to $23,659,251? 

(Mr. Uhlig nods.) 

Mr. Courtney. In the same period you started with a net worth of 
$11,051,264 and on August 31, 1955, the net worth had grown to 
$52,144,710. 

That net worth was increased out of earnings? 

Mr. Unuie. Correct. Net worth was increased out of earnings, 
together with the sale of the stock referred to by Mr. Bunker. 

Mr. Courtney. That is correct. 

In that increase of course is reflected the fact that you had the 
benefit of a tax credit, which Mr. Bunker has spoken of. 

Mr. Unuie. That is right. 

Mr. Courtney. Arising from business occurring prior—or losses 
occurring prior to 1952? 

Mr. Unuia. Right. 

Mr. Courtney. So that had you been within the tax bracket, that 
picture would have been different by the amount of taxes you would 
normally have had to pay? 

Mr. Unuic. That is likewise correct. 

Mr. Courtney. In the same period the percentage of Government 
sales started in 1952 with 69.5 percent of Government sales. Then 
we come to 1953 with 98.3 percent; 1954 with 99.6 percent; and 1955 
with 99.7 percent. 
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You have already described the dividends, in Mr. Bunker’s state- 
ment, which were paid during 1954 and 1955. 

Mr. Unuic. The dividend shown as. the stock dividend valuation 
in 1955 is not correct. 

Mr. Courtney. Well, will you state what the stock dividend 
value was, according to the books of the company, at the time of the 
distribution, so we will have that all in one place in the record? 

Mr. Kenney. It was 10 percent in 1954 and 5 percent in 1955. 

Mr. Courtney. Yes; a total of 15 percent. 

Mr. Kenney. Yes, sir. 

Mr. Courtney. Will you give us the total value of the 15-percent 
stock dividend which was paid, 10 percent in 1954 and 5 percent in 
1955, so we may have that just at this point in the record? 

Mr. Unuic. The 1954 stock dividend is correct. 

Mr. Covurrngey. That is $5,339,059? 

Mr. Unuie. That is right. 

Mr. Courtney. And that would be a 10-percent distribution of 
stock to existing stockholders at that time? 

Mr. Unuia. That is right. 

Mr. Courtney. All right. Now, then, for 1955. 

Mr. Unuie. For 1955, $3,086,077. 

Mr. Courtney. That is book value, is it, of a stock distribution 
of approximately—5 percent? 

Mr. Bunker. Mr. Courtney, may I suggest that we let Mr. Uhlig 
say a word on stock dividends and their effect. 

Mr. Courtngy. Very good. 

Mr. Bunker. As to the description of what they actually are. So 
that nothing is misleading. 

Mr. Courtney. Since we have reached that point and the stated 
value has been declared, Mr. Ublig, will you answer the question as to 
what they represent so far as the distribution of earnings from Gov- 
ernment contracts are concerned? 

Mr. Unuic. Yes, Mr. Courtney. The stock dividend is a means 
of declaring a share of the number—in direct relationship to the 
number of shares to the stockholders and a means of conserving cash 
without increasing the stockholders’ equity in the company. 

In other words, if you own 100 shares of the company and that is 
1 percent and we declare a stock dividend of 10 percent, you now have 
110 shares, you still maintain the same relationship to your ownership 
in the company of 1 percent. 

As to the valuation which is assigned to the stock dividend, that 
is determined by the current market price range of the stock in 
agreement with the New York Stock Exchange. 

In 1954 it ran in the area of $23 a share as being the market price 
over the period required, and in 1955 it ran $24 a share over the period 
taken by the stock exchange for the determination of the value of the 
shares given. 

That is by accounting techniques a charge against the accumulated 
earnings of the corporation and a transfer of those accumulated earn- 
ings into fixed capital of the company, the capital stock and the paid-in 
capital referred to on the blackboard as capital surplus. 

So it is merely a transfer from the earnings retained in the business 
into the fixed capital of the business and the capital surplus account. 

Mr. Bunker. In other words, no relationship, no necessary relation- 
ship between earnings and stock dividends. It is perfectly possible 
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to declare a stock dividend when you have no earnings. I just wanted 
to make that clear. 

Mr. Courtney. Would we understand that the roughly $8 million 
value assigned on the figures that we have just recited represents 
market value—— 

Mr. Unuia. It represents the market value over the period deter- 
mined by the stock exchange. 

Mr. Courtney. That is correct. And that that $8 million was 
accumulated, then, or transferred to your capital and surplus account? 

Mr. Unuia. Correct; and retained in the business. 

Mr. Courtney. Which accounts, then, for the difference between 
the $15 million capital and surplus account in 1952 and the $23 million 
in 1955. 

Mr. Untuic. To the degree, however, Mr. Courtney, that the 1955 
stock dividend had not as of Auguat 31 been added into the capital 
surplus account. 

Mr. Courtney. Well, let me put it this way. At least the 1954, 
$5,339,000 —— 

(Mr. Uhlig nods.) 

Mr. Courtney. Is reflected in the increase from 1952 of the capital 
and surplus account from $15 million to that extent. 

Mr. Unuie. Correct, Mr. Courtney. 

Mr. Courtney. And certain other additions which have been made 
in the interval. 

Mr. Unuic. Through the medium of the sale of stock. 

Mr. Courtney. At the end of 1955, when your books will have been 
completed, the $3,086,000 of 1955 will be reflected in the capital and 
surplus account. 

Mr. Untia. In the capital stock and the capital surplus account. 

Mr. Courtney. So that will be in excess of the $23 million which is 
shown now. 

Mr. Unuiac. Correct. The capital stock account will be in the area 
of 2,700,000 shares and the capita] surplus account in the general area 
of $26 million. 

Mr. Courtney. Twenty-six million. 

Actually on the stated figures there, without any other additions, it 
would be $26,745,328. 

Mr. Unuia. Minus, however, the dollar a share which goes into the 
capital stock account. 

Mr. Courtney. And that would be minus $2,574,400. 

Mr. Unuic. Well, it would be $2,700,953, if you want to be exact. 

Mr. Courtngy. Very good. 

We understand the capital structure, I think. 

Now let’s come now to the Government-owned property and the 
company-owned property in the same pericd. 

The records show that $41,470,726 of Government property has 
been assigned to the company during the period in question. 

Mr. Unuie. At original cost value, some of which has been of the 
1952 through 1955 cost. 

Mr. Courtney. That is right. 

_ Mr. Unuia. And these are not depreciated figures. They are orig- 
inal cost figures. 

Mr. Courtney. Government figures are orginal cost figures, at 
Whatever time the installation was made. 
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Mr. Unsure. Correct. 

Mr. Courtney. And most of them or all of them were made prior 
to 1952, isn’t that correct? 

Mr. Unuie. No sir, 1953 and 1954 brought in some, too. 

Mr. Courtney. Substantially the greater portion of them were—— 

Mr. Unuia. In 1951-52, by the assignation of what has been referred 
to by Mr. Bunker previously as plant 2, a Government-owned plant. 

Mr. Courtney. Very good. 

The company-owned properties in the same period had an orginal 
cost of $19,020,954, against which there is a depreciation and amortiza- 
tion allowance of $7,885,323, so that the book value of the company- 
owned property at the moment is $11,135,631. 

Mr. Uutic. Correct, Mr. Courtney. 

Mr. Courtney. When I say at the moment, I mean as of August 
31, 1955. 

Mr. Untic. No; these are December 31, 1954, figures. 

Mr. Foco. December 31, 1954. Those figures. 

Mr. Courtney. I am sorry, December 31, 1954. That was the 
last time the books were balanced on that account. 

Mr. Untic. I have such figures that are prior to the completion 
of our audit and issuance of the annual report, as of December 31, 
1955, if you so choose to have them. 

Mr. Courtney. I think we should, Mr. Chairman. We have the 
other counts down to date. 

Mr. Héserrt. Will you furnish the committee with those figures? 

Mr. Courtney. You desire to supply them for the record or you 
want to present them now? 

Mr. Bunker. I think we will supply them for the record, Mr. 
Courtney, if that will be satisfactory. There are no great changes. 

Mr. Courtney. The relationship percentage remains relatively 
the same, doesn’t it? 

Mr. Uutuic. Yes. We have $20% million in company-owned 
property, a gross book value or original cost, with $9,032,000 of 
depreciation and amortization, with a net book value of $11% million. 

Mr. Courtney. So that the bottom line figure remains the same? 

Mr. Unuic. The bottom line figures remain essentially the same. 

Mr. Courtney. And within this year you have increased plant by 
roughly $1 million? 

Mr. Untia. $1% million; yes, sir. 

Mr. Courtney. A million and a half dollars. 

With respect to salaries and bonuses—I think that figure is already 
in the record. In total, for 1952, $286,992 within the management 
bracket, which the committee has arbitrarily fixed at $20,000 and 
above, with no incentive or bonus of any kind. 

In 1953, to the same individuals as appear on the sheet which is in 
the record, $340,575. 

Mr. Netson. What individuals are included in that? 

Mr. Courtney. All over $20,000. 

Mr. Netson. All over $20,000. 

Mr. Courtney. Over $20,000. That is an arbitrary cutoff, but 
we had to pick some point, and it has been done for all companies. 

With a bonus of $605,000. 

Mr. Hess. No; that is wrong; $60,500, it should be. 

Mr. Courtney. It should be $60,500; shouldn’t it? 





AIRCRAFT PRODUCTION COSTS AND PROFITS 1599 


Mr. Bunxer. Yes, sir. 

Mr. Courtney. Those figures are wrong; $60,500, among the same 
group. 

Mr. Bunxer. Yes, sir; $60,500. 

Mr. Courtney. Now in 1954—— 

Mr. Unuie. $73,000. 

Mr. Courtney. $73,000. 

In 1954, then, the same figures and the same relationship. A total 
of $421,416, with the $73,000 bonus. 

Now the last cutoff date for the salaries was August 31, which is 
only a portion of the year 1955. 

Mr. Unica. In this case, Mr. Courtney, in order to coordinate all 
of the replies 

Mr. Courtney. Very good. 

Mr. Unuic. That cutoff was as of May 31. 

Mr. Courtney. May 31, I am sorry. 

Mr. Uunuia. Yes. 

Mr. Foco. The bonus? 

Mr. Unuie. There was no bonus even as of August 31 and none as 
of May 31. 

Mr. Courtney. With respect to contributions which are detailed— 
you will verify our figures, Mr. Uhlig. 

Mr. Unuic. These are the amounts during the periods of perform- 
ance of the first B—57 contract, which questioning developed at the 
time of our previous hearing. 

Mr. Courtney. Yes. 

Mr. Unsure. The numbers are correct; yes. 

Mr. Courtney. The numbers are correct. 

We have for contributions from 1952 through the first 5 months, 
or May 30, May 31, of 1955, the Manufacturers Aircraft Association, 
$90,956; to the Aircraft Industries Association, $80,420 

Mr. Héserr. Eighty-eight. 

Mr. Courtney. Eighty-eight, 1am sorry. That is correct. 

Mr. Unuic. That is correct, Mr. Courtney. 

Mr. Courtney. Those have been checked through. 

Now those sums with reference to contributions and with reference 
to salaries are distributed percentagewise over the various contracts 
which we will discuss, as a part of overhead 

Mr. Unuic. Insofar as the Aircraft Industries Association and the 
salaries, yes. Insofar as the Manufacturers Aircraft Association, that 
is based on a contractual occasion which has as a medium of deter- 
mination of the amount of the dues to the association, which is essen- 
tially a cross-licensing arrangement. The Manufacturers Aircraft 
Association are based on the sales of the individual contracts, in a 
manner of determining the percentage, and are charged directly to the 
individual contracts. 

The Aircraft Industries Association dues and those of the salaries 
are distributed through overhead and allocated to all contracts on 
the basis of direct labor dollars in relationship to the total. 

Mr. Courtnry. So we may start out again with contract No. AF 
33(600)22208 (see p. 1725), which is a cost-plus-fixed-fee contract, with 
a price redetermination clause—— 

Mr. Hféperr. Identify the plane—— 
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Mr. Untic. No, sir. That is a fixed price incentive, fixed price 
redetermination contract. 

Mr. Courtney. Oh, I am sorry; I read the wrong line. Beg your 
pardon. Price redetermination of the fixed-price incentive-type 
contract, with a letter contract of September 2, 1952, and a definitive 
contract of August 1, 1953, and order to proceed September 19, 1952, 

What type or model of plane is this? 

Mr. Uuuic. This is the B—57B aircraft. 

Mr. Courtney. Was this a Martin development or is this some- 
thing that—— 

Mr. Bunker. This is the Martin outgrowth of the British prototype 
of which I spoke earlier. 

Mr. Courrnry. And in this case you pay a licensing fee? 

Mr. Unuic. We paid the original licensing fee under Air Force 
contract 22617 discussed at the time of our previous appearance 
before this committee, of $3 million—a total of $3,285,000, and so far 
against this contract, to the date of the performance, of $70,200. 

Mr. Courtney. Of that had been charged against this particular 
contract? 

Mr. Unuic. Had been charged against this particular contract. 

Mr. Courtney. Now that licensing fee was paid to the English 
Electric Co., Ltd., correct? 

Mr. Unuie. Correct, Mr. Courtney. 

Mr. Courtnry. And $70,200 of it as of the time we make the last 
contribution, or computation on this type of plane, or model, $70,200 
is the allocate portion to this particular contract? 

Mr. Unuie. That is correct. 

Mr. Courtnsey. Then you have previously explained the method 
of allocation of the overhead, engineering, and factory costs, and 
without repeating that explanation, Mr. Uhlig, in the case of this 
contract the contributions were distributed against this contract at 
the point of cutoff on the books at the total of 2.51 percent of the 
total, making $2,990 paid on this contract? 

Mr. Unuie. Correct. 

Mr. Courtney. With respect to travel and entertainment, a travel 
item of $165,764 was charged against this contract and there is 
assigned an entertainment cost of $9,296. Was the $9,000 item 
charged this contract? 

Mr. Untuic. No. As you, yourself, explained previously, this is 
purely a bookkeeping allocation on our records. We do not receive 
any reimbursement of entertainment, nor do we request such reim- 
bursement. , 

Mr. Courtney. So the only item charged against this contract is 
$165,764 of travel? 

Mr. Uuuia. Yes. 

Mr. Courtney. For company personnel and generally —just repeat 
for the record the purpose of the travel? 

Mr. Bunker. I might answer that, Mr. Courtney. 

Mr. Courtney. Very good. 

Mr. Bunker. The travel is expenses in our company covering 
transportation charges. They include the room and board and local 
transportation like taxis and that sort of thing. 

Mr. Courtney. The principal purposes? 
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Mr. Bunker. The principal purposes, are, (a), engineering liaison 
between ourselves and the military bases wherever they may be in the 
country. Engineering liaison between ourselves and our suppliers 
and our subcontractors and our associate contractors. The liaison 
on the part of our manufacturing people with such suppliers and sub- 
contractors. Manufacturing assistance or traveling of manufacturing 
personnel for assistance to subcontractors. And the travel of our 
service department people that have to do with operating problems 
throughout the services, accident investigations, maintenance and 
technical representation generally. 

Mr. Courtney. Of the depreciation account, which appears on 
your total account, $214,408 was allowed against this particular 
contract, or a total of 8.4 percent of the company’s total, correct? 

Mr. Unuia. Correct, Mr. Courtney. 

Mr. Courtney. And amortization under the certificate of necessity 
which you have just described, a total of $78,367, or 9.578 percent of 
the company total was charged against this contract; is that right? 

Mr. Uutia. Also correct, Mr. Courtney. 

Mr. Courtney. If we can come to the unit costs of these planes. 
Will you refer to exhibit A which I believe contains the whole com- 
putation, and give us the unit cost under the two different contracts 
and the profit per plane, estimated as of this time. You have that 
on total? 

Mr. Uunuia. Yes, sir. In order, the total profit claimed on this con- 
tract is $9,177,503. 

Mr. Héspert. Break that down into units. 

Mr. Courtney. You break that down, please. 

Mr. Unutia. Per unit, $51,738. 

Mr. Hésert. Per unit cost. 

Mr. Courtney: Then, the total cost of the unit plane distributed 
over the numbers would come to $614,240 per unit. 

Mr. Uuuia. Correct. 

Mr. Courtney. Of which $51,738 

Mr. Untuie. Not of which, but to which. 

Mr. Courtney. Pardon me. To which would be added $51,738 as 
your estimated profit? 

Mr. Unuia. Correct. 

Mr. Courtney. On the figures you now know. 

Mr. Unuia. On the figures we now know. 

Mr. Courtney. Has there been with respect to this contract any 
attempt between yourself and the Air Force on an adjustment or 
redetermination of figures? 

Mr. Untuic. Only the assignment of the firm target price. No 
final redetermination has taken place because the contract has not as 
yet been fully delivered. 

Mr. Courtney. And is the $665,000 the target price? 

Mr. Unuic. No. That is our estimate of what the price will be at 
conelusion of the contract. 

Mr. Courtney. And with respect to target, what is it? 

Mr. Unuia. There are two models of airplane inside that contract, 
Mr. Courtney. 

Mr. Courtney. Yes. 

Mr. Uunuia. One is a B-57B and by a reassignment of models 
later, there is a B-57C. 





1602 AIRCRAFT PRODUCTION COSTS AND PROFITS 


The individual unit targets for the contract are $651,899 for the 
B’s and $699,228 for -the é airplanes. They are averaged when you 
come to the final redetermination. 

Mr. Courtney. Then the average would be what at the moment? 

Mr. Unuie. I don’t have that calculated, Mr. Courtney. 

Mr. Courtney. Anyway it would be an average of the two, 
against which would be applied your present estimate of $665,000- 
$665,978, in order to determine the breakage as to yourself and the 
Air Force? 

Mr. Unuie. It would apply against the $665,000. 

Mr. Courtney. And on what basis is this—— 

Mr. Unuic. On an 80-20 sharing contract. 

Mr. Courtney. 80-20 sharing contract. 

Mr. Chairman, the detail with respect to subcontracts and also 
distribution of labor costs and the other items is contained in this 
pamphlet. I would ask that it be incorporated as a part of the record 
without repeating it. 

Mr. Hésert. Without objection, it shall be so. 

Mr. Courtney. Mr. Chairman, with the permission of the sub- 
committee and in the interest of conserving space, there are many 
duplications throughout these pamphlets. In reproducing the whole, 
we will only reproduce the individual items once, and incorporate 
them by reference. 

The next contract—we will take the Air Force first. 

Mr. Foao. Retired officers? 

Mr. Courtney. I covered that. 

(Mr. Hébert aside.) 

Mr. Courtney. I covered retired officers, didn’t I? 

Mr. Bunker. Yes, sir. 

Mr. Unuic. You covered those under the previous contract. 

Mr. Courtney. Yes. 

The other one we discussed on the previous hearing was 22617, is 
that right? 

Mr. Unuic. That is right. 

Mr. Courtney. Air Force AF 33(038)22617. 

We have discussed that and I don’t think we applied—let me get 
to look at this first. I don’t think we reached the target figures. 

Mr. Untiac. Yes, we had covered that completely. 

Mr. Courtney. Had we? 

Mr. Uunuie. Yes. 

‘ 7 Courtney. Let us turn to the—which of the Navy would really 
e first? 

Mr. Untuie. The first one is contract 10382. 

Mr. Courtney. 10382. 

Mr. Netson. May I make an inquiry? Does it appear of record 
what the B-57 is and if it is still being produced in quantity? 

Mr. Courtney. I thought it did. ; 

Mr. Bunker. Yes, may I answer the question? It is in production 
at this time, Mr. Nelson. 

Mr. Ne son. It is a heavy bomber? P 

Mr. Bunker. No, sir, it is a light bomber. It is a twin jet light 
bomber. 

Mr. Netson. Based on a British design? 

Mr. Bunker. Correct, sir. 
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Mr. Courtney. On a licensing agreement. 

We come to the Navy contracts. The first of them is NOa(s)10382 
(sce page 1710.). And that is a contract covering what model? 

Mr. Unuie. P5M1. 

Mr. Courtney. And this is a fixed price incentive type contract, 
with a letter contract dated March 31, 1949, and a definitive contract 
dated March 31, 1949. Has this contract been completed? 

Mr. Uunuia. It has. 

Mr. Courtney. Within the period covered by this inquiry? 

Mr. Uunuie. It was originated obviously before the period. 

Mr. Courtney. Yes. 

Mr. Unutc. And completed, I believe, right about the beginning 
of that period. 

Mr. Courtney. Then at least it would have to be taken into 
consideration in this inquiry, covering the 4-year period? 

Mr. Untica. Yes, in the period covered by our reply. 

Mr. Courtney. Now without detailing in cach instance, the allo- 
cation of contributions to this contract was 5.38 of the company’s 
total, the depreciation was 6.14 percent of the company’s total, and 
the amortization, the rapid amortization was 0.52 percent of the com- 
pany’s total. 

Will you turn, please, to the unit costs, page—you have some new 
sheets here. 

Mr. Untic. Not on that contract. 

Mr. Courtney. These are new sheets that I have substituted. 

Mr. BunKEr. We have the material here. 

Mr. Courtney. Do you? 

Mr. Bunker. Yes. 

Mr. Courtney. Will you give us in this order from vour shcets—I 
seem to have a repair job here—the target price established for this 
plane, the cost of producing and the profit assigned? First you 
better answer whether or not this contract has been—— 

Mr. Untic. This contract has been finally redetermined. 

Mr. Courtney. Very good. 

Mr. Untuic. The cost of the airplane was $4,929,000—sorry. The 
cost of the airplane was $4,769,820. The profit per airplane was 
$159,580. The selling price was $4,929,400 at completion. 

Mr. Courtney. At completion. Those figures have been agreed 
upon so far as yourself and your company and the Navy are concerned? 

Mr. Unuic. That is correct. 

Mr. Courtney. And the contract has been closed? 

Mr. Untie. Do you want the total—— 

Ry Netson. Mr. Chairman, does it appear what type of plane 
this is? 

Mr. Hérert. I thought he identified the plane. 

Mr. Courtney. He did. 

Mr. Bunker. Yes. May I do it again? 

Mr. Courtney. Yes, sir. 

Mr. Bunker. This is a twin engine seaplane used for antisubmarine 
warfare purposes. 

Mr. Héperr. It was identified earlier this morning in discussing it. 

Mr. Bunker. For deployment in both oceans. 

Mr. Netson. And how many have been delivered? 

Mr. Courtney. On the first contract. 
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Mr. Unuic. On the first contract there were four. 

Mr. Netson. And it is now under production? 

Mr. Bunker. Yes, sir, it is still in production. 

Mr. Uutie. Still in production. 

Mr. Courtney. Was the next one the same plane? 

Mr. Un ic. The next one is the same plane. 

Mr. Courrney. This is off the record. 

(Discussion off the record.) 

Mr. Uutuie. 51024. 

Mr. Bunker. This perhaps will help set the thing in focus. 

Mr. Courtney. Yes. 

Mr. Bunker. This is;the production contract. 

Mr. Courtney. Very good. 

Mr. Bunker. That followed the completion of the prototypes that 
are referred to here. 

Mr. Courtney. Very good. 

Mr. Chairman, may the record show that we are going to discuss 
NOa(s)51—024-i (see p. 1650), which is a production contract still in 
work—am I correct? 

Mr. Uuuia. No, this is complete. 

Mr. Courtney. Completed, on the P-——— 

Mr. Unuic. P5M1. 

Mr. Courtney. Which we have just discussed in the previous 
instance. 

Without detailing—this is a fixed price redetermination—a fixed 
price incentive-type contract, with a letter contract of July 14, 1955, 
and a definitive contract of the same date. 

Mr. Unuia. 1950, Mr. Courtney. 

Mr. Courtney. 1950, I am sorry, and an authorization to proceed 
on the same date. 

May the record show that with respect to the distribution of 
contributions, 8.93 percent of the company’s total has been assigned 
to this contract, that as to depreciation, 7.01 percent has been assigned, 
and with respect to amortization, 5 percent of the company’s total 
has been assigned over the period of the contract. 

Let’s come to the unit cost as finally determined upon. First fix 
the target price as agreed upon and then the total cost—total sales 
price, I am sorry. 

Mr. Uuuic. Total sales price as agreed upon was $1,112,550, which 
included profit of $100,015. 

Mr. Courtney. And the target price 

Mr. Unuia. The total sales price of $1,012,535. 

Mr. Courtney. And a target price of? 

Mr. Unuia. At a firm target price of $1,161,722. 

Mr. Courtney. Which will be split on a percentage of —— 

Mr. Unuiae. 85-15. 

Mr. Courtney. 85-15. 

Mr. Unuie. Right. 

Mr. Courtney. Just to be doubly sure, that split is not indicated 
in the $110,000 profit which you assigned? 

Mr. Unuiae. Yes. 

Mr. Courtney. Is it? 

Mr. Uuuic. That is the finally redetermined price. 

Mr. Courtney. Then we are to understand that the—what page 
is that now? 
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Mr. Untuie. Exhibit A. 

Mr. Courtney. On exhibit A, the $100,015 profit reflects profit 
under the contract percentage which is plus the breakage on the in- 
centive. 

Mr. Unuie. Correct. 

Mr. Courtney. And that is the total profit derived on that con- 
tract per unit. 

Mr. Untia. Per unit. 

Mr. Courtney. I guess that is all. 

Mr. Chairman, may the detail with respect to the distribution of 
costs be incorporated in the record in the same fashion as under the 
other contracts? 

Mr. Hésertr. Without objection. 

Mr. Unuie. The next one is 51-684-1. 

Mr. Courtney. The next one is NOa(s)51-684-i. This is a fixed- 
price redetermination—fixed price incentive type contract with a 
letter of contract February 10, a definitive contract of February 10, 
1951, and an order to proceed on the same day. (See p. 1668.) 

The type of plane and model involved is the P5M1, am | correct? 

Mr. Uutuia. Correct. 

Mr. Courtney. Let the record show that the contributions 

Mr. Untia. Of course there were included four more aircraft known 
as P5M1G aircraft for the Coast Guard. 

Mr. Courtney. For the Coast Guard? 

Mr. Uunuie. Yes, sir. 

Mr. Courtney. Well, does the inclusion of those four reflect itself 
in the totals? 

Mr. Unuia. It does. 

Mr. Courtnry. So that we understand, we have four additions 
which are not properly assigned a Navy inventory. 

Mr. Unuie. These in the Coast Guard inventory. 

Mr. Courtnry. But were paid for under the general contract. 

Mr. Unuic. They were paid for under the contract by a transfer of 
funds by the Coast Guard through the Navy. 

Mr. Courtnry. The distributions of contributions to this contract 
was 6.9 percent of company total, of depreciation 6.31 percent of 
company total and of amortization, 4.95 percent of company total. 

Has this contract been finally concluded? 

Mr. Unuie. No; it has not been finally redetermined. All the 
articles have been delivered. Its final redetermination is pending. 

Mr. Courtney. Will you state for the record the target price agreed 
upon per unit? 

Mr. Unuie. The target price agreed upon per unit was $1,047,490 

Mr. Courtney. As of the present time your estimate of the cost per 
unit and profit is how much per unit? 

Mr. Untia. $960,076 sales price, which includes $98,022 per unit. 

Mr. Courtney. Profit. 

Mr. Uuuia. Profit. 

Mr. Courtney. The breakage on this incentive-type contract is on 
what percentage? 

Mr. Unuie. 75-25. 

Mr. Courtney. 75-25. 

Does the estimated $98,022 profit include 

Mr. Untia. It does, Mr. Courtney. 
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Mr. Courtney. The incentive distribution? 

Mr. Unuica. It does. 

Mr. Courtney. As well as the fixed percentage? 

Mr. Uuuia. It does. 

Mr. Courtney. This contract, to repeat, is not finally determined 
upon? 

ae. Uuuic. This contract is not finally redetermined. It is pend- 
ing. All the units have been delivered. 

Mr. Courtney. Next contract in work is NOa(s)52-982 (seep. 1682), 
and that is for what type of plane? 

Mr. Unuic. Two types of airplanes—actually 3 types. P5M1, 
several Coast Guard aircraft included in here known as the P5M1G, 
and a P5M2 aircraft. 

Mr. Courtney. This commenced with a letter contract and a 
definitive contract of May 21, 1952, and authority to proceed on the 
same day. And in this case the distribution of contributions was 10.5 
percent of the company’s total for the period covered, depreciation 
13.04 percent of the company’s total, and amortization 13.43 percent 
of the company’s total. 

The other detail, Mr. Chairman, appears in the exhibit and I would 
request it be incorporated in the same fashion as with respect to the 
other exhibits. 

Mr. Courtney. The date of completion of this contract is what, 
Mr. Uhlig? 

Mr. Unuuic. Presently in delivery. 

Mr. Courtney. Will you give us, please, the target price per unit? 

Mr. Uuntic. This contract has not as yet had a firm target price 
negotiated on it and substantiated by amendment to the contract. 
It has been negotiated with the Navy, but we have not as yet come 
to it. 

Mr. Courtney. You have not come to a final target price? 

Mr. Untic. We have not yet come to a final target price. 

Mr. Courtney. Do you have for the record an estimate of the cost 
of production of this unit? 

Mr. Untic. Yes, we do, sir, and here I will have to split them 
according to the models of airplanes that I mentioned to you. 

Mr. Courtney. There is a variation, is there, because of equipment? 

Mr. Unuic. There is a variation because of equipment and type. 

As to the P5M1G, proposed target cost of $879,260. 

Mr. Courtney. Per unit? 

Mr. Uatic. Per unit. Target proposed profit per unit, $76,285. 
Selling price, $961,551. 

As to the P5M1, cost $906,016. Unit profit, $78,606. Selling 
price, $990,829. 

As to the first group of P5M2 airplanes, $968,665 cost. $84,041 
unit profit. Selling price, $1,059,341. 

Then there has been by a supplemental agreement or proposed by 
supplemental agreement, not yet added to the contract but negotiated, 
in course of negotiation with the service, a follow-on for an additional 
quantity of P5M2 airplanes at a lower unit cost of $930,825. Unit 
profit, $80,758. Selling price, $1,017,957. 

Mr. Courtney. Mr. Uhlig, the estimates which are made are 
made on the present cost of material and present labor costs, is that 
correct? 
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F Mr. Unuic. That is correct. They are, Mr. Courtney. They 
represent our best estimate of the cost of these units at completion 
at this time. 

Mr. Courtney. As of this time. 

Mr. Unuic. That is correct. 

Mr. Courtney. And the same answer would be true with respect 
to the other three types of units? 

Mr. Unutc. That is likewise correct. I might mention that there 
is a greater risk being taken on this contract, with the percentage of 
sharing moving to 70-30. 

Mr. Courtney. I am sorry, I missed that. 70-30, then, is the 
share on this? 

Mr. Untia. That is correct. 

Mr. Courtney. Mr. Bunker, the general subject of change orders 
and the terminations, of course, which you have had, none are the 
concern of the subcommittee. 

With respect to change orders, we would appreciate your comment 
as to their—that is, as distinguished from the monetary change orders 
alone, affecting only the pricing under the contract. 

We would appreciate the comment to the committee on the influence 
of those change orders in progress and costs in performance. 

Mr. Bunxer. Referring to the B—57 contract, if I may, to take it 
in the same order as we did earlier, the original contract for that 
contemplated fairly substantial modification of the British design to 
American standards, American engines, a new bomb-bay door, and 
other things that we contracted to do to fit it up for our services. 

Following that, the really significant changes that were made in 
this aircraft were a change to a reconnaissance version, quite a 
number. 

This was a change that took out certain of the armament features 
and made it useful for reconnaissance. This removed considerable 
weight from the airplane and increased its range for that purpose. 

An additional change of a major nature was in the development 
and building of the B-57B. They gave this airplane a bombing 
capability that had not been in the original. This included such 
things as a change in the crew arrangement, where we incorporated 
different brakes and external stores and other subsystems that were 
necessary for that purpose. 

Another major change in the aircraft as it grew was to increase its 
combat capability, the addition of new armament. Certain new 
armaments and guns had been brought to final development, and we 
incorporated those in the aircraft. This took rather extensive modi- 
fication of certain of the wings because of stresses that occurred in 
localized areas. 

The other fairly significant change was the provision of a dual- 
control capability in this aircraft, so it could be used for training 
purposes. 

Those are the major developmental changes through the life of the 
aircraft. 

Mr. Courtnry. Are the bulk of those changes reflected in the first 
of the contracts to which we have referred, the $4 million units? 

Mr. Bunxer. Mr. Uhlig says that they were. All except the last 
change I indicated, having to do with the trainer, the dual-training 

74721—56——21 
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capability, were all in the first contract, and the latter one is in the 
second contract. 

Mr. Courtney. Those of course reflected themselves in changing 
costs? 

Mr. Bunker. Yes, sir. 

Mr. Courtney. Which may account in some respect for the 
difference in the units—strike that—which is some explanation of 
some part of the difference in cost between the first group of units 
and the latter group of units. 

Mr. Bunker. Yes. There are two factors of course that were 
operating here. 

Mr. Courtney. In addition to experience. 

Mr. Bunxer. The cost of certain changes on the one hand might 
tend to increase the cost temporarily, but as the production pro- 
gressed, you came down on the learning curve and the net was a 
decrease. 

Mr. Courtney. Were those changes proposed by the company or 
by the Navy? 

Mr. Bunker. This is Air Force in this case. 

Mr. Courtney. I am sorry, Air Force. 

Mr. Bunker. The major changes that I refer to here—and I hay 
picked out only the most significant changes. 

Mr. Courtney. Significant changes. 

Mr. Bunker. Were those that were either—well, I think we should 
say that they were primarily instituted by the Air Force because of 
the requirement for some increased capability. And when that 
requirement arose, we did the best we could to find out means in 
which to meet it. So I would say they initiated the change and w 
worked to incorporate it. 

Mr. Courtney. What have you to say as to the company’s exper- 
ence with reference to implementing change orders, so far as the work 
progress is concerned, once the change has been agreed upon or had 
been settled upon. 

Mr. Bunker. Well, once the change has been agreed upon, things 
go forward rapidly and without any undue delay. The problem of 
course in changes as you develop the aircraft is to make sure that you 
are in technical areas that you fully understand and there are some- 
times some delays before that kind of a problem is resolved. 

Mr. Courtney. With reference generally to these other types of 
planes for the Navy which have been discussed here, what have you 
to say with respect to the significant change orders and their effect 
on cost and production schedules? 

Mr. Bunker. The major changes in the P-5 had to do with the 
installation on the first contract of hydroflaps in the afterbody. 
These are sections of the fuselage that can be extended on the water 
and aid in the airplane’s maneuverability. This enables it to get in 
and out of tight places and up to buoys and docks. 

There was an important change made in this airplane in the de-icing 
system. It was originally laid down with thermal de-icers and later 
there was an improved light-weight de-icer booth developed, which 
we incorporated in this airplane. 

There was a change of some significance in the application of radar. 
This airplane carries a very powerful airborne radar and the new 
development was made which was incorporated in the airplane. 
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As a change order in these contracts was included the work necessary 
to develop the P-5-2—and this is the airplane that we are now build- 
ing. The primary changes there were the incorporation of a T-tail, 
which got the tail surfaces up out of the water and gave better control. 
Some improvements in the engines. And a provision in the airplane 
to permit it to operate successfully upderwater at a greater gross 
weight, meaning that we could carry greater stores. 

Those, over the life of the contract, were the significant changes or 
crowth factors involved. 
~ Mr. Courtney. What have you to say as to the costs of those 
changes so far as they affect the total price of the unit costs and so far 
as they affected progress of the work? 

Mr. Bunxer. Well, on the first contract we have allocated to 
change orders $3,700,000. But in quoting that figure, I must point 
out that those change orders include the addition of certain things that 
were not specifically definitized to put in the contract at the beginning. 
So while I must call them change orders because of the terminology 
involved, there were not added costs. 

Mr. Courtney. Or additions to the weight of the plane by addition 
of other equipment. 

Mr. Bunxer. In the second contract the change order item reads 
$5,806,000, but that also included the addition of 4 airplanes for the 
Coast Guard. 

The change orders on the third contract amounted to $9 million, 
as we keep our books, and on the fourth contract they amounted to 
$15 million. But in that case it included 11 additional airplanes. 

Mr. Courtney. So far as total price is concerned and work progress, 
the change orders reflected in the report of your company have no 
special significance in your opinion, do they? 

Mr. Bunxer. I do not consider change orders significant, Mr. 
Courtney, as an item of cost, provided that they are properly planned 
and are properly phased into our production, so that you don’t lose 
time or you don’t drop your schedule as a result of it. 

Had one continued on an exact copy of the first aircraft throughout 
the life of the production, there is no question but what the man- 
hours per pound would have come down, more than they did. This 
is very difficult to estimate. 

Mr. Courtney. The addition of planes, however, by way of change 
order—the instance you cited of 11—would tend of course to decrease 
the unit cost, would it not? 

Mr. Bunker. And this I think is evident in the figures we read. 

Mr. Courtney. And in fact would decrease the unit cost because 
of the leaning curve extending over a longer period. 

Any questions? 

Mr. Héperr. Mr. Hess? 

Mr. Huss. I have no questions. 

Mr. Hfépert. Mr. Bates? 

Mr. Bares. Were all of these change orders made as a consequence 
of improvements or were some of them made as a consequence of lack 
of foresight or ability to produce? 

Mr. Bunker. I think I must say, Mr. Bates, that if our foresight 
and judgment had been better than it was, we probably would not 
have been had to make some of the changes that we did in fact have 
tomake. However, most—all of the changes that were made were 
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made as the result of certain developments that we had learned in the 
meantime. For example, on the P-5, we had learned how to operate 
hydroflaps successfully, and increased maneuverability that was 
thereby given to the airplane was a very attractive feature and we 
had not had that in development before. 

Mr. Bares. Were there apy cases of the inability to develop 
something which you had in mind? In other words, was it a 
complete—was the plane complete in design before you even started, 
or was there a certain aspect of it which you thought probably would 
develop that didn’t? z 

Mr. Bunker. No; there were none that we thought would develop 
that did not develop. Some of them didn’t develop as quickly as we 
had hoped, but the airplanes when they went into production were 
all flying prototypes and successful in the overall sense. 

Mr. Barss. When you went into production, unlike some of the 
Boeing examples which we received in this pamphlet here—all of 
yours were flying. All of your experimental models were actually 
flying before you went into production? All of your planes actually 
flew, then? ; 

Mr. Bunker. That is correct. 

Mr. Netson. Mr. Bunker, did these modifications in the contract 
involve holding up the delivery of planes already manufactured? 

Mr. Bunker. No, sir. 

Mr. Netson. In other words, these modifications were made before 
the finished plane came off the line? 

Mr. Bunker. No; that is not necessarily true. Some of them were 
made off the line because we find it less costly to make modifications 
off the line than to interrupt the production line in order to incorporate 
achange. But the delivery schedules on the P-5M, which are the last 
group of contracts we received, incorporated all of the changes and kept 
the whole program on schedule, from the beginning up to the present 
time. 

On the B-57, there were some changes in the schedule itself as a 
result of the modification of the airplane. But those changes were 
made in the schedule at the time we embarked on the modification. 
In other words, that was part of the price, shall we say, of the change. 

Mr. Netson. So you didn’t have to hold aircraft manufacture for 
modifications? 

Mr. Bunker. No, sir; we didn’t have large numbers of finished air- 
planes waiting or anything like that. 

Mr. Netson. That is all. 

Mr. Héserr. Mr. Courtney, you have another question? 

Mr. Courtney. Yes. 

In discussing the bonuses for 1955, I note that you have not assigned 
any for the vear. The question asked you was whether or not you 
have received any notice from the Air Force or the Navy suspending 
the payment of bonuses for that year. 

Mr. Unuic. No formal notification of suspension. There has been 
a considerable amount of discussion and a statement to the effect 
that certain of this incentive compensation may not be a proper 
cost against the government business put out by the Air Force. 

We have not as yet had a final ruling on it out of our cost inspector 
who is resident at our facility. We have not been formally advised 
of the suspension of these items, but neither have they been formally 
allowed. 
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Mr. Courtney. You are speaking now of the Air Force. 

What about the Navy? 

Mr. Unuie. I spoke of a determination being issued by the Air 
Force in mid-1955, to the effect that these costs were not proper for 
inclusion in a contract. But this has not as yet reached a formal 
point of suspension. 

Mr. Courtney. Right. 

What determination if any on the subject had been made by the 
Navy Department? 

Mr. Unuie. We reviewed with the Navy our costs and it was their 
opinion that such a plan was appropriate. But there has been no 
formal ruling from the Navy cost inspector as yet with respect to 
these costs. 

Mr. Courtney. To the Navy contracts. 

Mr. Unure. That is correct. 

Insofar as the contracts that have been closed up, in order to, as 
was said, meet the integrity of their commitments, the earlier contracts, 
to the degree that they may have had a small amount of incentive 
compensation, were closed up on the basis of an overall satisfactory 
price, without a complete mathematical calculation as to how that 
price was arrived at, the method by which that price was arrived. 

Mr. Courtney. So whether or not that included bonuses or not 
would be a matter of individual 

Mr. Unuic. It would be a matter of considerable debate, that is 
correct. 

I might say that I considered them to be in there and the negotiator 
for the service might well consider that in setting the price he did not 
have them in there. 

Mr. Courtney. So what you did, then, was agree or compromise 
upon a figure? 

Mr. Untic. We compromised on a figure, and this is customary, 
that you come in with an actual submission of cost, but as you sit 
there and negotiate there is a give and take and an offer of a price and 
it is either acceptable or nonacceptable. When you come down to the 
final conclusion, there is no means that I have to arrive at an actual 
arithmetical derivation of where we started to a price that we finally 
agree to accept. 

_Mr. Hiéserr. Something like the bureaus that ask for appropria- 
tions. 

Mr. Bunker. I would like to say just a word, if I may, Mr. Chair- 
man, on this subject of incentive compensation. And I say it as 
simply a conviction of my own, that there isn’t any question in my 
mind but what a well-administered incentive-compensation plan 
does result, if it is properly handled and if you evaluate correctly the 
performance of the people that are in a position to significantly 
influence the result, but what it finally comes out that you have better 
performance, higher efficiency, and lower cost. 

Mr. Hess. That is right. 

Mr. Héserr. Mr. Bunker, for the record, would you please give 
us your background? 

Mr. Bunker. I am an engineering graduate in mechanical 
engineering. 

Mr. Hésertr. Which school? 

Mr. Bunxer. Massachusetts Institute of Technology. 
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After I left school, I worked in Chicago for several years in the food 
business, with the meat- packing companies. Later z joined a man- 
agement-engineering firm in Chicago. I was there about 6 or 7 years, 
when I moved to Cincinnati, where I was a vice president in charge 
of production for a large food company. 

I moved in 1948 to the Trailmobile Co. in Cincinnati, manufacturers 
of truck trailers, where I was president. 

I came from there to Martin, in February of 1952. 

Mr. Hésert. And you have been there ever since? 

Mr. BunKxer. Since. 

Mr. Hésert. Who set your salary, Mr. Bunker? 

Mr. Bunker. My board, the board of directors. 

Mr. Héserr. The board of directors? They also set the increases? 

Mr. Bunker. Yes, sir, they established the salaries for all officers, 

Mr. Héperrt. All officers. 

How many members of your board? 

Mr. Bunker. We have eight. ‘There are eight members on our 
board. 

Mr. Hépert. Eight members of the board? 

Mr. Bunker. Yes. 

Mr. Hésert. What fee do they receive for board of directors 
meetings? 

Mr. Bunker. Our board receives an annual fee of $5,000. 

Mr. Hésert. How many meetings do they have a year? 

Mr. Bunker. We have 12 regularly scheduled meetings, plus what- 
ever meetings we call or whatever meetings that I call for consultation 
in the interval. 

Mr. Hféperr. Are there very many meetings called for consultation 
in the interval? 

Mr. Bunker. Yes. I consult quite frequently with subcommittees 
of the board or with 1 or 2 on special subjects. 

Mr. Hésert. Are you familiar with the ruling of the Air Force 
which was read into the record on the opening day about approval of 
salaries above $25,000? 

Mr. Bunker. No, sir. That is all I ever heard of it, was—— 

Mr. Héserr. You never heard of it? 

Mr. Bunker. Yes, sir. 

Mr. Hfésert. You receive a salary of $100,000 or $140,000, and 
you don’t know whether your salary has been approved by the Ar 
Force or not, in spite of that regulation? 

Mr. Courtney. The regulation of the Air Force. 

Mr. Bunker. No, sir, I don’t. 

Mr. Héserr. Of course, then, the Air Force would have to answer 
that question, if they are sufficiently interested in the hearing. In 
connection with your transportation and entertainment, as I under- 
stand it now, your transportation includes per diem expenses, of 
individuals, that is, hotel and meals? That is included? 

Mr. Bunker. Yes, sir. 

Mr. Hésertr. Do you have any limitation on those per diem 
expenses? 

Mr. Bunxer. No, we don’t have any procedural or formal limits- 
tion, but every expense account is subject to review by the person's 
department head and by his division head for approval, and it is 
charged to the cost of the department that the person operates in. 
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Mr. Hfésert. That was the purpose of the question. 
Mr. Bunker. Yes, sir. Then we have a rule of thumb of about 
$13, isn’t that correct? 
Mr. Unuie. Below department head. 
Mr. Bunker. Yes, sir. 
Mr. Hféperr. That is what I am trying to get. Because the 
Government has a certain per diem allowed for its personnel. I am 
just wondering, since this is charged against the Government contracts, 
whether you had unlimited expenses or not. 
Mr. Unuia. No, sir. 
Mr. Bunker. No, sir. 
Mr. Hféperr. You do not. 
Mr. Bunker. They are not unlimited. 
Mr. Héserr. You can’t eat fillet mignon for breakfast? 
Mr. Bunker. Not every day. 
Mr. Hénert. Some days you can, if you don’t eat it at night. 
How about yourself, do you have an expense account? 
Mr. Bunker. Yes, sir. 
Mr. Hésert. What is the size of that account? 
Mr. Bunker. You mean do I have a fixed account? 
Mr. Héperr. Yes, sir. 
Mr. Bunker. No, no. 
Mr. Héserr. Are you subject to the same limitations 
Mr. Bunker. I charge for the proper expenses. 
rat- Mr. Héserr. That is correct. 
‘ion I have no further questions. 

Mr. Courtney. Mr. Uhlig, I think, can answer some questions 
Lion with respect to the allowance by the Government, Mr. Chairman. 

Mr. Unnia. Mr. Chairman, when you said did Mr. Bunker have 

tees specific knowledge of the Air Force procurement circular 
Mr. Héperr. Yes. 
orce Mr. Unuie. And he answered you that he did not, I do have 
il of knowledge of it. It was issued the early part of January of 1956. 
By the time that we got a copy of it, it was in the early part of Febru- 
ary of 1956. These things take a little time to get around. 
Mr. Hféiserr. We understand that very well. 
Mr. Untuiae. I have had an initial conference with our Air Force 
administrative contracting officer with respect to the data which will 
be necessary for the approval of such salaries. I would just like to 
have that as a part of the record. 
Mr. Héperr. All right. 
Mr. Unuic. That we are cognizant of it and have had an initial 
swer conference with the administrative contracting officer for the data 
In necessary to substantiate it properly. 

\der- Mr. Hfépertr. As I understand, it is $25,000 and above on unit 
s, of contracts—I mean on individual contracts, or overall picture? 

Mr. Courtney. No. 

Mr. Unuie. As I understand that procurement circular, Mr. Chair- 
liem man, any salary in excess of $15,000 per year requires individual ap- 

proval by the administrative contracting officer-——— 

Mr. Hféperr. It is $25,000. 

Mr. Untie. Any salary in excess of $25,000 a year has to go from 
the —ne contracting officer to Air Materiel Command for 
approval. 
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Mr. Hésertr. Thank you. 

Mr. Bunker, have you anything further to add, any comment you 
care to make? 

Mr. Bunker. No, thank you, sir. 

Mr. Hfésertr. Thank you, gentlemen, very much. 

We appreciate your appearance here. 

Mr. Courtney. Mr. Chairman, then, may all the detail that has 
been supplied in these circulars, with the avoidance of repetition in 
the individual instance, be included as a part of the witnesses’ 
testimony? 

Mr. Héserr. Without objection, it shall be. 

(The information follows:) 


ANSWERS TO QUESTIONNAIRE 


Where answers to questionnaire for contract AF33(038)22617 are 
applicable to all following Glenn L. Martin Co. contracts, they are 
deleted to avoid repetition. Exhibits noted in answers follow eac! 
contract. 


2. Contract AF33(038)-—22617. 

3. Price redetermination of the fixed-price incentive type. 

4. Letter contract dated March 22, 1951; definitive contract dated August 1, 
1953. 

5. March 24, 1951, date of acceptance of the contract by the Glenn L. Martin 


0. 

6. See exhibit A for target prices; see exhibit B, page 1579, and! supporting 
schedules for estimated final prices. 

7. See exhibit A for target prices; see exhibit B and supporting schedules for 
estimated final prices. 

8. The following is a brief résumé of the Glenn L. Martin Co.’s cost accounting 
system: 

DIRECT COSTS 


The company operates a job-order system of cost accounting under which a 
separate work-in-process account is maintained for each sales contract or order 
Direct labor costs, direct material costs and any other direct costs are charged 
to these accounts as incurred. In the case of fixed-price contracts, amounts 
representing the company’s estimates of the cost of articles delivered are trans- 
ferred from work-in-process to cost-of-sales at the time that the contract value of 
these articles is taken into sales. On cost-plus-fixed-fee contracts, the transfer 
from work-in-process to cost-of-sales is made at the time the individual items of 
cost are either approved for reimbursement or disallowed. 


INDIRECT COSTS 


The company accumulates its indirect (overhead) expenses in three maj 

classifications: 
(1) General. 
(2) Engineering. 
(3) Factory. 

Two overhead rates (engineering and factory) are developed from these thre 
major classifications of overhead by apportioning general expenses to engineering 
and factory expenses in the ratios which engineering direct-labor dollars and fac- 
tory direct-labor dollars bear to total direct-labor dollars. The total engineering 
overhead is then related to direct engineering labor dollars and an engineering 
overhead rate developed. The total factory overhead is related to direct factory 
(tooling and manufacturing) labor dollars and a factory overhead rate developes. 
Overhead is completely absorbed each fiscal year by applying the respective over 
head rates to the related direct-labor dollars. 

See exhibit B, page 1579, for actual incurred costs to May 31, 1955, estimatec 
final costs and estimated final profit. 

State costs and expenses as follows: 2 

(a) See exhibit B for direct material costs and footnote 2 to that exhib 
for description of types of material. 
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b) See exhibit B, page 1579. 

(c) See footnote 3 of exhibit B. 

(d) The Glenn L. Martin Co. segregates its indirect costs into three classifica- 
tions: General expenses, engineering expenses, and factory expenses. The general 
expense Classification includes administrative costs and other general expenses. 
Operating costs of the president’s office and the finance division, including time- 
keeping which services all factory departments, are included in general expense. 
The office services and tabulating departments which service all divisions of the 
company are also included in this category. All operating costs of the industrial 
relations division, which includes the operation of the company’s cafeterias and 
plant protection department, are classified under general expenses, as well as all 
operating costs of our procurement division, consisting of our purchasing, sub- 
contracting, and receiving departments. 

The company has charged $10,446,332 general expense to this contract which 
represents 19.75 percent of the company’s total general expense of $52,896,062 
for the years 1951, 1952, 1953, 1954, and the 5 months ended May 31, 1955, the 
period of contract work performance reported upon herein. 
~ (e) See exhibit C. 

f) See footnote (1) of exhibit B. 

g) The prototype airplane, known as the Canberra, was developed by the 
English Electric Co., Ltd., to which a license fee and royalties totaling $3,285,600 
have been paid or accrued to May 31, 1955, and charged to this contract for pro- 
duction rights, plans, ete. Any additional development expense incurred by the 
Glenn L. Martin Co. is included in the costs set forth in exhibit B. The company 
does not segregate development expenses in its cost accumulations. 

(h) This type of expense is described in the company’s accounts as basic studies 
and new technology; $187,063 of this expense has been charged to the subject 
contract which represents 16.03 percent of the company’s total for the years 1951, 
1952, 1958, 1954, and the 5 months ended May 31, 1955, the period of contract 
work performance reported upon herein. It is the company’s experience that 
this expense is offset by the Government procurement agencies in the course of 
price redetermination to the extent of certain royalties received by the company. 

(i) The total dollar value of subcontracts and purchase orders let against this 
contract to July 31, 1955, is approximately $169 million. See exhibit D for 
itemization of all subcontracts and purchase orders in excess of $100,000. 

9. See exhibit E. 

10. Stock rights are privileges offered to all shareholders on a basis of their 
holdings and any such rights distributed to officials or employees of the company 
would be on the basis of their individual stockholdings. In June of 1952, the 
Glenn L. Martin Co. offered to all of its stockholders the right to subscribe at $6 
per share to additional common stock at the rate of 9 shares for each 10 held 
by such stockholders of record at the close of business on June 30, 1952. Such 
rights would not be considered as compensation to the recipient and no charge 
would be made to any of the company’s contracts. 

During the period from June 30, 1952, through June 27, 1955, in accordance 
with a plan approved by the stockholders at a meeting held on April 2, 1952, the 
company has issued to certain key employees options to purchase stock at the 
market price of the shares on the date the options were issued. In accordance 
with generally accepted accounting principles, no entries would be recorded on 
the books of the company at the time the options were issued. At the time the 
yptions were exercised by the employees an entry would be recorded crediting 
capital stock and capital surplus with the proceeds from the issue of the stock. 
No charge would be made at any time to any contract on the books of the company. 

No profit nor loss would be incurred by the employee until such time as the 
shares purchased under the option were sold. 

ll. The Glenn L. Martin Co.’s business is principally the engineering develop- 
ment and manufacturing of military aircraft, missiles, and other military devices 
lor the United States Government. The great majority of its sales are generated 
in the response to bid requests from the various procuring activities. Occasion- 
ally the company submits an unsolicited proposal to the various procuring activi- 
ies. ‘The company maintains no sales staff in the ordinary concept of that word, 

maintains technical liaison with the various military services for the purpose 
f having those services aware of this company’s engineering and manufacturing 
capabilities. 
_ 12. The following dues have been paid to trade organizations of public informa- 
tional media for the years 1951, 1952, 1953, 1954, and the 5 months ended May 
1, 1955, the period of contract work performance reported upon herein. 


hint 
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| 

| Charged to contract 

A F33(038)-22617 

| Company — 

total Percent of 
Amount company 

total 











$18, 432 
45, 260 


63, 692 











Aircraft Industries Association dues, which are included in the company’s 
general expense classification, are based on sales of aircraft and related products, 
Manufacturer’s Aircraft Association dues, which are charged direct to contracts, 
are on the basis of units delivered. 

14. See exhibit F. 

Travel and entertainment expenses have been charged to this contract to Ma 
31, 1955 as follows: 


$669, 974 
36, 425 


Total 706, 399 


Although entertainment expense has been allocated on the company’s books t 
the subject contract, based upon the company’s past experience, the Government 
procurement agencies have disallowed this expense in the negotiations of target 
and final prices of contract items. The company as a matter of policy has con- 
curred in this disallowance. 

15. See exhibit B, page 1579. 

16. See schedules B-1 and B-2 to exhibit B, pages 1580, 1581. 

State amount claimed for depreciation and percentage of total claimed on this 
contract. ‘ 

17. Depreciation has been recorded in the company’s books for the years 195! 
1952, 1953, 1954 and the 5 months ended May 31, 1955, the period of contract 
work performance reported upon herein, as follows: 


Rn Ea ca tema ates $4, 283, 123 
Charged to contract AF33 (038)—22617: 
Amount 850, 223 


Percent of company total 


18. None other than as stated in answer to question 17. 

19. Amortization under certificate of necessity has been recorded in the com- 
pany’s books for the years 1951, 1952, 1953, 1954, and the 5 months ended May 31, 
1955, the period of contract work performance reported upon herein, as follows 


Company total $1, 002, 094 
Charged to contract AF33(038)-—22617: 
Amount 


Percent of company total 


Although amortization under certificates of necessity has been allocated 0! 
the company’s books to the subject contract, based upon the company’s past 
experience, the Government procurement agencies have disallowed this expens 
in the negotiations of target and final prices of contract items. The Government 
agencies have recognized true depreciation as promulgated by the Navy Emer- 
gency Facilities Depreciation Board in the negotiations of target and final prices 
of contract items. 

20. None other than as stated in answer to question 19, 

21. See exhibit G. 

22. See exhibit H. 

23 to 28. See exhibit I. 

29. See exhibit J. 

30. None. 

31. See exhibit K, page 1577. 

32. See annual reports for the years 1952, 1953, and 1954, page 1749. 
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Exuisit C.—Contract No. AF33(038)-22617 





Estimated maximum premium in- 
er a5" _ cluded in overtime salary and 
hourly wage payments ! 





Salary Hourly Total Salary Hourly Total 





Charged direct: 
Engineering $265, 165 $224, 617 $489, 782 ’ $74, 872 $140, 542 
Tooling j 684, 526 706, 012 7 , 26 235, 505 

662 1, 149, 494 1, 150, 156 K 383, 16 383, 300 


Total charged direct.... 287, 313 2, 345, 950 ‘ B 759, 347 
Charged indirect (overhead) .. 1, 279, 801 408, 156 


, 














1, 167, 503 

















1 The company does not segregate in its costs records the premium portion of overtime salary and wage 
payments. In the computation of the maximum premium included in overtime salary and hourly wege 
permet the company extended the overtime hours paid by the maximum premium rate for the period 
involved. 
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1624 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Exursit G.—Contract AF 33(038)-22617 
Description 
. Original contract: 

8 model B57A aircraft, 67 model RB57A aircraft, 
102 model B57B aircraft, spare parts, special tools, 
ground handling equipment, technical data, static 
test aircraft and components, static test program, 
flight test program, 2 British Canberra B~M K-11 
aircraft and spare parts, training parts, 1 model 
RB57A mobile-training unit, 103 special weapons 
bomb bay doors, engineering changes (funds only), 
miscellaneous tests and studies, bill of material___ 

. Change order No. 1 (10—-7-53): 

Definitizes certain contract change notifications 
(CCN) and authorizes modification of engine test 
stand 

. Change order No. 2 (11-—4—-53): 

Definitizes certain CCN’s and modifies technical 

data requirements 
. Supplemental agreement No. 3 (6-23-54): 
Provides for the termination of aircraft 52-1421 
(B57A) which crashed during test procedures 
{. Supplemental agreement No. 4 (12-28-53): 
Adds 2 model B57B mobile training units (MTU) - - 
Adds engineering changes (funds only) for above 
J 


ace ee cemen Act 
*, Change order No. 5 (2-5-54): 
Adds new engineering changes (funds only) for prime 
articles (aircraft) 
Modifies technical data requirements 
Definitizes certain CCN’s 
. Supplemental agreement No. 6 (3—9-—54): 
Add new item of technical data____--_- 
Authorizes repair of flight test aircraft 
Provides for payment for flight tests accomplished __ 
Definitizes certain CCN’s 
H. Change order No. 7 (5-13-54): 
Definitizes certain spare-parts lists 
I. Change order No. 8 (4-26-55): 
Provides for the repair of aircraft engines 
Definitizes certain CCN’s 
Supplements committed funds for engineering 
changes (C. O. No. 5 above) 
Revises delivery schedule 
J. Supplemental agreement No. 9 (4-23-54): 
Authorizes repair of flight test aircraft 
Provides for contractor storage of spare wings and 
class coding of spare parts 
K. Change order No. 10 (5-26-54): 
Decrease obligated funds for training parts_______- 
Definitizes certain training parts lists_ 
L. Supplemental agreement No. 11 (12-27-54): 
Deletes requirement new item of technical data 
established by supplemental agreement No. 6 
above 
Deletes requirement for a portion of basic technical 
data (air crew check list) 
M. Supplemental agreement No. 12 (7-8—54): 
Provides for the increase in billing price of 177 air- 


See footnotes at end of table, p. 1626. 


Amount 


$217, 151, 281. 00 


(*) 
(*) 


(?) 
406, 740. ( 
3 (60, 000. 


(?) 
(?) 


3 (5, 595, 000. 
(?) 
(*) 
79, 049. 
51, 270. 
(1) 
(*) 
(*) 


3, 416. 
(*) 


3 (3, 000, 000. 00) 
(?) 


96, 567. { 
(?) 

41, 000, 000. 0 
(*) 


472, 093. 6 


4 229. 87 


67, 530, 892. ¢ 
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Exuisit G.—Contract AF 33(038)-—22617—Continued 


Description 
', Supplemental agreement No. 13 (8-6-54): 
Establishes revised target cost, profit and price for Amount 
certain aircraft 
Amends miscellaneous test program. 
Amends contract inspection requirements and other 
particulars. 
Amends technical data requirements. 
Definitizes certain CCN’s 
. Change order No. 14 (8-26-54): 
ee certain spare parts lists 
. Change order No. 15 (10-14-54): 
Definitizes certain CCN’s 
Definitizes certain CCN’s and obligates funds (here- 
tofore only committed) therefor. 
). Change order No. 16 (11-1-—54): 
Decreases funds obligated by basic contract for spare 
parts for British Cranberra aircraft 
Definitizes certain spare parts and training parts 


(2) 


(4) 
., Supplemental agreement No. 17 (10-27-54): 
Revises static test programs and obligates funds 
(heretofore only committed) therefor 842, 603. 
Directs certain engine fit-checks and obligates funds 
(heretofore only committed) therefor 1, 012. 
Definitizes certain CCN’s...................._..- (1) 
5. Supplemental agreement No. 18 (11-30-54): 
Definitizes letter contract AF33(600)—28233 for the 
Iran maintenance, modification and flight test of 
18 aircraft and the supplying of technical data and 
reports thereon__-___- 749, 628. 00 
Provides committed funds for contractor-furnished 
in lieu of Government-furnished parts which may 
be used in conjunction with the above___ 3 (10, 000. 00) 
Definitizes certain CCN’s and obligates funds (here- 
tofore only committed) therefor__-_-___-_- Lea 2, 504, 978. 20 
Revises contract disputes and nondise rimination 
in employment clauses (2) 
T. Change order No. 19 (12-23-54): 
Supplements committed funds for engineering 
changes (C. O. No. 5 above) 3 (1, 500, 000. 00) 
. Supplemental agreement No. 20 (1-19-55): 
Amends technical data requirements and contract 
particulars to provide for short films on significant 
ON OSE EEE OD (2) 
", Supplemental agreement No. 21 (1-26-55): 
Amends contract particulars by deleting advance 
' payments clause (?) 
’, Change order No. 22 (2-10-55): 
Supplements committed funds for engineering 
changes (C. O. No. 5 above) 3 (2, 000, 000. 00) 
.. Supplemental agreement No. 23 (3-16-55): 
: DeGnitisss certain CUN’s...............200..4--00 (?) 
. Change order No. 24 (3-15-55): 
Supplements committed funds for engineering 
changes (C. O. No. 5 above) ch Sees 3 (24, 578. 00) 


See footnotes at end of table, p. 1626, 





1626 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Exuisit G.—Contract AF33(038)—22617—Continued 
Description 


Z. Supplemental agreement No. 25 (4-27-55): Amount 
Decrease the billing price of 102 aircraft * $7, 806, 672. 00 
Increases the billing price of 103 special weapons 

doors 167, 544. 00 
Modifies static test program (3) 
Modifies miscellaneous test program 
Modifies delivery schedule 
Establishes firm target cost, profit and price for 102 

aircraft and 103 special weapons doors and revises 

contract particulars with respect thereto__-_------ 

Revises technical data requirements 

Establishes certain added miscellaneous tests 
Definitizes certain CCN’s (applicable to aircraft) _ - - 
Definitizes certain CCN’s (applicable to aircraft) 

and obligates funds (heretofore committed only) 

therefor 6, 940, 047. 37 
Definitizes certain CCN’s (applicable to MTU’s) and 

obligates funds (heretofore committed only) 





788. 46 
AA. Supplemental agreement No. 26 (5-31-55): 


efinitizes certain spare parts lists (?) 
AB. Supplemental agreement No. 27 (5-31-55): 
Definitizes certain CCN’s, directs additional mis- 
cellaneous tests, repair of test aircraft, the omission 
of certain work on one aircraft, and obligates funds 
(heretofore committed only) therefor____._-_-__- 250, 656. 62 
Provides for payment of flight tests accomplished_ - (?) 
AC. Change order No. 28 (6-14-55): 
Increase obligated funds for flight tests__......---- 800, 000. 00 
AD. Supplemental agreement No. 29 (6-20-55): 
Supplements committed engineering change funds 
(é. O. No. 5 above) 3 (4, 790. 00) 
Provides for payment for contractor-furnished parts 
used pursuant to supplemental agreement 18 above 
by obligating funds (heretofore only committed) 
therefor 14, 790. 00 





Total obligated amount (not including com- 
mitted funds) 288, 670, 807. 00 
Committed funds not obligated 1, 633, 248. 00 
Parcel post charges against contract 295. 00 





Total contract per exhibit A 290, 304, 350. 00 


1 Authorizes invoicing of specific amounts under engineering change funds obligated by prime contract. 
Does not increase obligations over previous allotments. 

2 No change. 

, ee shown within parenthesis are committed amounts only, all other funds are obligated amounts. 

‘ t. 

5 Included in Ist 2 amounts hereunder. 
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1648 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Exuisit H.—Question 22 





— : 
1953 | Jan. 1 to June 30, 
| 1955 





Per- Per- Per- | 

Sales to U. S. Govern- cent cent cent | cent 
ment... .....-}$100, 139, 343 | 69.5 |$204, 497,122 | 98.3 |$269, 661,501 | 99.6 |$126, 649.745 | 99.7 

Sales to other sources. -- 43, 860,039 | 30.5 3, 509, 416 1.7 1, 068, 472 4 | 349, 306 





| 143, 999, 382 [100.0 208, 006, 538 |100.0 | 270, 729, 973 |100.0 | 126, 999, 051 | 100.9 

















ExnHIBiT I.—Questions 23 to 28 





Capital stock 





Capital Earned 


Number of| 4 mount surplus surplus 
shares . 


| | 
| scieeeeantieads 


Net worth at Dec. 31, 1952. 1, 913, 97444) $1, 913, 974 |$15, 620, 212 | $6,482,922 | $11, 051, 264 
1953 


| Net worth 





Capital stock issued on conversion of 10 
year 4 percent convertible subordinated 
a . 220, 338 j X 1, 101, 690 

Capital stock issued on exercise of stock 
warrants_ -- : 1, 333 oe 11, 331 

Capital stock ‘issued on exercise of stock 
options. -___- 1, 350 AERES | 

Net income for year 1953 : pacraieabeneas | 15, 094, 756 | 





Net worth at Dec. 31, 1953_...-....--| 2, 136, 99534] 2, 136,995 | 16,746,227 | 8, 611,834 | 
1954 


Capital stock issued on exercise of stock 
warrants : , 717 7 805, 071 
Capital stock issued on exercise’ of stock 
* 861, 632 
Amount assigned to stock dividend trans- 
ferred from earned “a to ae 
surplus and capital stock 32, 1% 2, 13% 5, 106,926 |—5, 339, 059 
Cash dividend, $1 per share —2, 321, 331 a 
Net income for year 1954 a0002, 315 j............ 





Net worth at Dec, 31, 1954_ : 2, 553, 49544 , 519, 856 | 21, 003, 759 | 
1955 


Cagis al stock issued on exercise of stock 

warrants 

Capital stock issued on exercise of stock 
options. 


Net income for 8 ped a be ented ‘Aug. 31, 
ESE on ee ee ee = 




















Net worth at Aug. 31, 1955 2, 570, 41536] 2, 570, 415 | 23, 659, 251 | 25, 915,044 











‘AIRCRAFT PRODUCTION COSTS AND PROFITS 


Exurpst J.—Centraci AF 33(038)-22617 





i 
Estimated cast to the Gov n 

and tand improvements, 

ments, and utilities distrib 
Glenn L. Martin Co. 


bez 











improvements, 


wrovements, buildings 




















ntowned plant II was assign 
i to occupy a portion of this plant in 1 
company’s Strawberry Point static tex # 
ludes $548; r cost of sound suppression and 
t been reimbh d 
d overnment property utilized 


| s _ 4 o “ . . * * A+ - ‘ 
ed to be nominal] and is not stated herei 
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ANSWERS TO QUESTIONNAIRE 


2. Contract NOa(s) 51-024-i. 

3. Price redetermination of the fixed-price incentive-type. 

4. Letter contract dated July 14, 1950; definitive contract dated July 14, 1950. 

5. July 14, 1950. 

6-7. See exhibit A. 

Question 8: 

(a) See exhibit B. 

(6) See exhibit B. 

(c) See footnote 3 of exhibit B. 

(d) The company has charged $3,837,755 general expense to this contract which 
represents 6.59 percent of the company’s total general expense of $58,221,858 for 
the years 1950, 1951, 1952, 1953, 1954, and the 5 months ended May 31, 1955, the 
period of contract work performance reported upon herein. 

(e) See exhibit C. 

(f) See footnote 1 of exhibit B. 

(g) Any development expenses incurred by the company is included in the costs 
set forth in exhibit B. 

(h) This type of expense is described in the company’s accounts as basic studies 
and new technology; $50,207 of this expense has been charged to the subject con- 
tract which represents 3.77 percent of the company’s total for the years 1950, 
1951, 1952, 1953, 1954, and the 5 months ended May 31, 1955, the period of con- 
tract work performance reported upon herein. 

(t) The total dollar value of subcontracts and purchase orders let against this 
contract to September 30, 1955, is approximately $20,000,000. See exhibit D. 

9. Salary and bonus of officials charged to this contract, $101,641; percentage 
of total charged to this contract, 5.76. 

12. The following dues have been paid to trade organizations of public infor- 
mational media for the years 1950, 1951, 1952, 1953, 1954, and the 5 months 
ended May 31, 1955, the period of contract work performance reported upon 


_ herein: 





| 


Charged to contract 
t NOa(s)-51-024-i 
Company | — 
total | Percent of 
Amount company 
total 








Percent 
Aircraft Industries Association $107, 001 7 
Manufacturer’s Aircraft Association 96, 272 10. % 





203, 273 8.93 











13. See exhibit F. 

14, Travel and entertainment expenses have been charged to this contract to 
May 31, 1955 as follows: 
NS 2 SS 3 7, 968 
Entertainment -_ -___- , Tot 





0 eee tha 2 ae 5, 702 


15. See exhibit B. 

16. See footnote 2 of exhibit A. 

17. Depreciation has been recorded in the company’s books for the years 195", 
1951, 1952, 1953, 1954, and the 5 months ended May 31, 1955, the period of 
contract work performance reported upon herein, as follows: 


Company total E ; $5, 135, 182 
Charged to contract NOa(s) 51-024-i: 
Amount __ " 359, 936 
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18. None other than as stated in answer to question 17. 

19. Amortization under certificate of necessity has been recorded in the com- 
pany’s books for the years 1952, 1953, 1954, and the 5 months ended May 31, 
1955,-the period of contract work performance reported wpon herein, -as follows: 


Company total_--_. _ $1, 002, 094 
Charged to contract NOa(s) 51—024-i: 


Amount eae 50, 120 


Percent of company total 


21. See exhibit G. 

29. See exhibit J. 

31. Salaries and bonuses of retired military officers charged to this contract, 
$1,328: 
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Exursit B.—Contract NOa(s)—51-024-i 


AIRCRAFT PRODUCTION 


COSTS AND PROFITS 








Direct labor: 
Engineering ! 
Tooling 
Manufacturing 


Total direct labor 
Direct material: 


Manufacturing 
Subcontracting (other than engineering) 


Total direct material ? 
Engineering semamneting 1 
Other direct costs 


Indirect costs (overhead): 
Engineering 
Tooling---...-- 
Manufacturing 


Total indirect costs 3 


Total estimated cost 
Estimated profit 


pe ae Ie 


Actual cost 
incurred to 
May 31, 1955 


$625, 896 
1, 373, 455 
13, 967, 222 


15, 966, 573 


| 


Estimated | 
costs to | 
complete | 


Total 
estimated 
contract 
costs and 

profit 





495, 687 
12, 430, 516 
6, 989, 970 





19, 916, 173 





521, 516 
1, 687, 057 
17, 597, 143 








19, 805, 716 
ee 


55, 975, 131 











$625, 806 
1, 373, 455 
13, 967, 336 


15, 966, 687 


495, 687 
2, 438, 31¢ 
, 057, 415 


521, 516 

, 687, 057 

7, 597, 302 

» 805, R75 

56, 0! 050, 648 
5, 540, 462 


! Engineering costs consisting of direct labor $625,896, and indirect costs $521,516, represent 1.35 percet 
of the company’s total engineering costs of $85,007,862, for the years 1950, 1951, 1952, 1953, 1954, and the 3 5 
months ended May 31, 1955, the period of contract work performance reported upon herein. 


2 See footnote (2), p. 1579. 


3 Contract pad ad costs $19,805,716, which includes $521,516 of engineering indirect costs previously 
referred to in footnote ('), represents 7.60 percent of the company’s total indirect costs of $260,543,538, for 


the years 1950, 1951, 1952, 1953, 1954, and the 5 months ended } 


performance reported upon herein. 


$3,837,755 as described in answer to question 8d. 


Exuisit C.—Contract NOa(s)-61-024-i 


ay 31, 1955, the period of contract work 
Included in contract indirect costs of $19,805,716 is general expense 





Overtime salary and hourly wage 


payments 


| Estimated maximum premium ir 
cluded in overtime salary and 
nourly wage payments ! 





Salary | 


Hourly 


Salary 


| 


Hourly 


Total 





Charged direct: 
Engineering - -. 


™. 591 
1, 099 
1, 283 


., | ee. 
Manufacturing -- 


$55, 354 
120, 754 
1, 081, 479 


$18, 451 
, 251 


360, 493 





Total charged direct... 
Charged indirect (overhead) --|- 


419, 195 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 


Exuisit G.—Contract NOa(s)—51-024-i 
Description 


Amount 


CR I a ios orld abe dk ea dmckcacabadunacas~ $52, 413; 242.-61 


46 model P5M-—1 airplanes, spare parts, special tools, 
and ground handling equipment, design data and tests, 
final corrected information and drawings, and publi- 
cations. 

Change No. A (Sept. 25, 1951) - 

Furnish and install a sensitivity control at the radio 

operator’s station. 
Change No. B (Oct. 5, 1951) 

Furnish and install an electrical circuit to prevent 
paralleling of the auxiliary genératér’ with main 
generators. 

Change No. C (Sept. 25, 1951) 

Relocate the national insignia. 

Change No. D (Sept. 25, 1951) 

Furnish and install a corrosion resistant high tensile 

steel anchor in lieu of presently specified type. 
Change No. E (Sept. 25, 1951) 

Delete certain indicators from the pilot’ s and navi- 
gator’s instrument panel and reroute the indicator 
output information to other indicators. 

Change No. F (Oct. 5, 1951) 

Install small Government-furnished clock and elapsed 
time clock in lieu of large size elapsed time clock on 
the pilot’s and countermeasure operator’s instrument 
panels. 

Change No..G (Sept. 25,1951) 
Rearrangement of certain flight instruments. 
Change No. H (Sept. 25, 1951) 
Furnish and install fixed aft rocket sight alinement 
fittings in lieu of removable type. 
Change No. I (Oct. 5, 1951) 
urnish and install hinged type instrument red 
lighting shields for the nav igator’s and cockpit instru- 
ments. 
Change No. J (Sept. 25,' 1951). 
elete certain Government-furnished and Govern- 
ment-installed equipment. 
Change No. K (July 31, 1953) 
‘urnish and install static dischargers; furnish and 
install a temporary antenna support system. 
Change No. L (Oct. 5, 1951) 
Revise air inlet duct for the auxiliary powerplant. 
Change No. M (Oct. 5, 1951) 

Provide. space and weight provisions for an automatic 
release unit in lieu of iftstallimg compléte provisions 
therefor. 

Change No. N (Sept. 25, 1951) 
Furnish and install certain mounting brackets. 
Change No. O (Oct. 5, 1951) 

Furnish Government-furnished oxygen cylinder di- 
luter-demand unit and a replacement unit at each of 
the crew members’ station. 

Change No. P (Oct. 5, 1951) 

Change model of periscopic sextant and mount in 

accordance with BuAer change request, 
Change No. Q (Oct. 16, 1951) 

Furnish and install hydro-flaps using electrical 
hydraulic control system actuated by a rudder pedal 
toe system in the cockpit. 

Change No. R (Oct, 12, 1951) 
elete provisions for mounting aero bomb rack and 
rocket launcher combination pylons, 


1No change. 


1, 295. 00 


(*) 
2, 014. 94 
9, 016. 00 


— 3, 036. 00 


(*) 
2, 392. 00 


5, 359. 00 


370, 369. 00 


97, 241. 00 
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Exursit G.—Contract NOa(s)—51-024—i—Continued 


Description Amount 
Change No. 8 (Oct. 24, 1951) $146, 342. 

Furnish and install de-icing boots in lieu of installing 

Government-furnished boots. 
Change No. T (Dec. 26, 1951) 

Furnish and install a copilot’s control wheel identical 
with ‘acd s control wheel in lieu of previously specified 
whee 

Change No. U (Feb. 5, 1952) 
Furnish and install a Sonobuoy release control. 
Change No. V (Jan. 28, 1952) __ 
Install provisions for a ‘redesigned Government- 
furnished control box. 
Change No. W (Mar. 7, 1952) 
Apply branch of service markings. 
Change No. X (Mar. 7, 1952)______- : 
lete the installation of the Government-furnished 
navigator’s control unit for the RDF equipment and in 
lieu thereof make complete provisions for this unit. 
Change No. Y (Mar. 7, 1952) 
Change in model of equipment to be installed. 
Change No. Z (June 6, 1952) 
Install Government-furnished~ Hamilton-Standard 
propéllers in lieu of- Curtiss propellers. 
Change No. Z (revision 1) (Jan. 28, 1954) 
Delete change Z from 1 plane. 
Change No. AA (May 17, 1954) 

Make space, weight, and power provisions for instal- 
lation of a Government-furnished oscilloscope at radio 
operator’s station, and prepare a service bulletin 
describing the installation. Subsequently canceled by 
change AA revision 2 (Apr. 17, 1954). 

Change No. AB (Mar. 3, 1952) 
Changes in electrical wiring specifications. 
Change No. AC (Apr. 7, 1952) 

Delete the installation of and the provisions for th: 
indicator-plotter unit and in lieu thereof provide space 
and weight provisions only. 

Change No. AD (May 5, 1952) 
Incorporate provisions for UHF equipment. 
Change No. AE (June 13, 1952) 
Install jackboxes at certain-points throughout planes, 
Change No. AF (June 3, 1952) 
Modify the Sonobuoy launcher. 
—— No. AG (June 13, 1952) 
fake space and weight provisions for Government- 
furnished IFF equipment in lieu of complete provisions 
therefor. 
Change No. AH (Aug. 1, 1952) 

Install a Government-furnished standby compass and 
provide power for the lighting thereof pilots instrument 
lighting circuit. 

Change No. AI (July 2, 1952) y £3 

Change in power supply system to prov ide high volt- 
age as required. 

Change No. AJ (July 13, 1953) ____---- 
Delete installation of Government-furnished GPI 
equipment but retain provisions therefor. 
M. Change No. AK (July 2, 1952) ___- 
Install Government-furnished jackboxes- s as : spe cified 
Change No. AK (Revision 1) (June 16, 1953) _- ares 

Reduces ship effectivity of change AK. 

Change No. AL (July 2, 19% 52) — 

Delete contractor-furnished converter for the pows 
supply of the searchlight. 


No change. 
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Exurisit G.—Contract NOa(s)—5 1-024—i1—Continued 


Description 

Change No. AM (Oct. 7, 1952) 
Install different model engines. 

Change No. AN (Aug. 1, 1952) 

Install additional transformers for the cockpit lucite 
panel lighting. 

Change No. AO (Feb. 13, 1953) 

Install a grounding receptacle in the engine ignition 
circuit. 

Change No. AP (Aug. 14, 1952) 

Install a removable upper section in lieu of a fixed 
rudder tip and prepare a service bulletin describing the 
installation. 

Change No. AQ (Dee. 31, 1952) 

Delete the installation of a Government-furnished 

Bathythermograph recorder. 
Change No. AR (Feb. 10, 1953) 

Delete installation of detecting head housing and 
mounting; ship detecting head as loose equipment; 
install fin tip cover in lieu of shipping as loose equip- 


ment. 
Change No. AS (Feb. 10, 1953) 

Furnish and install 2 contractor-furnished’ antennas 
at a new location in lieu of 1 Government-furnished 
antenna. 

. Change No. AT (Feb. 10, 1953) 
Install Government-furnished gun heaters and pre- 
pare service bulletin describing removal of the heater. 
Change No. AU (Feb. 10, 1953) 
Revise the hull bottom finish painting procedure. 
Change No. AV (Mar. 6, 1953) 
Relocate AN/ASQ-8 component units. 
Change No. AW (Apr. 1, 1953) 
Change in specifications for installation of radar and 
radar-monorail equipment. 

Change No. AX (Apr. 1, 1953) 

Revise the intercommunication system wiring. 
Chases Bio. 0a Cage GON kin 5 a ckiendeniscesve<wn 

Revise throttle control linkage. 
Change No. AZ (Apr. 29, 1953) 

Install Government-furnished jackboxes as specified. 
Change No. BA (May 12, 1953)__....-.--------------- 

Delete the installation of the Government-furnished 
radio receiver. 

Change No. BB (May 12, 1953)_...-....--.----------- 

Install group R radar equipment. 

Change No. BC (July 13, 1953) 

Change in installation specifications on Government- 

furnished equipment due to equipment model changes. 
Change No. BD (July 13, 1953) 

Relocate RF units of the ECM equipment; provide 
antenna switch to cover frequency range of specified 
equipment; and rework Government-furnished switch 
assembly to meet new specifications. 

Change No. BE (July 25, 1053) ...............--nseus 

Change in model of auxiliary powerplant to be 
installed. 


Change No. BF (Aug. 29, 1953) 


Install provisions for, in lieu of completely installing, 
the Government-furnished radio receiver equipment; 
install 1 Government-furnished indicator at pilot’s 
station. 


1No change. 


Amount 
$4, 632. 85 
5, 216. 00 


, 776. 5 


983. 3 


4, 668. 
1, 311. 


—99, 2 


24, 390. 
29, 396. 


103, 038. 92 


() 


— 926. 90 
957, 30 





CC, 
CD. 


AIRCRAFT PRODUCTION COSTS AND PROFITS 


Exuisit G.—Contract NOa(s)-51-024- 


Description 
Change No. BG (Feb. 8, 1954) 

Install Government-furnished Hamilton-Standard 

propellers in lieu of Curtiss propellers. 
Amendment No. 1 (July 19, 1951) 

Change in the specifications for the special tools and 

ground handling equipment. 
Amendment No. 2 (July 17, 1951) 

Change gross weight specification of model P5M-1 
aircraft. 

Amendment No. 3 (Jan. 16, 1951) 

Increases special tools and ground handling equip- 
ment to approximately 2 percent of money value of 
item 2. 

Amendment No. 4 

Administratively canceled. 

Amendment No. 5 (Sept. 4, 1950) 

Extends the period for assertion of claims from 30 to 
90 days. 

Amendment No. 6 (Jan. 5, 1952) 

Furnish materials and services to provide courses of 
instruction in P5M-1 aircraft operational maintenance 
for 280 Navy personnel. 


Amendment No. 7 (Jan. 14, 1952) 


Furnish the necessary materials and services to make 
a study of the model P5M-1 airplane flap control 
system; prepare and furnish 1 reproducible and 6 
reproduced copies of a report covering the above study’s 
results thereof. 
Amendment No. 8 (Feb. 2, 1952) 
Assignment of claims clause. 
Amendment No. 9 (Feb. 15, 1952) 
C cw. in specification of contract, item 2. 
Amendment No. 10 (Apr. 11, 1952) 
Change delivery schedule. 
Amendment No. 11 (Mar. 27, 
Design data for the model P5M-1 airplane opera- 
tional flight trainer. 
Amendment No. 12 (Apr. 11, 1952) 
Kits of parts for retrofit in order to install a Govern- 
ment-furnished OS—4/AD oscilloscope. 


Amendment No. 13 (May 16, 1952) 


Kits of parts necessary to facilitate the removal of 
the provisions for the AN/ARC VHF equipment; 
service bulletin. 

Amendment No. 14 (May 7, 1952) 

Correct certain references made in amendment 6. 
Amendment No. 15 (Aug. 25, 1952) 

Change in the public: utions requirements. 
Amendment No. 16 (Aug. 29, 1952)____._-_--- 

Kits of parts for installation of GFE standby com- 
pass. 

Amendment No. 17 (Sept. 4, 1952) 

Kits of parts for modification of I[D-236/APA-61 
altitude injection equipment indicators on Model 
P5M-1 aircraft. 

Amendment No. 18 (Oct. 17, 1952) 
Kits of parts to provide power for GFE/AVQ-2A 
searchlight. 
Amendment No. 19 (Oct. 17, 1952) 
Replace hydraulic sy stem filter elements. 
Amendment No. 20 (Oct. 28, 1952) 
Defimitizes certain spares lists. 


3 No change. 
2 Authorizes invoicing of specific amounts out of funds previously committed by contract. 


i—Continued 
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Amount 


$673. 
(*) 
(*) 


422, 687. 


86, 425. 66 


(*) 


(!) 
12, 558. 


92. ! 


(?) 
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Exursit G.—Contract NOa(s)-51-024-i1—Continued 


Description 
Amendment No. 21 (Oct. 27, 1952) 

One forward center crown assembly, 1 set of detailed 
drawings thereof, 1 copy of each master and factory 
change record, and 200 hours of engineering consulting 
services. 

Amendment No. 22 (Nov. 12, 1952) 

Kits of parts for the installation of removable upper 

section in lieu of the fixed rudder tip. 
Amendment No. 23 (Sept. 1, 1952) 

Material and services to provide courses of instruc- 
tion to 160 naval personnel in the maintenance of 
P5M-1 aircraft. 

Amendment No. 24 (Jan. 12, Bee nicnmnnnsenee nana 

Establishment of target rice for items 1, 2, 3, and 5 
in accordance with sec. of the contract entitled 
“Price redetermination.” 

Amendment No. 25 (Feb. 7, 1953) 

Restoration of plane 126497 to flying condition after 

damage incurred during windstorm on June 19, 1952. 
Amendment No. 26 (Dee. 24, 1952) 

Progress ayment percentage increased from 85 to 95. 
Amendment No. 27 (Feb. 24, 1953) 

Installation of Government-furnished kits: of parts 

for a revised AN/AVQ-2A searchlight power supply. 
Amendment No. 28 (Apr. 13, 1953) 
Definitizes certain spares parts lists. 
1. Amendment No. 29 (July 20, 1953) 

Definitizes certain special tools and ground handling 
equipment lists. 

Amendment No. 30 (May 19, 1953) 

Kits of parts for modification of oxygen system and 
service bulletin for modification of oxygen system. 

Amendment — 31 (May 28, 1953) 

Kits arts for relocation of AN/ASQ-8 com- 

ponents ye service bulletin covering installation. 
Amendment No. 32 (June 22, 1953) 
Service bulletin for installation of Government- 
furnished navigator’s C—685/ARA-—19 control unit. 
Amendment No. 33 (Aug. 19, 1953) 
Definitizes certain spares parts lists. 
Amendment No. 34 (Sept. 11, 1953) 
Revision No. 2 to the Supplemental Handbook of 
Operations, Maintenance, and Repair instructions. 
Amendment No. 35 (July 30, 1953) 
Revision No. 3 to the Illustrated Parts Breakdown. 
Amendment No. 36 (June 27, 1953) _____----------- 

Kits of parts to permit. the deletion of stow age and 
launching provisions for the AN/SSQ-1 Sonobuoy and 
service bulletin. 

Amendment No. 37 (Aug. 12, 1953) ____----------- 

Kits of parts for installation of the AN/ APA-57-B 
equipment in lieu of the provisions for AN/APA-57 
equipment and service bulletin. 

CV. Amendment No. 38 (Aug. 13, 1953) 

Definitizes certain spare parts lists. 

CW. Amendment No. 39 (Sept. 18, 1953) _- a 

Definitizes certain spares parts lists. 

CX. Amendment No. 40 (Aug. 24, 1953)______- MA)t So Re 

Change in delivery schedule. 


1No change. 


Amount 


$36, 228. 49 


12, 006. 33 


36, 519. 00 


13, 963, 084. 9: 


(*) 
6, 325. 


51, 247. 


28, 981. 


6, 620. 6 


2, 692. 16 


* Authorizes invoicing of specific amounts out of funds previously committed by contract 
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Exuisit G.—Contract NOa(s)-51-024-1—Continued 


Description Amount 
Amendment No. 41 (Oct. 19, 1953) $61, 678. 42 
Kits of parts for relocation of the RF units of the 
AN/APR-9B ECM equipment, provide antenna 
switch to cover the frequency range of AN/APA-70, 
70B or 70C equipment, rework government-furnished 
SA-148A/APA~-70 switch to cover the frequency range 
set forth in item 39, and service bulletin. 
Amendment No. 42 (Oct. 22, 1953) 19, 775. 00 
Revision No. 5 to Handbook of Maintenance In- 
structions. 
Amendment No. 43 (Oct. 27, 1953)___- ee (?) 
Item 42—Bill of materials. 
Amendment No. 44 (Nov. 13, 1953) 4, 804. 00 
Kits of parts for revision of power throttle control 
linkage and service bulletin. 
Amendment No. 45 (Jan. 28, 1954)_______ (?) 
Definitizes certain special tools and ground handling 
equipment lists. 
Amendment No. 46 (Feb. 9, 1954) ____-.-____- 
Definitizes certain special tools and ground handling 
equipment lists. 
Amendment No. 47 (Mar. 2, 1954)___-___-__-- 
Definitizes certain spare parts lists. 
Amendment No. 48 (May 26, 1954) 
Definitizes certain spare parts lists. 
Amendment No. 49 (May 28, 1955) 
Definitizes certain spare parts lists. 
Amendment No. 50 (July 2, 1954) 
Definitizes certain spare parts lists. 
Amendment No. 51 (June 14, 1954) _ mace 
Definitizes certain special tools and ‘ground hi andling 
equipment lists. 
Amendment No. 52 (June 16, 1954)___________ 
Item 10—Delete the requirements for kits of p: arts 
under this item as established by amendment No. 12. 
Amendment No. 53 (July 30, 1954) ____- 114, 483. 
Modify model P5M-1 aircraft, BuNos 126490 and 
127708 to incorporate changes set forth in contractor’s 
letter serial 162-2495, dated Jan. 29, 1954. 
Amendment No. 54 (Dee. ho: as _ —6, 776, 776. 
Establishment of the final redetermined price in ac- 
cordance with section F of the contract entitled ‘‘ Price 
Redetermination.”’ 
Amendment No. 55 (Feb. 14, 1955) - . 2, 489. 
Kits of parts for installation of cabin heater fuel 
pressure relief valve and surge tank in P5M airplanes 
by Navy personnel and service bulletins. 
Amendment No. 56 (June 10, 1955) ______-_- = ee 8, 374. 
Spare parts list. 
Settlement Agreement (Jan. 12, 1955) ___-- : 4, 476. 65 
Partial termination claims resulting from ch: ange s 
AS, AP, AR, AY, and BC. 
Settlement agreement (Feb. 24, 1955) _---- 34, 556. 22 
Partial termination claims resulting from. change AR. 
Parcel post charges against contract 648. 01 
Termination claim oa ed by the contracting offi- 
cer for payment by the Glenn L. Martin Co.—to become 
a part of contract by a future amendment-___- 67, 445. 38 
Total contract per exhibit A. -...............----. 61, 591, 110. 15 


No change. 
? Authorizes invoicing of specific amounts out of fund previol'sly committed by contract. 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 


Exuisit J.—Contract NOa(s)—51-024-i 





Estimated cost to the Government of plants, including lang 
and land improvements, buildings and building improve. 
ments, and utilities-distribution systems, provided to th: 
Glenn L. Martin Co. 





| | 
Estimated | Estimated | 


cost of 
facilities 


Estimated 


cost of | cost of 


Estimated 
facilities 


cost of 

facilities 
not 

utilized 


assigned to 
contract 
N Oa(s)-51- 
024-i 


“ | facilities 
assigned to | .*™ 
ssig -- tO | assigned to 
other Gov- | ar 
Signal 
ernment one 
contracts I 








Buildings and building improvements and 
utilities distribution systems assigned to 
the company’s Strawberry Point static 
test facility: 

Balance: 


ER Se en oes 
Dec. 31, 1950__- 

Dec. 31, rece 
ts | Saat eee 
Dec. 31, 1953... 

Dec. 31, 

July 31, 


218, 454 
218, 454 
1, 590, 501 
1, 655, 654 
1, 545, 318 
1,311, 179 


$218, 454 |_.......-- 


$1, 697, 812 
1, 697, 812 
1, 697, 812 

260, 612 
260, 612 
919, 304 
1, 153, 443 


$1, 916, 26 


1, 916, 266 
1, 916, 26 
1, 916, 
1, 916, 


2, 464, 622 


2, 464, 6 


Land and land improvements, buildings 
and building improvements and utilities 
distribution systems assigned to the 
company’s plant II facility: 

Balance: 
SE Eee 
Dec. 31, 1951__- 
Dec. 31, 
Dec. 31, 
Dec. 31, 
July 31, 

















4, 527, 821 | 

8, 492, 361 
10, 098, 329 
13, 643, 545 
13, 643, 545 


$4, 887,499 |.____- 
3, 545, 216 | 








| Estimated cost to the Government of machi 
tools and related production equipment p 


vided to the Glenn L. Martin Co. 


| itetee 4 

Estimated | nee | 
cost of facilities | Estimated | 
facilities | cost of 


assigned 
to contract 
Noa(s)-51- 


assigned 
to other 
Govern- 


facilities 
not util- 
ized 


ment 


244 
024-1 contracts 





Machine tools and related production equipment as- 
signed to the company’s plant I facility: 
Balance: 
eS ee ee ee , 
Dec. : 
Dec. ¢ 
Dec. : 
Dee. ‘ 
Dec. : 
July 31, 1955___- pease ses 
Machine tools and related production equipment as- 
signed to the company’s plant II facility: 
Balance: 
Jan. 1, 1951__- 
Dec. 31, 1951 
Dec. 31, 
Dec. 31, 
Dec. : 
July 31, 1955 


$309, 381 | 
282, 310 

1, 177, 953 
4, 853, 912 
8, 945, 734 
9, 863, 289 
9, 899, 243 


$27, 071 
279, 009 
163, 051 
17, 928 
oes $1, 331, 501 | 
2,085, 313 | 


346, 325 

5, 203, 714 
8, 981, 234 
11, 163, 654 
13, 378, 003 

















ANSWERS TO QUESTIONNAIRE 


2. Contract NOa(s) 51—684-i. 
3. Price redetermination of the fixed-price incentive-type. 


we contract dated February 10, 1951; definitive contract dated February 
, 1951. 


5. February 10, 1951. 





AIRCRAFT PRODUCTION COSTS AND PROFITS 


6-7. See exhibit A. 

Question 8: 

(a) and (b) See exhibit B. 

(c) See footnote * of exhibit B. 

d) The company has charged $3,255,257 general expense to this contract 
which represents 6.15 percent of the company’s total general expense of $52,896,062 
for the years 1951, 1952, 1953, 1954 and the 5 months ended May 31, 1955, the 
period of contract work performance reported upon herein. 

(e) See exhibit C. 

(f) See footnote ! of exhibit B. 

qg) Any development expenses incurred by the company is included in the 
costs set forth in exhibit B. 

h) This type of expense is described in the company’s accounts as “Basic 
studies” and ‘‘New technology.”’ $42,279 of this expense has been charged to 
the subject contract which represents 3.62 percent of the company’s total for the 
years 1951, 1952, 1953, 1954, and the 5 months ended May 31, 1955, the period 
of contract work performance reported upon herein. 

The total dollar value of subcontracts and purchase orders let against this 

contract to September 30, 1955, is approximately $20,165,000. See exhibit D. 

9, Salary and bonus of officials charged to this contract, $93,355; percentage 
of total, 5.84. 

12. The following dues have,been paid to trade organizations of publie infor- 
mational media for the years 1951, 1952, 1953, 1954 and the 5 months ended 
May 31, 1955, the period of contract work performance reported upon herein: 


Charged to contract 
N Oa(s)-51-684-i 

Company 
total 


Percent of 


Amount company total 


ircraft Industries Association ~< $88, 420 


iunufacturer’s Aircraft Association cue ; 90, 956 


179, 376 





See exhibit F, 
. Travel and entertainment expenses have been charged to this contract to 
ay 31, 1955 as follows: 
(ic... ee $169, 956 
Entertainment san acd 11, 515 


Se a ee ee re Bi oma one at oe ws es is - 181, 471 

15. See exhibit B. 

16. See note A of exhibit A. 

17. Depreciation has been recorded in the company’s books for the years 1951, 
1952, 1953, 1954, and the 5 months ended May 31, 1955, the period of contract 
work performance reported upon herein, as follows: 
Company total 
Charged to contract NOa(s)—51-684-i: 

Amount 273, 504 


, 190 


Percent of company total 
19. Amortization under Certificate of Necessity has been recorded in the com- 
pany’s books for the years 1952, 1953, 1954, and the 5 months ended May 31, 1955, 
the period of contract work performance reported upon herein, as follows: 
Company total $1, 002, 094 


Charged to contract NOa(s)—51-684-i: 
Amount 


Percent of company total 
See exhibit G. 
See exhibit J. 
Salaries and bonuses of retired military officers charged to this contract, 
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1674 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Exuisit B.—Contract NOa(s)-—51-684-% 










Actual cost | Estimated ere esti. 
incurred to costs to ne “4 
May 955 1 » ‘ POSTS 
May 31, 1955 complete and profit 





—. 







Direct labor: 












a ee ee a ae ae $1, 002, 965 $73 $1, 003, 038 
a 1, 540, 404 30 1, 540, 434 
ER a ee SS. GD SETS: 9, 464, 456 788 9, 465, 244 





12, 008, 71¢ 








Direct material: 
ee ES ES ee Ree eee | 366, 667 3 366, 671 
(SS a aa RE A iy ER ROTA | 10, 643, 116 62, 470 10. 705, 586 
Subcontracting (other than engineering)............._-_-- } kf panes 9, 077, O 
















Total direct material ? 






Engineering subcontracting ! 
Other direct costs 







Indirect costs (overhead): 






















Ee ee cee ee ee | 892, 646 70 892. 71 
| Si 6a ee eee | 1, 930, 053 43 1, 930, 096 
i eS NEE PEE Ae RR NEEE, | 12,906, 025 1,117 12, 907, 142 
ENE DO Riincccnsccetcucusensbibinaiinciesice | 15, 728, 724 | 1, 230 15, 729, 954 
ee ee ee eS ~~ 47,992, 758 re 64, 504 48, 057, 352 
EE No wvondcusnanbnunteubiebuctiunbewminnsl aneeactsnoe=alnaceswabeenucd 5, 374, 917 
Total estimated contract costs and profit........-....._. ipinaaanaiennannaagh | sistas ccetaiacanaal 53, 432, 269 
| 





1 Engineering costs consisting of direct labor $1,002,965, subeontracting $25,433 and indirect costs $892,644’ 
represent 2.52 percent of the company’s total engineering costs of $76,297,426, for the years 1951, 1952, 1943" 
1954 and the 5 months ended May 31, 1955, the period of contract work performance reported upon herein. 

? See footnote (2), p. 1579. 

3 Contract indirect costs $15,728,724, which includes $892,646 of engineering indirect ensts previously 
referred to in note A, represents 6.57 percent of the companv’s total indirect costs of $239,405,310 for the 
years 1951, 1952, 1953, 1954 and the 5 months ended May 31, 1955, the p»riod of contract work performance 
reported upon herein. Included in contract indirect costs of $15,728,724 is general expense of $3,255,257 as 
described in answer to question 8d. 











Exuisit C.—Contract NOa(s)—51-684-i 





en = Estimated maximum prerium in- 
Overtime ayant eee saci cluded in overtire salary and 
pay hourly wage payments 
















Salary Hourly Salary 





Hourly Total 













Charged direct: 


Enginecring............... $30, 307 $63, 556 $93, 863 $6, 998 $21, 185 $28, 18 
[RES SESE. 327 151, 490 151, 817 77 50, 497 50, 574 
Manufacturing..........-- 9 455, 519 455, 528 2 151, 840 151, 42 
























Total charged direct_-.. , 670, 565 701, 208 3D, OY 
Charged indirect (overhead) -.|............]..----.--..- te ELS Ryerss). se 198, 737 
| reece Se aera, Oe Ae fo ER i Se 429, 336 




















; 


, 
% 


G8 


NOa(s)—641- 


Contract 


I> 
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Exuipirt G.—Contract NOa(s)—51-684-i 
Description 
Original contract_________- 

42 Model PBM-1 airplanes, spare parts, special tools 
and ground handling equipment, design data and tests, 
final corrected information and drawings, and publica- 
tions. 


Apply exterior finish and markings to U. 

Guard P5M-1G aircraft. 
Change No. B (Dee. 22, 1953) 

Delete stowage provisions for fin access ladder. Retain 

ladder as special equipment; prepare service bulletin. 
Change No. C (Oct. 30, 1953) __- 

In lieu of contractor-furnished permanent components, 
furnish and install a temporary antenna support svstem 
(Government-furnished equipment will not be available 
for this contract). 

Change No. D (Oct. 30, 1953) 

Modify the aft waist compartment by adding 2 observa- 

tion windows for visual beam search. 
Change No. E (Oct. 30, 1953) 

Install Government-furnished equipment complete for 
copilot; install alternate mounting provisions, 1 located 
convenient to pilot and copilot, and another convenient 
to navigator; install suitable contractor-furnished antenna. 

Change No. F (Oct. 2, 1953) 

Install radar altimeter. 
Change No. G (Oct. 1, 1953) 

Reduce number of Sonobuoy Dispensers, 
Change No. H (Oct. 13, 1953) 

Incorporate a relay in each rocket firing circuit. 
Change No. I (Jan. 4, 1954) 

Delete certain equipment but retain installation pro- 
visions. 

Change No. J (Dec. 9, 1953) 

In lieu of complete provisions therefor, make space and 
weight provisions for the Government-furnished I. F. F. 
equipment. 

Change No. K (Feb. 8, 1954) 
Install Government-furnished Hamilton-Standard pro- 
pellers and conduct vibration stress survey. 
Change No. L (June 22, 1954) 
Relocate the model designation and serial number. 
Change No. M (Mar. 8, 1954) 

Conduct a trial installation for locating the Jato firing 
switch. Locate Jato arming switches convenient to 
pilot and co-pilot. 

Change No. N (Mar. 9, 1954) 

Conduct a trial installation to modify bomb/rocket 
release circuit. 

Change No. O (June 16, 1954) 

Install Government-furnished kits of parts for retro- 
pneumatic marine marker ejector system. 

Change No. P (Nov. 22, 1954) 

Install a d. ce. generator filter bracket; service bulletin 

describing the installation. 
Amendment No. 1 (Apr. 23, 1952) 
4 Model P5M-1 airplanes, spare parts, and special tools 
and ground handling equipment. 
Amendment No. 2 
Administratively canceled. 
Amendment No. 3 

Production engineering for prototyping Model P5M-1 
airplane to the ‘‘Tee’’ tail configuration. Provide ‘“Tee”’ 
tail prototype airplane, including experimental labor, 
engineering and tooling, conduct static test of new 
empennage and conduct flight test program. 


1No change. 
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Amount 


$48, 384, 000. 00 


1, 284. 


— 109. 


2, 083. | 


162, 990. 


88, 305. 


10, 140. 
— 138, 579. 


14, 631. 


913. 9% 


504. 


7, 815. 


838. 


4, 684, 800. 


() 
850, 435. ( 
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Description 


U. Amendment No. 4 (Dec. 29, 1951)_...___________~- : 
2 Model P5M-1 Naval Air Maintenance Trainer Units. 
VY. Amendesent No. 5 (Ane::36, 1968)... ................. 
States that publications will be furnished. 
WwW. Amendment No. 6 (Apr. 30, 1953)_...................- 
Prepare service bulletin covering installation of pro- 
visions for a liferaft radio transmitter. 
x, Amandaamal pi? Came; 0S. 1963)... ...........- 
Conduct a study to improve the propeller reversing 
system. 
Y. Amendment No. 8 (July 20, 1953)__.........______---_- 
Establish a target cost in accordance with section F 
“Price Redetermination,’’ and to provide change in 
delivery and specification requirements for 46 airplanes, 
spare parts and special tools and ground-handling 
equipment. 
Z. Amendment No. 9 (June 25, 1953)....................- 
Install Government-furnished Wright engines on 
Model P5M-1 airplane BuNo 124910 and conduct cooling 
and flight tests thereon. 
AA. Amendment No. 10 (Aug. 13, 1953) -.............----- 
Replace hydraulic system filter elements on Model 
P5M-1 airplanes, BuNo pg through 130306. 
AB. Amendment No. 11 (Aug. DO oe eee =e 
Prepare service bulletin ‘Genctibting the revised instal- 
lation of float level control valves and mounting pads in 
the fuel tanks. 
AC. Amendment No. 12 (Sept. 30, 1953). ._...............- 
Definitizes certain special tools. 
Aa). IRE I te, ee eo ees 
Not issued. 
AE. Amendment No. 14 (Oct. 6, 1953)__.....__....._...... 
Definitizes certain spare parts order. 
A¥. Amendment No..15. (Oct. 27, 1053)........_..........- 
Bill of materials for model P5M-1 aircraft 
AG. Amendment No. 16 (Oct. 20, 1953)______-_- en 4 
Add specification reference. 
AH. Amendment No. 17 (Nov. 30, 1953) ------ Peat 
Revision No. 3 to Structural Repair Handbook and 
Revision No. 6 to the Flight Handbook. 
AI. Amendment No. 18 (Nov. 13, 1953 SSS eee es 
Kits of parts for removal of provisions for VHF equip- 
ment. 
AJ. Amendment No. 19 (Dee. 14, 1953) - Se ee ee se 
Kits of parts to permit relocation of microphone switc! 
service bulletin. e 
AK. Amendment No. 20 (Jan. 25, 1954)_.......-.-_.------- 
Definitizes — spare parts lists. 
AL. Amendment No,-21 Gan. 14.1054). .......~.2-......- 
Definitizes ite Apert parts lists. 
AM. Amendment No. 22 (Dec. 15, 1953)____-.------ oO aa. 
Services of factory-trained technicians for a period of 
9 months to give instructions to naval personnel. 
AN. Amendment No.-26-(Jan, 6, 1954)... .-...:...-_....- 
Kits of parts to reduce number of Sonobuoy dispensers; 
and service bulletin. 
AO. Amendment No. 24 (Feb. 2, 1954)_....--..---.-------- 
Change in delivery schedule. 
AP. Amendment No. 25 (Feb. 4, 1954)_....--.---.--------- 
tevision No. 6 to Handbook of Maintenance Instruc- 
tions. 
AQ. Amendment No. 26 (Mar. 1, 1954)_.__..-..-.--------- 
Change in specifications of maintenance trainer 
AR. Amendment No. 27 (Feb. 15, 1954) - ee 3 eats 
Various kits of parts and service bulletins. 
‘No change. 


Exuisit G.—Contract NOa(s)—51-684—-i—Continued 
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Amount 

$466, 863. 00 
(1) 

891. 00 
55, 641. 00 
4, 836, 447. 20 
13, 093. 00 
7, 140. 00 
2, 205. 00 
5 662. 00 
198. 24 
325. 00 
20. 575. 00 
2, 828. 94 
12, 119. 00 
48, 523. 00 
92. 285. 00 


2 Authorizes invoicing of specific amounts out of funds previously committed by contract. 
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Amendment No. 44 (Mar. 11, 1955) 


AIRCRAFT PRODUCTION COSTS AND PROFITS 


Exxuisit G.—Contract NOa(s)—51-684-i—Continued 


Description 
Amendment No. 28 (Feb. 15, 1954) 

Kits of parts for installation of rocket circuits. 
Amendment No. 29 (July 7, 1954) 

Definitizes certain special tools and ground-handling 
equipment lists. 

Amendment No. 30 (Sept. 8, 1954) 

Definitizes certain special tools and ground-handling 
equipment for Model P5M-—1G aircraft and obligates 
additional funds. 

Amendment No. 31 (Mar. 2, 1954) 

Revision No. 4 to illustrated parts breakdown. 
Amendment No. 32 (Apr. 28, 1954) 

Definitizes certain spare parts lists. 
Amendment No. 33 (Apr. 28, 1954) 

Revision No. 5 to illustrated parts breakdown and 
Revision No. 7 to flight breakdown. 

Amendment No. 34 (Apr. 7, 1954) 

Obligation of additional funds to cover publication 
revisions. 

Amendment No. 35 (June 14, 1954) 

Modify P5M-1 airplane BuNo 130286. 
Amendment No. 36 (Aug. 2, 1954) ___-_- 

Rework ( 3 ernment-furnished switches. 
Amendment No. 37 (Aug. 10, 1954) 

Install, ground and flight test the Loran equipment. 
Amendment No. 38 (July 29, 1954) 

Definitize certain spare parts lists. 

Amendment No. 39 (Sept. 16, 1 

Obligates additional funds for special tools and ground- 
handling equipment for Model P5M-1G aircraft. 
Amendment No. 40 (July 9, 1954)_....-.------------- - 

Definitizes certain spare parts lists. 

Amendment No. 41 (July 12, 1954) 

Definitizes certain special tools and ground-handling 
equipment orders. 

Amendment No. 42 (Aug. 17, 1954) 

Reduces obligated funds for spare parts. 

Amendment Nie. 48 (Aus. 6, 17960). >........-.-..-.-...- 

Install 1 Government-furnished kit of parts. 


Reduce billing price of contract items in accordance 
with “Price redetermination” clause of contract. 


J. Amendment No. 45 (Mar. 17, 1955) 


Modification of 4 model P5M-1G aircraft. 


<. Amendment No. 46 (Mar. 18, 1955) 


Modification of 4’model P5M-1G aircraft to incorpo- 
rate changes set forth in amendment. 


. Amendment No. 47 (Mar. 14, 1955) 


BP. 


BQ. 


Kits of parts for revision of d. e. generator filter 
bracket to accommodate new type terminal board. 


. Amendment No. 48 (May 31, 1955) 


Obligation of additional funds for spare parts. 


. Amendment No. 49 (Feb. 28, 1955) 


Repair damages incurred during hailstorm to 2 model 
P5M-1G airplanes. 
Amendment No. 50 (Aug. 8, 1955) 
Obligation of additional funds for spare parts. 
Settlement agreement (May 24, 1955) 
Partial termination claims resulting from change Nos. 
B, D, and G. 
Parcel-post charges to this contract 


Total contract per exhibit A 


Amount 


$3, 652. 97 


(?) 


60, 532. 


23, 069. 


(?) 
38, 072. 


18, 146. 


46, 100. 


1, 107. 96 


35, 657. 


(*) 


10, 425. | 


(?) 
(?) 


— 15, 000. 
2, 132. 


— 6, 644, 939. : 


149, 789. : 


46, 494. 


1, 089. 96 


4, 618. 8 


1, 762. 


11, 051. 


3, 206. : 


358. 


54, 190, 316. 66 


2 Authorizes invoicing of specific amounts out of funds previously committed by contract. 


51-—684—-1 


orders for contract NOa(s) 


List of change 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 


Exuisit J.—Contract NOa(s)—51-684-i 








Estimated cost to the Government of plants, including lana 
and land improvements, buildings and building improve. 
ments and utilities distribution systems, provided to the 
Glenn L. Martin Co. i 


Estimated | 
cost of 
facilities 
assigned 
to contract 
N Oa(s)-51- 

684-i | 
ts | 
| 


Buildings and building~ improvements 
and utilities distribution systems as- 
signed to the company’s Strawberry 
Point static test facility: 

Balance: 
Jan, 
Dec. ¢ 
Dec. : 
Dec. ¢ 
Dec. ¢ 
July 31, 1955- cients 

Land and land improvements, buildings 
and building improvements and utili- 
ties distribution systems assigned to the 
company’s plant II facility: 

Balance: 
Dee. 
Dee. 





-| $65, 153 | 


31, 1951 

So 

1S] a 

lb | ae i atk 
ge | ee eee eee 





Estimated 
cost of 
facilities 
assigned 
to other 
Govern- 
ment con- 
tracts 


$218, 454 
218, 454 


1, 655, 654 


Estimated 
cost of 
facilities 
assigned 
to Signal 
Corps 


Estimated 
cost of 
facilities 
not uti- 
lized 





_.| $1, 697, 812 


1, 590, 501 |--------- 


1, 545, 318 | 
1,311, 179 





4, 527, 821 | 
8, 492, 361 | 
10, 098, 329 
13, 643, 545 
13, 643, 545 


4, 887, 499 


1, 697, 812 

260, 612 
| 260, 612 
| 919, 304 
|} 1,153, 443 


3, 545, 216 | 





$1, 916, 266 
1, 916, 266 
1, 916, 266 
1, 916, 266 
2, 464, 622 
2, 464, 622 


4, 527, 821 
13, 379, 
13, 643, 545 
13, 643, 545 
13, 643, 545 








} 


Estimated cost to the Government of machi: 
tools and related production equipment pr 
vided to the Glenn L. Martin Co. 





} | j 
| Estimated | Estimated | 


| assigned to | assigned to | 
| other Gov- 


} 
| 
| 





. 
Machine tools and related production equipment as- 
signed to the company’s plant I facility: 
Balance: 
Jan. 1, 1951 
Dec. 31, 
Dec. 31, 
Dec. 31, 1953 
Dec. 31, 1954 
July 31, 1955_--- 


cost of 
facilities 


contract 
NOa(s)- 
51-684-i 


Machine tools and related production equipment as- | 4 


signed to the company’s plant II facility: 
Balance: 


Dec. 31, 1951 


cost of 
facilities 


| emment 


Estimated 
cost of 
facilities 
not uti- 
lized 


| contracts | 


9,381 | 


5, 962 


250, 992 |_- 


, 134 


52,094 | $1,331, 501 


243 


2, 085, 31k 


11, 984, 55 


cont 
1952 
perf 

(2) 
cont 


Aireré 
Manu 


325 


Dec. 31, 1952 

Dec. ¢ 

Dec. 31, 1954 

tk aS ee ae = ae 


3, 714 
234 | 
654 


78, 003 pany 





ANSWERS TO QUESTIONNAIRE 


2. Contract NOa(s) 52-982. 

3. Price redetermination of the fixed-price incentive-type. ¢ 
4. Letter contract dated May 21, 1952; definitive contract dated May 21, 1952. 
5. May 21, 1952. 

6-7. See exhibit A. 

Question 8: 

(a) and (b) See exhibit B. 
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(c) See footnote 3 of exhibit B. 

(d) The company has charged $5,643,035 general expense to this contract 
which represents 12.79 percent of the company’s total general expense of 
$44,128,071 for the years 1952, 1953, 1954 and the 5 months ended May 31, 1955, 
the period of contract work performance reported upon herein. 

(e) See exhibit C. 

f) See footnote ! of exhibit B. 

(g) Any development expenses incurred by the company is included in the costs 
set forth in exhibit B. 

h) This type of expense is described in the company’s accounts as basie studies 
and new technology. $76,957 of this expense has been charged to the subject 
contract which represents 8.53 percent of the company’s total for the years 1952, 
1953, 1954, and the 5 months ended May 31, 1955, the period of contract work 
performance reported upon herein. 

(i) The total dollar value of subcontracts and purchase orders let against this 
contract to September 30, 1955, is approximately $42,660,000. See exhibit D. 

9, Salary and bonus of officials charged to this contract, $175,744; percentage 
of total, 12.91. 

12. The following dues have been paid to trade organizations of publie infor- 
mational media for the years 1952, 1953, 1954, and the 5 months ended May 31, 
1955, the period of contract work performance reported upon herein: 








Charged to contract 
N Oa(s)-52-982 
Company | — 
| total | 





Percent of 
Amount company 
total 





Atroratt Tentziee AMCINIION. |e on cnc ec cccucecswcaneccccicae $70, 040 | 
Manufacturer’s Aircraft Association 


Td gE Kehaen app ineaNehbedeneibanacnned | 


$9, 001 
7, 813 


13. See exhibit F. 
14. Travel and entertainment expenses have been charged to this contract to 
May 31, 1955, as follows: 





a el ee ne ell habia $328, 511 
Entertainment 4 18, 996 


342, 507 

5. See exhibit B. 

}. See note A of exhibit A. 

7. Depreciation has been recorded in the company’s books for the years 1952, 
1958, 1954, and the 5 months ended May 31, 1955, the period of contract work 
performance reported upon herein, as follows: 
Company total 
Charged to contract NOa(s)—52-982: 

Amount 


$3, 480, 924 


Percent of company total 


19. Amortization under certificate of necessity has been recorded in the com- 
pany’s books for the years 1952, 1953, 1954, and the 5 months ended May 31, 
1955, the period of contract work performance reported upon herein, as follows: 
Company total 
Charged to contract NOa(s)—52-982: 

Amount 


$1, 002, 094 
134, 576 
Percent of company total_-_-__- . ae 13. 43 
“1. See exhibit G. 
¥. See exhibit J. 


pool Salaries and bonuses of retired military officers charged to this contract, 
921,483 
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AIRCRAFT PRODUCTIO 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 


Exuisit B.—Contract NOa(s)—52-982 


| 





Actual cost | Estimated 
incurred to | costs to 
May 31, 1955 | complete 





Direct labor: 
Engineering !___ Ee ea ee eee . $1,909,514 | $1,973, 866 
Tooling gee a ash isicn Walieic iene weaned 1, 886, 369 y. 398 
Manufacturing_- a ¥.: =e ; . 14, 987, 748 9, 882, 231 


Total direct labor = a RE ey = en 18, 783, 631 | 12, 516, 495 


Direct material: 
Tooling See ce Soe 332, 271 | 178, 851 
Manufacturing - : pied 20, 099, 448 | 17, 657, 560 
Subcontracting (other than engineering) _ - ices ‘ ea 10, 385, 269 | 2, 862, 001 


Total direct material 2_ ee pe ks 30, 816, 988 | 20, 698, 412 


Engineering subcontracting !_____ 
Other divest oosts....................- 
Indirect costs (overhead): 


Engineering Ship east Sede | 1, 867, 486 | 1, 893, scons 
Tooling Aiibonieimpaihsieh dititagasTssietdivep veinpuldecchcaia : 2, 616, 380 | 970, 390 


Manufacturing __ ip aliedalehahinky baouibaatencb pin aiiiaanibeeieet 20, 931, 788 | _ 626, 201 | 


Total indirect costs 3__- ‘ 25,4 415, 654 9, 489, 961, 
Total estimated cost- 75, , 307, 639 ¥y 51, 102, 232 

Less estimated cost of 11 airplanes originally procured under | | 
Letter of Intent for contract NOa(s)55-168 and now being | 
transferred to contract N Oa(s)-52-982 - -| 


10, 206, 197 





Remainder—estimated cost applicable to 109 arenas ont 
nally procured under contract N Oa(s)-52-982 ; 3, 307, 639 | _1, 896, 035 


Estimated profit 





Total estimated contract costs and profit.........____- 





Total esti- 
mated con- 
tract costs 
and profit 


3, 760, 766 
3, 586, 770 
35, 558, 079 


2, 905, 615 


26, 409, 871 
, 206, 197 


116, 203, 674 
, 039, 349 


127, 243, 023 


1 Engineering costs consisting of direct labor $1,909,514 and indirect costs $1,867,486, represent 5.90 percent 
of the company’s total engineering costs of $63,935,651, for the years 1952, 1953, 1954 and the 5 months ended 


May 31, 1955, the period 4 contract work performance reported upon herein. 
2 See footnote (2), p. 1579 


3 Contract indirect costs $25,415,654, which includes $1,867,486 of engineering indirect costs previo usly 
referred to in note A, represents 12.8 percent of the Company’ s total indirect costs of $198,394,452 for t 


years 1952, 1953, 1954 and the 5 months ended May 31, 1955, the period of contract work perform: 


ance reporte 4 
1 


upon herein. Included in contract indirect costs of $25,415,654 is general expense of $5,643,035 as describe 


in answer to question 8d. 


Exarsit C.—Contract NOa(s)—52-982 





nea 


RST fat am 


lam temnt 


wteyynmrern 


Estimated maximum premium i 
cluded in overtime salary 
hourly wage payments 


Overtime saliry and hourly wage 
payments 





| | 
Salary Hourly | ‘ote Salary | 
| 


Hourly 





Charged direct: 
Engi ieeriag $57, 905 $41, 585 $99, 490 $15, 795 | $13,s 2 
Tooling 3, 453 149, 220 152. 673 981 | 49 740 
Manufacturing ---_..--- A 302 365, 506 365, 808 121. 835 





Total charged direct ‘ 556, 311 617 971 16, 866 185, 437 
Charged indirect (overhead) -- 665, 548 ; } 





1, 283, 519° 
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1692 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Exuisit G.—Contract NOa(s)—52-98? 
Description Amount 
Ee A eee cane Peer hen ea, et $123, 857, 832. 00 
3 Model P5M-1G airplanes, 22 Model P5M-1 air- 
planes, 73 Model P5M-2 airplanes, spare parts, special 
tools and ground-handling equipment, design data and 
final corrected information and drawings, publications, 
ground and flight tests on 1 or more Model P5M-2 
airplanes. 
Change No. A (Aug. 9, 1954) 8, 308. 00 
Install air-driven turn-and-bank indicator at co- 
pilot’s station; add filter and regulating valve. 
Change No. B (Sept. 30, 1954)______- SIO ETT Me ies 1, 737. 
Modification of pilot’s seats. 
Change No. C (Sept. 30, 1954) 1, 112. 
Install a molded-rubber protective cover over exposed 
terminals of the main engine ignition switch; service 
bulletin. 
Change No. D (Nov. 2, 1954) 
Provide and install a battery quick disconne et and an 
adapter ag ps to BuAer drawing. 
Change No. E (Feb. 9, 1955) 
Install provisions for plug-in use of a portable ignition 
analyzer. 
Change No. F (Dec. 8, 1954) 
Add identification plates for the oil cooler lines to 
indicate clearly inlet and outlet connections. 
Change No. G (Dee. 8, 1954) 
Change the searchlight pylon fairing to accommodate 
change in Government-furnished searchlight. 
Change No. H (Jan. 3, 1955) 
Replace aero release units and mounts on bomb bays. 
Change No. I (Apr. 8, 1955) 
Revise parachute stowage inst llation. 
Change No. J (Mar. 7, 1955) 
Replace relays in propeller feathering pump circuit; 
redesign propeller control panels and revise battery junc- 
tion box. 
Change No. K (Mar. 7, 1955) 10, 268. : 
Redesign waste-door latches to permit the doors to be 
opened from the inside of the ship after being locked by 
key from the outside. 
Change No. L (Mar. 24, 1955) (') 
Redesign wicker bell bolt. 
Change No. M (Apr. 4, 1955) 
Modifv 2 towing pendant stowage fitting. 
Change No. N (May 2, 1955) 
Relocate the radar modulator dehydrator. 
Change No. O (Apr. 7, 1955) 
Revise searchlight installation in accordance with 
BuAer specification. 
Change No. P (Apr. 7, 1955) 
Modify the generator blast tubes to include a plenum 
chamber with drain provisions. 
Change No. Q (May 2, 1955) 
Modify the wiring in the rudder and trim tab circuits. 
Change No. R (May 10, 1955) 
Redesign the standpipe to include the installation of a 
spring loaded door. 
Change No. S (Apr. 18, 1955) 
Modification and relocation of the periscopic sextant 
stowage installation and relocation of the portable oxy- 
gen bottle stowage. 
U. Change No. T (May 2, 1955) 
Apply 2 coats of corrosion-preventive compound to 
wing splice angles after installation of outer wings. 
1 No change. 
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Exarsit G.—Contract NOa(s)—52-982—Continued 


Description 
Change No. U (May 10, 1955) 

Add resistors to intercom system units. 

Change No. V (May 3, 1955) - ae 

Provide a nylon mooring pendant as an interim re- 
placement for present steel pendant and provide new 
details, such as swivel fitting, chocks, and end stowage 
fitting. 

Change Neo Ww Gui ta, 2000)... 2...) ....-.- 

Replace the d. c. generator circuitry. 

Change No. X (May 2, 1955) 

Replace the present interphone circuitry. 
Change No. Y (May 2, 1955) 

Replace the present d. ¢. power to bomb-bay he ater 
ignited glow plug with a. c. power. 

Change No. Z (not issued to Sept. 30, 1955). 
Change No. AA (May 20, 1955) 

Revision of the hydroflap latch cylinder piston rod and 
rod end and service bulletin. 
Change No. AB (July 21, 1955) 

Replace presently installed leather backup rings with 
teflem rings in cylinders of the hydraulic system. 
Change No. AC (June 7, 1955) 

Install a sec on radio compass, including control 
pane ‘ls for the pilot and navigator. 

Change No. AD (June 7, 1955) 

Modify main hydraulic system to permit complete 
hand operation by the bomb-bay door emergency hand 
pump. 

Change No. AE (June 8, 1955) 

Provide installation provisions for torpe does in the 
bombbays of P5M-—2 aircraft. 

Change No. AF (not issued to ie 30, 1955). 
Change No. AG (June 7, 1955) ___----- : - 

Install 2 filters in the marine marker compressor 
circuitry. 

Change No. AH (June 7, 1955) ‘ 

Change casting material of external stores carrier 
from magnesium to alluminum alloy. 

Change No. AI (June 24, 1955) - : 2A 

Modify the APU fuel system “to install new type 
purolator, 

Change No. AJ (July 27, 1955) 

Install a Mallory electrolytic cap: .citor in the AN 
APS-—44 system and another in the AN/ARN-12 sys- 
tem. 

Change No. AK (July 13, 1955) _-_-- 

Modify hydroflap system by substitution of corrosive- 
resistant steel for aluminum alloy in the operating, pres- 
sure, return lines, and fittings, and install a new operat- 
ing control valve, and substitute sealed potentiometers 
for open ones. 

. Change No. AL (July 19, 1955) : 

Install provisions for Government-furnished saf ty 
belts at rear entrance hatches, including stowage pro- 
visions. 

Change No. AM (July 19, 1955) 

Modify engine nacelles to provide inspé ction access 
door, including rerouting of oil lines as necessary. 
Change No. AN (July 13, 1955) 

Install Government-furnished propeller asser nbly 
Change No. AO (July 27, 1955) 

Install an inspectior door in the tail turret fairing. 


inge, 
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Amount 


$1, 594. 
15, 334. 
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Exuipit G.—Contract NOa(s)—52-982—Continued 


Description Amount 


Change No. AP (Aug. 22, 1955)..............- $404. 4 
Install a hinge stop on the MAD housing to limit the 
travel of the pod. 
Amendment No. 1 (Nov. 6, 1953) 18, 874. 00 
Provide courses of instruction in the line maintenance 
of P5M aircraft to naval personnel. 
Amendment No. 2 (Dec. 22, 1953) 13, 325, 056 
11 P5M-2 airplanes, spare parts and special tools and 
ground-handling equipment. 
Amendment No. 3 (Jan. 14, 1954) 45, 869. 
Kits of parts to permit Navy installation of modifica- 
tions to provide a revised rocket-launching angle; service 
bulletin. 
Amendment No. 4 (Jan. 28, 1954 
Kits of parts for adjustable seats for ECM operation; 
service bulletin. 
Amendment No. 5 (Jan. 14, 1954) 
Kits of parts for relocation of pilot’s controls and ser- 
vice bulletin. 
Amendment No. 6 (Mar. 2, 1954) 
Kits of parts for installation of retro marine ejector 
and service bulletin. 
Amendment No. 7 (Apr. 16, 1954) 
Definitizes certain spare parts lists. 
Amendment No. 8 (administratively canceled). 
Amendment No. 9 (Mar. 9, 1954) 
Service bulletin describing the installation of GFE per- 
manent antenna support system. 
Amendment No. 10 (Apr. 9, 1954) 
Kits of parts to permit installation of provisions for 
Government-furnished IFF equipment and service bul- 
de tin. 


. OO 


De ‘sign, m: anuf: veture, inst: ill, pt test a seaplane tow- 
ing hook. 
Amendment No. 12 (Sept. 28, 1954) 
Definitizes certain special tools and ground-h: indling 
equipment orde ee 
Amendment No. (July 20, 1954) pte a te 
Kits of parts Prone Bon ite an additional batter: Ty - with 
controlling switches, relays, and wiring on P! 5M_ air- 
planes; and a service bulletin. 
Amendment No. 14 (July 19, 1954)...-...------------ 
Revision No. 8 to Flight Handbook and Revision 
No. 8 to Handbook of Maintenance Instructions. 
Amendment No. 15 (administratively canceled by Navy). 
Amendment No. 16 (July 21, 1954) - . 
Kits of parts to permit ‘relocation of pilot’s “control 
panel, and a service bulletin. 
Amendment No. 17 (July 14, 1954) sees 
Service bulletin describing installation of aero tail 
turret. 
BI. Amendment No. 18 (July 20, 1954)__--- 
Kits of parts for relocation of the AN/ARC-—2 control 
panel; and a service bulletin. 
BJ. Amendment No. 19 (administratively canceled by Navy). 
BK. Amendment No. 20 (Nov. 2, 1954) 
Definitizes certain spare parts lists. 
BL. Amendment No. 21 (June 24, 1954) 23, 290. 
Provide printed copies of listed publications covering 
P5M-2 aircraft. a 
BM. Amendment No. 22 (July 23, 1954) 3, 515. 00 
Kits of parts to permit relocation of controls for the 
AN/ARN-14a; and service bulletin. 


# Authorizes invoicing of specific amounts out of funds previously committed by contract. 
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Exuisit G.—Contract NOa(s)—52-982—Continued 


Description Amount 
Amendment No. 23 (July 30, 1954) $522. 
Service bulletin describing the installation of provi- 
sions for alternate components and revisions of wiring for 
the sonobuoy receiver. 
Amendment No. 24 (Sept. 8, 1954) 
Kits of parts for relocation of Jato firing and arming 
switches; and a service bulletin. 
Amendment No. 25 (Aug. 17, 1954) _ == 
Revisions to Illustrated Parts Breakdown and Supple- - 
ment to Maintenance Instructions Handbook. 
Amendment No. 26 (July 1, 1954) 
Services of heath -trained technicians for 3 months 
to give instructions to naval and Marine Corps field 
personnel in the servicing, maintenance, and operation 
of P5M aircraft. 
Amendment No. 27 (Aug. 17, 1954) - wi 
Kits of parts for insts ulation of radar wave guide: and 
a service bulletin. 
Amendment No. 28 (Aug. 11, 1954) x38 
Kits of parts a4 installation of fuel and oil pres: ssure 
indicators in APU’ 
Amendment No. 29° (Aug. 24, 1954) - 
Kits of parts for installation of hull bottom plating 
reinforcement; and a service bulletin. 
Amendment No. 30 (Aug. 26, 1954) _ 
Kits of parts for addition of atts wchment lock fitting 
for upper fin ladder. 
Amendment No. 31 (Aug. 31, 1954). 


Kits of parts for installation of an oscilloscope; and 


a service bulletin. 
Amendment No. 32 (Aug. 26, 1954) 

Kits of parts for installation of interim provisions for 
installation of a recorder in P5M-1 aircraft; and a 
service bulletin. 

Amendment No. 33 (Oct. 22, 1954) - x 

Kits of parts for installation of “stall warming indi- 
cators’’; and a service bulletin. 

Amendment No. 34 (Nov. 3, 1954) 

Definitizes certain spare parts lists. 
Amendment No. 35 (Oct. 1, 1954)-_ a 

Investigation of the feasibility of towing magnetic 
airborne detection equipment. 

Amendment No. 26 (Oct. 1, 1954) _- . 

Kits to modify P5M-1 trainers; furnish 2 e ach of 
P5M-2 armament trainers; surface control trainers; 
retro marine marker ejector trainers; tail.boost system 
trainers; stall warning system trainers. Conduct transi- 
tion training school. 

Amendment No. 37 (Dec. 8, 1954)__-.-_-- 

Increases allocated funds for special tools and ground 
handling equipment. 

Amendment No. 38 (Dec. 8, 1954) 

Definitizes certain spare parts lists. 
Amendment No. 39 (Oct. 29, 1954) 

Revision No. 9 to Handbook of Maintenance Instrue- 
tions. 

Amendment No. 40 (not issued to Sept. 30, 1955). 
Amendment No. 41 (Jan. 4, 1955) 73, 080. 

Services of qualified factory -trained field technicians 
to give instructions to naval and Marine Corps field 
personnel in the servicing, maintenance, and operation 
of P5M aircraft. 


* Authorizes invoicing of specific amounts out of funds previously committed by contract. 
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Exuipit G.—Contract NOa(s)—52-982—-Continued 


Description Amount 


Amendment No. 42 (Jan. 20, 1955)______- $391, 

Kits of parts for igetallation of ignition switch protec- 
tive cover. 

Amendments No. 43 to 49 (not issued to Sept. 30, 1955). 
Amendment No. 50 (Jan. 14, 1955) 

Revisions to Flight Handbook, and illustrate d parts 
breakdown. 

Amendment No. 51 (not issued to Sept. 30, 1955). 
Amendment No. 52 (Feb. 28, 1953)___.___- 

Kits of parts to install 2 antennas in hull bottom for 
sonobuoy receivers; and a service bulletin. 
Amendment No. 53 (Apr. 1, 1955) 

Decrease in billing price of armament trainers. 
Amendment No. 54 (Apr. 11, 1955)____- 

Kits of parts for separ ution of the bomb and rocket 
circuits; and a service bulletin. 
Amendment No. 55 (Nov. 26, 1954) - 

Furnish services of factory “t rained technicians to assist 
ComAirLant personnel in the detection and repair of 
corroded-surface area. 

Amendment No. 56 (not issued to Sept. 30, 1955). 
Amendment No. 57 (Feb. 11, 1955)_ 

Kits of parts for installation of identification plates for 
oil cooler lines; and a service bulletin. 
Amendment No. 58 (Mar. 21, 1955) 

Kits of parts to modify windshield wipers; and a 
service bulletin. 

Amendment No. 59 (Mar. 8, 1955) _ —- 

Restore P5M aircraft, due to storm damage. 
Amendment No. 60 (Mar. 15, 1955) 

Kits of parts for instailation of provisions for plug-in 
portable ignition analyzers; and a service bulletin. 
Amendment No. 61 (Mar. 8, 1955) _ 

Kits of parts for replacement of instruction plates on 
the bomb hoist; and a service bulletin. 

Amendment No. 62 (Mar. 11, 1955) 

Kits of parts to change searchlight pylon fairing to 
accommodate change in the Government-furnished 
searchlight; and a service bulletin. 

Amendment No. 63 (Mar. 1, 1955) -_ 

Remove special step depth blocks from P5M-2 air- 
craft. 

Amendment No. 64 (Feb. 18, 1955) __- 

Conduct factory training instruction for 5 naval air 
mobile trainer instruction personnel in the causes, 
identification, and prevention of corrosion. 

Design and fabricate display panels suitable for use in 
corrosion identification __ 

Furnish 100 transparencies, 4 9-inch visual overhead 
projectors with accessories and spares __ 

Amendment No. 65 (Mar. 14, 1955) - 

Service change kits for the addition of gu: ird to ele- 
vator trim tab torque. 

Amendment No. 66 (Feb. 28, 1955) _ ee 

Service change kits for the redesign of wicker bell bolt 
for fuel system. 

DA. Amendment No. 67 (Feb. 28, 1955) - 

Service change kits for the inspection and replace ment 
of the trailing antenna tube. 

DB. Amendment No. 68 (Mar. 1, 1955) 

Service change kits for the addition of ge nerator blast 
tube drainage. 

DC. Amendment No. 69 (Mar. 1, 1955) - 

Service change kits for override provisions for rudder 
and trim tab on flight controls. 
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Exuisir G.—Contract NOa(s)—52-982—-Continued 
Description 
Amendment No. 70 (Mar. 1, 1955) ___- 

Service change kits for the addition of guard installa- 

tion for aero compressor air intake. 
Amendment No. 71 (Feb. 28, 1955) 

Service change kits for change in periscopic sextant 
stowage installation. 

Amendment No. 72 (Not issued to Sept. 30, 1955). 
Amendment No. 73 (Mar. 1, 1955) 

Service change kits for the modification of auxiliary 
hydraulic system. 

Amendment No. 74 (Mar. 16, 1955) 

Retrofit kits for ART-13 and ARC-~2 antennae. 
Amendment No. 75 (Mar. 16, 1955) 

Service change kits for the addition of marine marker 
compressor filters. 

Amendment No. 76 (Mar. 14, 1955) =e 

Recondition, furnish, load, and secure on a " Govern- 
ment-furnished barge at contractor’s plant, 1 Navy- 
owned P5M-1 airplane center wing assembly fixture, 
including left- and right-hand end gages, bomb-bay door 
master tool and master gage; furnish 1 drill plate to 
permit drilling of holes at station 180. 

Amendment No. 77 (Mar. 14, 1955)_________ 

Service change kits for the new design of external 
power receptacle box. 

Amendment No. 78 (Apr. 1, 1955) _ __- 

Service change kits for the replaceme ont of ny lon bow 
pendant cas‘ng. 

Amendment No. 79 (Mar. 29, 1955) __- 

Service chanee kits for installation of fiberglas pa irts 
in lieu of fabrieka parts for carburetor air door. 
Amendment No. 80 (Mar. 11, 1955)_ 

Service change ies for the revision to towing pend: ant 
stowage fitting. 

Amendment No. 81 (Mar. 16, 1955) - 

Service change kits for change in external stores car- 
rier casting material. 

Amendment No. 82 (not issued to poe 30, 1955). 
Amendment No. 83 (May 19, 1955) eis a is 

Revision to Handbooks on Maintenance Instructions, 
Structural Repair, Illustrated Parts Breakdown, Operat- 
ing Data, ete. 

Amendment No. 84 (not issued to Sept. 30, 1955). 
Amendment No. 85 (Feb. 5, 1954) 

Kits of parts to permit installation of a new type bat 
tery quick disconnect and adapter 
Amendment No. 86 (Mar. 11, 1955)- 

2 sets of electrical assembly, tube | an 
detail and assembly writeups required for pilot ove vst aul 
of model P5M aircraft. 

Amendment No. 87 (May 10, 1955 

Kits of parts for installation of 2 filters in 
marker compressor; and a service bulletin. 
Amendment No. 88 (June 13, 1955) __-_ 

Kits of parts to permit installation of revised 
chute stowage; and a service bulletin. 
Amendment No. 89 (June 1, 1955) 

Kits of parts for revisions to propeller feath 
system; and a service bulletin. 
Amendment No. 90 (June 1, 1955) _ - _- 

Kits of parts for the modification of the periscopic 
sextant stowage installation; and a service bulletin 
Amendment No. 91 (June 15, 1955) _ - 

Kits of parts to permit the relocations of the AS 
133/APX antenna; and service bulletins. 


1697 


Amount 


$3, 691. 50 


3. 96 
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Exursit G.—Contract NOa(s)—52-982—Continued 


Description 


Amendment No. 92 (June 3, 1955) 
Kits of parts for replacement of fuel system hull 
transfer pump motor; and a service bulletin. 
Amendment No. 93 (May 24, 1955) 
Kits of parts, tail turret cavity covers for P5M air- 
craft; and a service bulletin. 
Amendment No. 94 (June 10, 1955) 
Kits of parts to permit modification of the bomb-bay 
heater circuitry; and a service bulletin. 
Amendment No. 95 (June 3, 1955) 
Kits of parts to replace present AIC—5B interplane 
circuitry to reduce strong magnetic field for MAD in 
P5M-2 aircraft; and a service bulletin. 
Amendment No. 96 (June 13, 1955) 
Kits of parts to permit installation of revised mount- 
ing provisions for SN—-12A/APA-16 on P5M aircraft; 
and a service bulletin. 
Amendment No. 97 (June 3, 1955) 9, 437. 
Kits of parts to permit revision of d. ¢. generator 
circuitry on P5M-2 aircraft; and a service bulletin. 
Amendment No. 98 (June 16, 1955) 26, 946. 7 
Kits of parts to permit modification of waste entrance 
doors on P5M aircraft; and a service bulletin. 
Amendment No. 99 (June 8, 1955) 5, 736. 6 
Kits of parts to permit the retroactive installation of 
a power failure indicator light on P5M aircraft; and a 
service bulletin. 
Amendment No. 100 (July 21, 1955) 
Services and materials necessary to apply neoprene 
base finish to center and outer wing blanket skins, upper 
and lower surfaces on P5M-—1 and -2 aircraft; and a 
service bulletin. 
Amendment No. 101 (June 13, 1955) 1, 608. ( 
Kits of parts to modify Coast Guard spares. 
Amendment No. 102 (June 28, 1955) 2, 735. : 
Kits of parts to permit modification of the rudder and 
aileron trim tab circuits; and a service bulletin. 
Amendment No. 103 (June 15, 1955) 3, 932. 4: 
Kits of parts to permit modification of generator blast 
tubes; and a service bulletin. 
Amendment No. 104 (June 30, 1955) 22, 593. 0 
Kits of parts to permit the waterproofing of driftmeter 
standpipe; and a service bulletin. 
. Amendment No. 105 (June 6, 1955) 455. 4! 
Kits of parts to modify spares item No. 63-700 (search- 
light pylon fairing). 
Amendment No. 106 (not issued to Sept. 30, 1955). 
Amendment No. 107 (June 28, 1955) 
Kits of parts to replace replacement of the ARC-2 
antenna anchor rope on P5M aircraft; and a service 
bulletin. 
Amendment No. 108 (June 30, 1955) 21, 060. 
Kits of parts to permit installation of nylon pendants 
in lieu of steel pendants on P5M aircraft. 
Amendment No. 109 (June 30, 1955) 2, 753 
Kits of parts to permit modification of the emergency 
hydraulic system on P5M aircraft and trainers; and a 
service bulletin. 
Amendments Nos. 110, 111, and 112 (not issued to 
Sept. 30, 1955). 
Amendment No. 113 (Aug. 9, 1955) 17, 086. 00 
Kits of parts to permit installation of provisions for 
torpedo in P5M-2 aircraft; and a service bulletin. 
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Exuisit G.—Coniract NOa(s)—52-982—C ontinued 


Description Amount 
ET. Amendment No. 114 (Aug. 9, 1955) $78, 072. 00 
Kits of parts to modify P5M aircraft to permit in- 
stallation of provisions for a second radio compass; 
and a service bulletin. 
EU. Amendments Nos. 115 and 116 (not issued to Sept. 30, 
1955). 
EV. Amendment No. 117 (Aug. 12, 1955) 2, 537. 07 
Kits of parts for the installation of Mallory electrolyte 
capacitors in AN/APS-—44A filters; and a service bulletin. 
. Amendment No. 118 (not issued to Sept. 30, 1955). 
Amendment No. 119 (Aug. 11, 1955) 2, 502. 91 
Kits of parts for change in external stores carrier cast- 
ing material on P5M-2 aircraft; and a service bulletin. 
Parcel-post charges to this contract 1, 304. 74 





Total contract per exhibit A 139, 496, 660. 90 
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1710 AIRCRAFT PRODUCTION COSTS AND PROFITS 


ExuIBIt J.—Contract NOa(s)—52-982 





| Estimated cost to the Government of plants, including lar 
and land improvements, buildings and building 
ments, and utilities distribution Systems, 
Glenn L. Martin Co. 


: improve- 
Provided to th 


eee Estimated 
“an cont 8 Estimated Estimated 
facilities facilities cost of "cost of 
| assigned to assigned facilities facili- 
contract | toother | assigned ties not 
| NOa(s)- | Govern- | to Signal utilized 
| “59-9g9 | Mentcon-| Corps ; 
se tracts 


Buildings and building improvements and 
utilities distribution systems assigned | 
to the company’s Strawberry Point | 
Static test facility: 

Balance: 
Jan. 1, 1952__ : al ‘ $218, 454 51, 697, 812 
Dec. 31, 1952_. : ; ; 1, 655, 654 260, 612 
Dec. 31, 1953 1, 655, 654 260, 612 
Dec. 31, 1954 betesaeenes $69,009 | 1, 476, 309 |- a 919, 304 
July 31, 1955___- a ie 69, 009 1, 242, 170 1, 153, 443 

Land and land improvements, buildings 
and building improvements, and utili- 
ties distribution systems assigned to the 
company’s plant II facility: 

Balance: | 
Jan. 1, 1052. ...... a ; , 527, 821 
Dec. 31, 1952.....-- ee 8, 492, 361 | $4, 887, 499 
Dec. 31, 1953. .__- : ~~ 10, 098, 329 3, 545, 216 
Dec. 31, 1954_.._- ss eaiee 2 13, 643, 545 |.....- 
July 31, 1955........- : biueal eas 13, 643, 545 








Estimated cost to the Government of machin 
tools and related production equipment p 
vided to the Glenn L. Martin Co. 


Estimated | Estimated 
costof | cost of Estimated 
facilities | facilities cost of 
assigned to | assigned to | facilities Tota! 
contract | other Gov- not 
NOa(s)- ernment | utilized 
52-982 | contracts 


Machine tools and related production equipment as- | 
signed to the company’s plant I facility: 
Balance: } 
Jan. 1, 1952___ eeccaleeidin at ideriomiidoe oe _..| $1, 456, 962 ‘ oe $1, 456, % 
Dec. 31, 1952 . $1,051,054 | 3,965,909 |___- : 5, 016, § 
is  \) ae cee cn | 3,993,312 | 4,970,350 |.__-- | 8, 963, 
Dec. 31, 1954 Se ae .----| 2,234,039 | 7,629,250 | $1,331,501 | 11, 194,7 
July 31, 1955 Se. ae 4 1,306,317 | 8, 592, 926 2,085, 313 | 11, 984, 55 
Machine tools and related production equipment as- | 
signed to the company’s plant II facility: 
Balance: ' 
I Ro ad er ee eater 346, 325 
Dec. 31, 1952____- niet 5, 203, 714 
Dec. 31, 1953_- aa : | 8, 981, 234 
Dec. 31, 1954 ey : mt pais ; ..-| 11, 163, 654 
July 31, 1955__ eae FE ia emer eS 


ANSWERS TO QUESTIONNAIR E 


2. Contract NOa(s)—10382. 

3. Price redetermination of the fixed-price incentive-type. . 

4. Letter contract dated March 31, 1949; definitive contract dated March 31, 
1949. 


5. March 31, 1949. 

6-7. See exhibit A. 

Question 8: 

(a) and (b). See exhibit B. 

(c) See footnote 3 of exhibit B. 
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d) The company has charged $2,680,150 general expense to this contract 
which represents 4.79 percent of the company’s total general expense of 
$55,928,212 — the years 1949, 1950, 1951, 1952, 1953, 1954, and the 5 months 
ended May 31, 1955, the period of contract work performance reported upon 
herein. 

e) See exhibit C. 

f) See footnote 1 of exhibit B. 

q) Any development expense incurred by the company is included in the 
costs set forth in exhibit B. 

h) This type of expense is described in the company’s accounts as “Basic 
studies and new technology.’”’ $111,108 of this expense has been charged to the 
subject contract which represents 7.65 percent of the company’s total for the 
vears 1949, 1950, 1951, 1952, 1953, 1954, and the 5 months ended May 31, 1955, 
the period of contract work performance reported upon herein. 

The total dollar value of subcontracts and purchase orders let against this 
‘ontract is approximately $2,260,000. There are no subcontracts in excess of 
$100,000. 

9, Salary and bonus of officials charged to this contract, $86,836; percentage 
of total, 4.41. 

The following dues have been paid to trade organizations of public in- 
formational mediums for the years 1949, 1950, 1951, 1952, 1953, 1954, and the 5 
months ended May 31, 1955, the period of contract work performance reported 
ipon herein: 


Charged to contract 
N Oa(s)-10382 
Company ~ — ee a 
total Percent of 
Amount | company 
total 


raft Industries Association. 1555S) S.A Bee See $131, 874 $8, 565 
inufacturers Aircraft Association ____- ji ‘ eae 72, 927 2, 448 


otal eres FE ae a aiuiabd 204, 801 11, 013 


13. See exhibit F. 
Travel and entertainment expenses have been charged to this contract as 
follows: 
Travel $125, 170 
Entertainment _ _ - 22, 782 


Total ; 147, 952 
See exhibit B. 
See note A of exhibit A. 
Depreciation has been recorded in the company’s books for the years 1949, 
, 1951, 1952, 1953, 1954 and the 5 months ended May 31, 1955, the period of 
contract work performance reported upon herein, as follows: 
Charged to contract NOa(s)—10382: 
Company total $5, 530, 2 
Amount —,. 339, 592 


Percent of company total__- 14 
\¥. Amortization under certificate of necessity has been recorded in the com- 
pany’s books for the years 1952, 1953, 1954, and the 5 months ended May 31, 
59, the period of contract work performance reported upon herein, as follows: 
Chars ged to contract peCeKel- 10382: 
Company total_- : , $1, 002, 094 
Amount. 5, 289 


Percent of company total_- - G O32 
21. See exhibit G. 
29. See exhibit J. 


31. Salaries and bonuses of retired military officers charged to this contract, 
5462, 
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Exuisit B.—Contract NOa(s)—10382 





Actual cost Total con- 
incurred to tract costs 

May 31, 1955] and profit 
| 





Direct labor: 
S| ee ee CREE PL oe PLY TEES Oe $3, 330, 952 $3, 330, 952 
Tooling---- RPA ES ? EPS 2, 991, 321 2, 991, 321 
Manufacturing - eee . UPS ESET ES SS SEES | 3, 902, 059 3, 902, 059 


Total direct labor 10, 224, 332 _ 19,2 224, , 832 
Direct material: 
Tooling Gadackene - ae 5 : oak 3 . 581, 688 581, 688 
Manufacturing - - : et a 1, 643, 632 1, 643, 632 
Subcontracting (other than engineering) -_--___- clita eiperuaseca cs cesta 120, 832 120, 832 








Total direct material 2 Se EN Pek weet) 2, 34 j 152 2, 346, 152 


| 
; eee 
Engineering subcontracting !_____.--- : ‘ ; oie o. 76 76, 910 


Oia GOT CIE cc ciccetenwsctesesecccse 2, 390 


Indirect costs (overhead): 
Engineering.......-----.. — sesbeea dic wife clea 2, 777, 856 2, 777, 856 
Tooling_- * PSs. a . 3, 612, 46 3, 612, 460 
Manufacturing -- wee = ‘ eae ees 4, 760, 897 | 4, 760, 897 


Total indirect costs 3___..___- Be = ‘ , 151, 213 | 11, 151, 213 
NN nn ee eek ann cewawe cabin 24, 380, 9¢ 24, 380, 997 
Pie. uncaeen Pa on : CRIES: # . : 903, 718 


Een NT I I I no esi crea cw enee seen oe ace Ppan, (eres 25, 284, 715 





1 Engineering costs consisting of direct labor $3,330,952, subcontracting $76,910, and indirect costs $2,777- 
856, represent 6.58 percent of the company’s total engineering costs of $93, 979,011, for the years 1949, 1950, 
1951, — 1953, 1954, and the 5 months ended May 31, 1955, the period of contract work performance reported 
upon herein. 

? See footnote, (2) p. 1579. 

} Contract indirect costs $11,151,213, which includes $2,777,856 of engineering indirect costs previously 
referred to in note A, represents 3.99 percent of the company’s total indirect costs of $279,449,808, for the 
years 1949, 1950, 1951, 1952, 1953, 1954, and the 5 months ended May 31, 1955, the period of contract work 
performance reported upon herein. Included in contract indirect costs of $11,151,213 is general expense of 
$2,680,259 as described in answer to question 8d. 


Exurpit C.—Contract NOa(s)—10382 








Estimated maximum premium in- 
a . ? . > we $ L 
Overtime “paves ourly wage cluded in overtime salary and 
hourly wage payments 





| | 
Ricnse's | Hourly | Total Salary | Hourly | Total 
Charged direct: | 
Engineering ocke $61, 515 $193, 562 $255, 077 2, 324 | $64, 53 $76, 845 
Tooling_.__- asistencia 2, 148 521, 953 524, 101 8 173, 984 174, 466 
Mz anufacturing_ , 10% 370, 092 371, 194 218 123, 364 123, 582 











Charged indirect (overhead). - 457, 211 145, 848 





Total charged direct. - 1, 085, 607 ; 1, 150, 372 3,024 | 361,869} 374, 803 








520, 741 
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1716 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Exursit G.—Coniract NOa(s)—10382 


Description Amount 


gE arene. Tne aaa eet 865 

4 Model P5M-1 aircraft, spare parts, special tools and » 484, 865. 00 
ground-handling equipment, static test aircraft, design 
data and tests, ground and flight tests, and publications, 
including a Pilots Handbook, Erection and Maintenance 
Manual, Basic List of Contractor Furnished Equinment. 

Change No. A (Sept. 8, 1950) (1) 

Modification of requirements for headset at pilot’s 
station. 

Change No. B (Sept. 19, 1950) (1) 

Revision to the installation requirements for a receiver- 
transmitter unit. 

Change No. C (Oct. 9, 1950) 

Adds requirement for a system for dimming the Jato 
indicator light in accordance with Bureau drawings. 

Change No. D (Sept. 18, 1950) (2) 

Adds requirement for a sensitivity control at the radio 
operator’s station. 

Change No. E (Oct. 9, 1950) 

Eliminate requirement for installation of certain Gov- 
ernment furnished equipment. 

Change No. F (Oct. 11, 1950) (1) 

Revise circuit for a searchlight in accordance with 
Bureau drawing. 

Change No. G (Oct. 11, 1950) 

Provides for installation of two Government-furnished 
single hydraulic pressure indicators in lieu of dual indi- 
cators. 

Change No. H (July 23, 1953) (1) 

Change in model of Government-furnished equipment 
to be installed. 

Change No. I (Dec. 5, 1950) () 

Installation of a Government-furnished repeater com- 
pass at the navigator’s station in lieu of variation setting 
indicator. 

Change No. J (Dec. 12, 1950) 11, 103. 00 

Relocate the AN/ASQ-8 detecting head. 

Change No. K (Jan. 16, 1951) 20, 251. 00 

Change in detail specifications concerning the installa- 
tion of photographic equipment. 

Change No. L (Feb. 1, 1951) 8, 773. 00 

Adds a requirement for an oil tank transfer system, 

Change No. M (Feb. 1, 1951) 3, 807. 00 

Adds a requirement for an electrical circuit to prevent 
paralleling of the auxiliary generators with main gener- 
ators. 

Change No. N (Mar. 7, 1951) (4) 

Relocation of the national insignia. 

Change No. O (Mar. 21, 1951) 11, 611. 00 

Extend the frequency range of homing equipment 
antennas. 

Change No. P (Oct. 2, 1951) 6, 162. 00 

Requirement to provide strength in handling and 
securing fittings in bow, stern and wings for loads as set 
forth in change. 

Change No. Q (Apr. 18, 1951) (1) 

Relocate various stowage racks to obtain forward move- 
ment of center of gravity. 

Change No. R (May 1, 1951) 15, 141. 00 

Change in ventilating system. 

Change No. 8 (May 1, 1951) 

Change in specification of anchor to be furnished with 

airplanes. 
Change No. T (Apr. 19, 1951) 
Rearrangement of certain flight instruments. 


2 No change. 


948. 00 


—1, 311. 00 


(4) 
















AD 


AK 



























AJ, 


AL, 








AN, 






\A. 


AB. 


AC, 


AG, 


AH, 


AK. 


(M, 


*No change. 


AIRCRAFT PRODUCTION COSTS AND PROFITS 


Exuisir G. 
Description 
Chemae NOt) Tame. a9. 4060): 2... coerce cs ce 

Change in type of installation for rocket sight alinement 
fittings. 

Change No. V (May 1, 1951) - : 

Make space and we ight prov ‘ision for homing e »quipme nt 
in lieu of installation. 

Change No. W ( April 19, 1951)_- BZ 

Install one Government-furnished jack box in the bow 
compartment. 

Change No. X (May 28, 1951)____________- ‘ “= 

Adds requirement for installation of a signal pistol 
holster and a cartridge container. 

Change No. Y (May 28, 1951)___..._..____- ete 

Changes specifications on instrument red lighting 
shields for the navigator’s and cockpit instruments. 
Change No. Z (Aug. 29, 1953) ________- 

Adds requirement to install provisions for installation 
of radio receiver equipment. 

Change No. AA (Aug. 3, 1951) 

Revision to the air inlet duct for the auxili: ry powe r- 
pli int. 

Change No. AB (Aug. 3, 1951)_________- 

Change in type wn brackets to be installed. 
Change No. AC (Aug. 20, 1951)_____ 

Add requirement to furnish and install. hydro- flaps 
using an electrical/hydraulic control system actuated by 
a rudder pedal toe system in the cockpit. 

Change No. AD (Aug. 3, 1951) . ees P 

Adds requirement to install Government-furnished 
equipment for measuring the auxiliary powerplant fuel 
pressure. 

Change No. AE (Aug. 20, 1951)_....-______- 

Adds requirement to install one Governme ¢nt-furnished 
oxygen cylinder diluter-demand unit and one replacement 
unit at each of the seven crew stations. 

Change No. AF (Oct. 12, 1951) 

Install complete provisions for U HF equipment includ- 
ing antenna, 

Change No. AG (Oct. 16, 1951) 

Adds requirement for the installation of a boot deic ing 
system in lieu of a thermal anti-icing system for wing and 
empennage surfaces. 

Change No. AH (Dec. 26, 1951) 

Adds requirement for installation of a copilot’ s control 
wheel identical with pilot’s control wheel and having 
identical wiring and switches in lieu of previously speci- 
fied copilot’s wheel. 

Change No. ATI (Jan. 2, 1952) . se 

Adds requirement to furnish and install a Sonobuoy 
release control. 

Change No. AJ (Jan. 28, 1952) __ 

Adds requirement to install provisions . for a redesigned 

Government-furnished control box. 
Change No. AK (Feb. 5, 1952) 

Adds a requirement for a power r supply for the search- 
light, consisting of a contractor furnished transformer 
rectifier (converter) in lieu of the presently specified 
Government-furnished voltage booster. 

Change No. AL (Mar. 7, 1952) _ ae . 

Apply branch of service markings in accordance with 
BuAer specification. 

Change No. AM (Feb. 29, 1952) - = 

Revise the cabling for the MAD equipment in accord- 
ance with BuAer drawing. 


Contract NOa(s)—10382—Continued 
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Amount 


(*) 


— $2, 666. 00 


(1) 


(*) 


865. 60 


6, 376. 00 


14, 065. 00 


297, 172. 00 


3, 178. 00 


4, 143. 00 


129. 692, 00 


823. 00 


575. 00 


O86. 00 


2, 530. 00 


572. 00 


3, 756. 00 


AIRCRAFT PRODUCTION COSTS AND PROFITS 


Exuisit G.—Contract NOa(s)—10382—Continued 


Description 
Change No. AN (Mar. 7, 1952) 

Install 1 Government-furnished mounting bracket for 
the illuminated sight. 

Change No. AO (June 6, 1952)___- 

Install Government-furnished Hamilton Standard pro- 
pellers in lieu of Curtiss propellers. 
Change No. AP (Apr. 3, 1952) 

Make space, weight and power provision for a Govern- 
ment-furnished oscilloscope at radar operator’s station. 
Change No. AQ (Apr. 3, 1952) 

Electrical wiring changes. 

Change No. AR (Apr. 17, 1952) __- 

Delete the provisions for the Indicator-Plotter unit and 
in lieu thereof provide space and weight provisions only. 
Change No. AS (May 5, 1952) 

Install interphone j jack boxes at the port bow entrance 
hatch and y APU sooty 
Change No. * (May 5, 1952) 

Install tigveclans s¢nt-furnished aero torpedo nose cap 
release unit on each external store carrier pylons. 

Change No. AU (Aug. 14, 1952) 

Modify the altitude injection equipment indicator in 
accordance with new production design, prepare service 
bulletin describing the installation. 

Change No. AV (Aug. 21, 1952) 

Install a grounding receptacle in engine ignition 
circuit. 

Change No. AW (Feb. 16, 1953) 

Furnish and install 2 contractor-furnished antennas for 
Sonobuoy receivers. 

Change No. AX (Feb. 18, 1953) 

Install Government-furnished aero gun heaters. 
Change No. AY (Mar. 6, 1953) 

Relocate the AN/ASQ-8 component units so that the 
equipment can be adjusted and compensated from the 
flight deck. 

Change No. AZ (May 12, 1953) 

Remove temporarily installed Government-furnished 
radar and install a Government-furnished radar and a 
contractor-furnished detachable radar monorail. 

Change No. BA (Apr. 29, 1953) 

Revised throttie control linkage. 
Change No. BB (July 13, 1953) 

Relocate the RF units of the AN/APR-9B ECM equip- 
ment to provide for minimum length of coaxial cable 
between units and antenna; provide for a contractor- 
furnished antenna switch to cover frequency range of the 
AN/APA-70 or AN/APA-70B equipment. 

Change No. BC (July 13, 1953) 

Install Government ARN-1l4a equipment complete for 
the pilot, copilot and navigator; install complete wiring 
for ARN-14A equipment; install contractor-furnished 
amplifier. 

Amendment No. 1 (Oet. 10, 1950) - 

Change in delivery date. 
Amendment No. 2 (Nov. 10, 1950) 

Adds new item that provides for 2 sets Vandvke draw- 
ings and indices, complete except for lofted drawings, 
applicable to Model P5M-1 aireraft. 

Amendment No. 3 (July 16, 1951) 

Adds new items covering: 5 right hand stabilizers of 
metal core honeycomb construction for the Model P5M-1 
airplane, inclu ding the design, fabrication of 1 additional 
assembly and 2 sample panels and the structural test 
therefor; final corrected data, drawings and structural 
test reports; maintenance and repair manuals. 
21No change. 


Amount 
(1) 
(1) 


$44, 477 


311, 596 















































AIRCRAFT PRODUCTION 


Exuipit G.—Contract NOa(s)—10382 


Description 


RH. Amendment No. 4 (Apr. 24, 1951) 

Increases the progress payments to be paid under the 
contract. 

31. Amendment No. 5 (June 21, 1951) 

Modifies a sentence in a specification. 

J. Amendment No. 6 (June 5, 1951) 

Delivery instructions pertaining to special tools and 

ground-handling equipment. 
sk. Amendment No. 7 (June 8, 1951) - : 

Changes wording in section i—Guarantees and section 
G—Demonstrations and trials; also increases maximum 
speed in military rates power of engines. 

BL. Amendment No. 8 (Sept. 11, 1951) - i ee i 
teduces unit price of 4 P5M-1 aircraft. 
BM. Amendment No. 9 (Jan. 7, 1952) _ ae 

Change the requirements for publications prov ided for 
; in original contract. 

RN, Amendment No. 10 (Jan. 23, 1952) 

Add new item to contract to provide for temporar airy 
installation of Curtiss propellers on Model P5M-1 air- 
craft; conduct vibration tests and submit a report thereon. 

B0, Amendment No. 11 (Jan. 10, 1952) - 

Increase billing price of P5M-1 aircraft. 

BP. Amendment No, 12 (Feb. 5, 1952) - a3 , 

Change to the “ iucoanens of Claims” provisions of 
the contract. 

BQ. Amendment No. 13 (Feb. 28, 1952) _ 
Adds new items to contract to prov ide for flight tests 
and reports —ragrig, the flight tests. 
BR. Amendment No. (Feb. 7, 1952) - 
Change eas date provided in “Amendment No. 3. 
BS. Amendment No. 15 (Mar. 12, 1952) _ 

Delete the requirement for a final corrected detail 
specification. 

BT. Amendment No. 16 (May 20, 1952). 

Adds new item to contract prov iding for the installa- 
tion of Hamilton-Standard propeller assemblies in exist- 
ing P5M-—1 test nacelle to be modified for the purpose; 
functional and cooling checks on the installation and 
reports on results. 

BU, Amendment No, 17 (Apr. 1952) 

Adds new item BS lt for a Basic Summary Bill 
of Material for Model P5M-—1 aircraft. 

BV, Amendment No. 18 (Sept. 4, 1952)_______- Bd 22s 

Definitizes certain spare parts lists. 

BW. Amendment No. 19 (June 16, 1952)__._-._____- 

Provides for production engineering, tool enginee ring, 
and tool fabrication necessary to produce honeyeomb 
stabilizers. 

BX. Amendment No. 20 (May 8, 1952) 

Adds requirement for services of contractor personnel 
for a period of 26 weeks to assist Board of Inspection and 
P Survey at Patuxent, Md., in the trials and tests of P5M-1 

aircraft. 

BY, Amendment No. 21 (Aug. 25, 1952). £ 
a Definitizes publication requirements. 
3 8Z, Amendment No, 22 (Mar. 20, 1953) ae te ee 
: Obligates funds for revisions to publications. 
CA. Amendment No. 23 (Nov. 24, 1952) ; 
4 testore damaged P5M-1 (BuNo 124912) airplane to 
:. flying condition. 
ce CB. Amendment No. 24 (Feb. 24, 1952) : 

Obligates funds for revisions to public: tions. 
*No change. 


74721—56——_-28 
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-Continued 
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Amount 


(1) 


—<Z3. 
206, 


378. 00 
330. 00 


31, 836. 00 


1, 380, 000. 00 


(?) 


56, 774. 00 


(1) 


~I 
iS 


00 


12, 432. 00 


662. 00 


53, 965. 98 


65, 520. 00 


25, 693. 00 


3, 248. 20 


645. 00 


* Authorizes invoicing of specific amounts out of funds previously committed by contract. 







1720 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Exursit G.—Contract NOa(s)—10382—Continued 


Description Amount 
Amendment No. 25 (Apr. 6, 1953) $63, 130. 
Restore damaged P5M-1 airplane (BuNo 124911) to 
flying condition in accordance with Bureau of Aeronautics 
letter. 
Amendment No. 26 (Feb. 24, 1953) 
Obligates funds for revisions to publications. 
Amendment No. 27 (Apr. 27, 1953) 
Definitizes certaisn spare parts lists. 
Amendment No. 28 (Mar. 25, 1953) 
. “7 ag in appropriation information for amendment 
o. 15. 
Amendment No. 29 (May 18, 1953) 14, 663. 
Obligates funds for revisions to publications 
Amendment No. 30 (July 20, 1953) 2, 336. 
Increase billing price of item 9 (stabilizers). 
Amendment No. 31 (July 17, 1953) 4, 488, 25 
Increase billing price on established special tools and 
ground handling equipment order. 
Amendment No. 32 (Aug. 13, 1953) 
Adds new item providing for replacement of hydraulic 
system filter elements on P5M-1 airplanes (BuNo 124910 
through 124913). 
Amendment No. 33 (administratively canceled). 
Amendment No. 34 (Sept. 4, 1953) 
Definitizes certain spare parts lists. 
Amendment No. 35 (Jan. 15, 1954) _ 
Adds requirement for contractor personnel for a period 
of 90 weeks to assist Board of Inspection and Survey in 
the trials and tests of P5M airplanes. 
Amendment No. 36 (Dec. 31, 1953) 370, 681. 
Final redetermined price adjustment for contract and 
amendments | through 34. 
Amendment No. 37 (May 24, 1954) - 
Decreases obligated funds for certain spare parts lists. 
Amendment No. 38 (June 16, 1954) 
Modification of 2 P5M-1 aircraft. 
Amendment No. 39 (June 16, 1954) 
Services and material required to perform the repair of 
certain safety of flight items concurrently with the modifi- 
cation of Model P5M-1 aircraft (BuNo 124911). 
Amendment No. 40 (May 10, 1954) 
Reduces requirement for contractor’s personnel services 
set forth in amendment No. 35 from 90 to 70.1 weeks. 
Settlement agreement (Feb. 26, 1954) 
Partial termination resulting from change authoriza- 
tion “AO”. 
Settlement agreement (Feb. 25, 1953) 
Partial termination resulting from change authorization 
‘ec AC. ”? 
Settlement agreement (Sept. 7, 1954) _ 
Partial termination resulting from. change authoriza- 
tion ‘“‘AG’ 


D2 


10388 


List of change orders for contract NOa(s)- 


Ci DSS 8 RSS oe 2a” ee eae ee ee eae ee _ 25, 284, 710. 2 
Parcel post charges against contract _ 


Total-conteact per.exhibit A... 202 ......-2..%2- 25, 284, 714. 83 


! No change. 
2 Authorizes invoicing of specific amounts out of funds previously committed by contract. 
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Exuisit J.—Contract NOa(s)—10382 





Estimated cost to the Government of plants, including land 
and land improvements, buildings and building improve 
ments and utilities distribution systems, provided to the 
Glenn L. Martin Co. 





| | 
Estimated | Estimated ee 
cost of | coat of | a | Estimated | 
aci ties | faci ities facilities | Cost of 
assigned to | assigned to assigned to | facilities | Total 
contract | other Gov- <i al | __,not 
NOa(s)- | ernment C gnal | utilized 
10382 | contracts a 
| 





Buildings and building improvements and | | 
utilities distribution systems assigned | 
to the company’s Strawberry Point | | 
static test facility: | 

Balance—Jan. 1, 1949....-.....---- age Bienen amet | $1,916, 266 | $1, 916, 26¢ 
CS ae : ed eee Pa po eae 
aeO0. Si, Reee.-.......-. i, 5 ES cones -| 1,697,812 | 1, 916, 26 
Dec. 31, 1951. ...-.--- 218, 454 ‘ | 1,697, 812 1, 916, 266 
SS a S wasn al Op One, O66. 1.5... 260,612 | 1,916, 266 
Se = as neds ko 4 7) eee 260, 612 1, 916, 266 
eo: St, 2068.........-..-. SE Be 919,304 | 2, 464, 622 
July 31, 1955.-__-- i ae ae £210,990 bcc 1,153,443 | 2, 464, 622 

Land and land improvements, buildings | | 
and building improvements and utilities | 
distribution systems assigned to the | } 
company’s plant II facility: | } 

Balance—Jan. 1, 1951_.-.--....-------- ks Se Aare oe 
LSS eae aa . 
Ls 3% eee ------------| 8, 492,361 | $4,887, 400 |.- 
Dec. 31, 195: : * ...---| 10, 098, 329 3, 545, 216 |_- ; ; , 643, 545 
Dec. 31, 195 13, 643, 545 | 13, 643, 545 
July 31, 1955 | 13, 643, 545 é 13, 643, 545 











Estimated cost to the Government of machine 
tools and related production equipment pro- 
vided to the Glenn L. Martin Co. 





Estimated | Estimated 
cost of cost of Estimated 
facilities facilities cost of 
assigned to | assigned to | facilities 
contract | other gov-| not util- 
NOa(s)- ernment ized 
contracts 





Machine tools and related production equipment as- 
signed to the company’s plant I facility: 

Balance—Jan. 1, 1949 ; $309, 381 

Dec. ¢ 309, 381 

Dec. 31, 1 02 309, 381 

Dec. 282 1, 456, 962 

Dee. ¢ 9! 5, 016, 963 

Dec. ¢ ‘ 8, 963, 662 8, 963, 662 

Dec. $1, 331, 501 | 11, 194,79 

July 31, 1955 : ‘ 2, 085, 313 11, 984, 596 

Machine tools and related production equipment as- 
signed to the company’s plant II facility: 

Balance—Jan. 1, 1951 3 ; “ LEER 8 eee peyecer~=--- 

Dec. J RB. 325 346, 32 

Dee. 31, : 5, 203, 714 

Dee. : 8, 981, 234 

Dec. i 11, 163, 654 

Oe ea SE. ; 13, 378, 005 























AIRCRAFT PRODUCTION COSTS AND PROFITS 


ANSWERS TO QUESTIONNAIRE 


2, Contract A¥33(600)—22208. 

3. Price redetermination of the fixed-price incentive-type. 

4, Letter contract dated September 2, 1952; definitive contract dated August 
1953. 

5. September 19, 1952, date of acceptance of contract by the Glenn L. Martin 
Co 

6-7. See exhibit A. 

Question 8: 

a) and (b) See exhibit B. 

c) See footnote 3 to exhibit B. 

d) The company has charged $2,681,791 general expense to this contract 
which represents 7.92 percent of the company’s total general expense of $33,839,730 
for the vears 1953, 1954, and the 5 months ended May 31, 1955, the period of 
contract work performance reported upon herein. 

(e) See exhibit C 

') See footnote 1 to exhibit B. 

(g) The prototype airplane, known as the Canberra, was developed by the 
English Electric Co., Ltd., to which a license fee and royalties totaling $3,285,600 
have been paid or accrued to May 31, 1955, and charged to contract 
AF33(038)—-22617, and royalties totaling $70,200 have been paid or accrued to 
May 31, 1955, and charged to the subject contract for production rights, plans, 
ete. Any additional development expense relating to the airplanes on the 
subject contract incurred by the company are included in the costs of either the 
predecessor contract (contract AF33(038)—22617, reported upon under separate 
cover) or the subject contract as set forth in exhibit B. 

(h) This type of expense is described in the company’s accounts as ‘Basic 
studies and new technology”; $43,252 of this expense has been charged to the 
subject contract which represents 6.29 percent of the company’s total for the 
years 1953, 1954, and the 5 months ended May 31, 1955, the period of work 
performance reported upon herein. 

(i) The total dollar value of subcontracts and purchase orders let against this 
contract to July 31, 1955, is approximately $59 million. See exhibit D. 

9. Salary and bonus of officials charged to this contract, $76,377; percentage of 
total, 7.11. 

12. The following dues have been paid to trade organizations of public infor- 
mational media for the years 1953, 1954, and the 5 months ended May 31, 1955, 
the period of contract work performance reported upon herein: 


l, 


} Charged to contract 
A F33(600)-—22208 
Cm: Sm 
total Percent of 


Amount company 


| total 





Aircraft Industries Association _- Sntgetbae oa wane $49, 639 $1, 886 
Manufacturer’s Aircraft Association eae 69, 378 | 1, 104 | 


Re | 119,017 2,990 | 





13. See exhibit F. 
14. Travel and entertainment expenses have been charged to this contract to 
May 31, 1955, as follows: 
$165, 764 
9, 296 


175, 060 
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15. See exhibit B. 

16. See schedule B-1 to exhibit B. 

17. Depreciation has been recorded in the company’s books for the years 1953, 
1954, and the 5 months ended May 31, 1955, the period of contract work per- 
formance reported upon herein, as follows: 

Company total 
Charged to contract AF 33(600)— ~22208: 
Amount 


Percent of company total 
19. Amortization under certificate of necessity has been recorded in the com- 


pany’s books for the years 1953, 1954, and the 5 months ended May 31, 1955, the 


period of contract work performance reported upon herein, as follows: 


Company total. - - diigo inet Sie 3 
Charged to contract AF33( (600)—22208: 


Amount_ ----- 
Percent of company total....------- 


21. See exhibit G. 
29. See exhibit J. 


31. Salaries and bonuses of retired military officers charged to this contract, 


$10,045. 


$818, 147 


3(G8O0O) 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 


Exurpit B.—Contract AF33(600)—22208 





| Estimated contract costs _ ew reca- 
pitulation of schedules B-1, 2, 3, 4, 5, 6,7 





| 


| Actual cost | Estimated | Total est 
incurred to | costs to mated con- 


tract costs 





Direct labor: 
Engineering ! 
Tooling. 
Manufacturing - 


Total direct labor. 
Direct material: 


Manufacturing 
Subcontracting 


Total direct material 2 


Engineering ~penicasniescsttaedli 1 
Other direct costs_------- 


Indirect costs (ov woe: 
Engineering ! i 
Tooling. * 
Manufacturing - __ 


Total indirect costs 3__ 


Total costs-_.._-- 
Estimated profit_- 


| May 31, ped complete 





| 56, 010, 538 3 


| 


$852, 735 


189, 757 
12, 305, 827 
21, 872, 421 


| 

= 
$1, 039, 595 | 

695, 400 
7, 656, 483 


9, 391, 478 | 


237, 865 | 
6, 135, 469 
24, 549, 342 | 








59, 62 | 

Rb! os 
839, 162 | 
1, 128, 980 | 
9, 868, 897 he 


11, 837, 039 | 


30, 922, 676 | 
34, 498 | 
1, 188, 229 | 


998, o1 | 
980, 514 
10, 795, 641 


12, 774, 166 | 


54, 311,047 | 





Total estimated contract costs and profit-........--- 7s | Sins sinr weds Jette sire ween 


and profit 


$1, 892, 330 
1, 503, 968 
_% 712, 154 


4g, 108, 452 


427, 622 
18, 441, 296 
46, 421, 763 


65, 290, 681 


63, 156 


248, 091 


1, 837, 173 
2, =e ot 
20, 6A, § 53 


m4, 6 il, 205 
109, 321, 385 
9, 177, 503 


118, 499, 088 





1 Engineering costs consisting of direct labor, $852,735; subcontracting, $28,658; and indirect costs, $839,162; 


represent 3.40 percent of the company’s total engineering costs of $50,614,515, for the years 1953, 1954, and 
the 5 months ended May 31, 1955, the period of contract work performance reported upon herein. 


2 See footnote, 2 p. 1579. 


3 Contract ifidirect costs, $11,837,039, which includes $839, 162 of engineering indirect costs oye 


referred to in footnote 2, represents 8.15 percent of the company’s total indirect costs of $145, 


222,020, for the 


years 1953, 1954, and the 5 months ended May 31, 1955, the period of contract work performance reported 
upon herein. Included in contract indirect costs of $11,837,039 is general expense of $2,681,791, as described 


in answer to question 8d. 
















AIRCRAFT PRODUCTION COSTS AND PROFITS 


ScHEDULE B-1 





Est timated contract category first costs and profit (38 B-57C airplanes, 100 B-57I 
airplanes, 20 B-57 nondescript airplanes, technical data for airplanes, and bill 
of material 














} Total estimated cate- 
Actual cost | ».,; gory Ist costs and profit 
; “ | Estimated : 
ees | costs to ——— 

i , lete 
1955 complete | 158 B-57B | Per B-57B 


| airplanes | airplane 











| 
Direct labor: | 















Engineering... --_- ee ne eear $848, 042 | $1,023,000 | $1,871, 042 | 
Pooling é “ enlbaantles i } 800, 163 | 693, 900 1, 494, 063 >. 
RAIN 5 cask Ai dtadc dscns cccsccenn- ..-| 6,246,615 | 6,580,200 | 12,826,815 
Total direct labor-.-_----- Epeaeenn |: 804, 820 8, 297,100 | 16, 191, 920 | 
Direct material: ye 
Tooling Py > s . 189, 569 237, 710 427, 279 
Mi: inufacturing ‘ Pie | 10, O86, 119 | 5,606,039 | 15, 692, 158 | 


Subcontracting -. —— --------| 21, 191,031 | 20, 348,775 | 41, 539, 806 











TOtRE GROG MARINI 5 Foo ga nencncenxnacasen | 31, 466, 719 | 26, 192, 524 | ” 87,6 359, 243 
| _ _____ 











0 34, 498 58, 208° 


Engineering subcontracting Samo 
A Sine re ee Ee TR Ee OT ee f f , 155, 835 


ther direct costs - - 








Indireet costs (overhead): 


en ee eee Sears | $34, 623 982,080 | 1,816,703 |--......-- : 
Pooling ncn trinleniabionighnabiic idvbaater gy 233 978, 399 2, 095, 632 |_...-- 
Manufaeturing _- ‘ ers Ge case 8, 734, 605 9, 278, 082 | 18, 012, 687 | 









i— sienna 
TE Ce I i craic atinticnretiai twice anwor 10, 686, 6, 461 Uy, 238, 561 | 21, 925, 02 22 
Total costs a ee ee | 50, ‘131, 352 | 46, 918, 518 97, 049, 870 | $614, 240 
Co a re ee ee ee peceiai cic caiagl Saal 8, 174, 656 | 51, 738 








Total estimated category first costs and profit— | 
exhibit B Dibucdhbida>aaadee Py Ey ty BOE Rappkaatea a ~ 105, 224, 526 | 665, 978 













ScHEDULE B-2 


Estimated contract category second costs and profit (spare parts) 





eee a Total esti- 
Actual cost Estimated mated cate- 
incurred to costs to | gory 2d costs 
May 31, 1955 complete and profit 

















Direct labor: 
Engineering Se er Cee ea a 
OS ie COAT ee i Reno a Se eon ee li ean - $5, 347 |...- edad $5, 347 
Manufacturing — 518, 151 | $648, 432 | 1, 166, 583 









I EA FILE PA TEED 648, 432 | “4 17 1, 930 








rect material: 

po a Rad Ee BE Sener ies suites ccnkeieea ens eee 33 
M, inufacturing al 1, 828, 496 | —15, 653 | 1, 812, 843 
ee eee nee nee 561, 995 | 2, 949, 738 3, 511, 733 


524 | f 085 | & 324, 609 





Total direct material 


Engineering subcontracting 8 Ee ey ee 
SPRINT ca ne ee 2 ae 46 





Se ee nee ene eet 2, 300, 



















~ 914, 289 1, 640, 622 













914, 289 | 1, 648, 098 









Total costs 


| 8, 144, 683 
Estimated profit 


679, 882 








Total estimated category second costs and profit— | | 
Co Ss EE ACN CARER SLT ASTER ERY, RS ae SARESSr ee 8, 824, 565 
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ScHEDULE B-3 


Estimated contract category third costs and profit (special tools and ground handi ling 
equipment) 





Actual cost | Estimated | Potal esti- 
incurred to costs to | — cate- 
May 31, 1955! complete go Ake 
| 
Direct labor: | | 
Engineering 36 $1, 705 | 
Tooling _. Ry Saree iuacbitinhalecss } , 1, 500 3, 090 
Manufacturing -- _ ETAT POR SHEE EES GA ne 38, 471 | 102, 253 180, 724 








ee ee ae soak 80, 847 105, 5,458 | "186. 20: 


Direct material: | 
Tooling. LE ee 72 155 | 997 
Manufacturing 7 7 | 306, 678 416, 923 
Subcontracting oe Ae S ance | 1, 173, 983 1, 261, 62 


Total direct material 197,959 | _1, 480. 816 1, 678.775 
Engineering subcontracting- = 


Other direct costs._....------ 


Indirect costs (overhead): 
Engineering ‘ita 4 RE SEAS 
Tooling _- ae gales ee , 4, 341 
Manufacturing. - CMe RPE AER th, Lae See: aaa } 144, 177 254, 267 





NE DIN, etc ws node ctaendmeueen 147, 929 a | 261, 001 

DEE EE Te ROONEY aE, | 33817 

E — profit | 162, 50 
Total estimated category third costs and profit—ex- } 

hibit B a ee RRR i Bae eee 2, 288, 6X5 





ScHEDULE B-4 


istimated contract category 4th costs and profit (training parts, tools, and 
equipment) 





Actual cost | Estimated ae — 
incurred to | costs to : , 


| Mav : : igory 4th costs 
May 31, 1955| complete and profit 


| 


Direct labor: 
Engineering 
Tooling. C8 EE EERE See HERE Ete) Ba , 
Manufacturing. ._- PEAS REE ERT $12, 675 





Total direct labor......__._-- area a acd . | 12, 675 | 
Direct material: 
ee silibiaiieesenidandlGnadiesncies sot . alee ate ; seal 
ARES ESE Ca EE REPS 1 ee 2 | 44, 432 44, 444 
0 eae eee eee 73, 999 74, 074 





I NN nr i emmanuel 118, | 18 518 
Engineering eameenteneting. sp 
Other direct costs 





Indirect costs (overhead): 
Engineering 
22 as : Ecramemsidineakavs ned nsaiuee clmecenkmurnwl da ania imeebaees . 
Manufacturing _ | 17, 872 18, 02t 





ae ee aeled 17,872 | _ _ 18,02 


148, 978 a 18,32 324 
567 





160), 89 
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ScHEDULE B-5 


Estimated contract category 5th costs and profit (138 apeeia weapons bomb-bay doors) 





| Total estimated cate- 
| | gory 5th costs and 
Actual cost E profit 


| incurred | pre nyo — 
‘hes —- complete | 138 special | Per special 


weapons | weapons 
| | bomb-bay | bomb-bay 
doors doors 








Direct labor: 


Engineering--- - - - 2 actin Sena Giese sedis RE at a ae nae as mayel de a 
Tooling -- SE OE SESE 8 ewan wnne--an---n| $1,175 $1,175 | 





Manufacturing. - Sigs eee eae ots so 160, 602 $177, 923 338, 525 | 






otal GHG WEE anc leien ote cwodicenwnns 161, 777 177, 923 339, 700 | 








Direct material: 


Tooling. -- ¢ : a 83 83 | 
M: :nufacturing-. AM ciiaaraReudoanad mt 236, 462 165, 526 | 401, 988 |_- 
Si DONE Sine enednwewnsscens= peeeh tive seth ait 11, 058 | 11, 058 






Total direct material_..........--- dicecucadeotin 247, 603 165, 526 41 3, 129 











Engnenine eeennetne-- ivipeute mere eee p |e i See 
Other direct costs- - . -- ths, SERIE ee > See & : a 







Indirect costs (overhead): ; | 


Engineering... ....- BR Ae hg: RE OORT REE (ante iy Ses a | 
Tooling- Be Se SE ee ee - a 1, 639 ; al 1, 639 
Manufacturing EE Ren Ane 225, 361 | 250, 871 476, 232 | 


















LOGE Ty MBs so 5 sinc Seance neneecewean | 227, 000 | 250, 871 47, 871 |- 
x 5, Sire +a Ae a | 636, 380 504, 320 | 1,230, 700. = ee 918 
Estimated: GEE. ou sic cecsccseuun pc magemeeiowas nal : an 105, 125 | 762 


Total estimated miipere 5th costs and anal | | 
hae das os tea dcteatdas aces cteaeBescisausehkswetes 1, 335, 825 | 9, 680 





ScHEDULE B-6 


Estimated contract category 6th costs and profit (flight testing) 
















| Total 
Actual cost Estimated | estimated 
| one to | coststo | category 6th 
| fay 31,1955| complete costs and 
| | profit 
oo. | ee eee See 
irect labor: 
LO ee ee ee ae hanewk $466 $14, 890 | $15, 356 
Tooling. - -- eS ae Se ee See Sa stale Sates 
Mi: anufacturing SRE aN Si tenmtniicd 7, 530 133, 946 14l, 476 











Total aieds Pser... ... .<<--5 2200. ‘ 7, 996 148, 836 | 








irect material: 
Tooling __- ae eee ne i 

Manufacturing. s = oR RS Sees 56 18, 463 18, 519 
Subcontracting 












Total direct material. 18, 463 18, 519 








Engineering subcontracting 
Other direet costs. - 





Indireet costs (overhead): 
OS ES ae eee aN EEE = 470 14, 294 14, 764 
Pooling : 

Manufacturing x = 10, 579 188, 864 199, 443 












Total indirect costs _-. : > eS are I, 049 203, 158 214, 207 









: Total costs Pe oe ees wets ‘ 19, 103. 370, 457 F 389, 560 
Estimated profit........-.- Fade Se deicienies es 25, 176 





otal estimated category 6th costs and profit—exhibit B_|-- -- 414, 736 
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ScHEDULE B-7 


istimated costs and profit miscellaneous contract items 





| | | 
| Total est 
Actual cost | Estimated | mated costs 
incurred to costs to | and profit 
May 31,1955} complete | miscellaneoys 
| contract 
| — items 
| 
Direct labor: 
Engineering - - ------ . eeuee eee $3, 441 |__- 
Tooling notes , ‘ = - 293 | 
Manufacturing - - - - - EE : 44, 192 | $1, 054 





we ere a = SpA , 926 | 1, 054 | 


Direct material: 
Tooling 
Manufacturing Re wei 9, 984 | 
Subcontracting - - - -- e ‘ E : nie } 20; 620 2 847 


Total direct material ____-_- 65, 057 | 12 831. | 


Engineering subcontracting 
Other direct costs 


Indirect costs (overhead): 
Engineering 
Tooling 
Manufacturing - -- 





ER eT 
NI i fans enn dtidte deint emphasis inca tite edadetisaa'ia i 
Estimated profit 


Total estimated costs and sae miscellaneous contract 
items—exhibit B- 





Exuisit C.— Contract AF 33(600)— 





| 

a timated maximum premium it 

Overtime salary and h Ww Es Pp A 

namanands ourly age | “cluded in overtime salary and 
| hourly wage payments ! 

| 

| 





Salary | Hourly Total | Salary Hourly 





Charged direct: 
Engineering - .......-..---- $63, 586 
Tooling-. ~~ 6, 164 
Manufacturing 


1 | | 

| 

$34, 731 | $98,317 | $17, 281 

29, 688 35, 852 1, 632 ¢ f 

| 209,803 | 209, 807 | 1 | 69, 985 





4 
Total charged direct....|. 69, 754 


1 274, 222 343, 976 18, 914 , 407 | 110, 321 
Charged indirect (overhead) - - | 


257, 538 81, 19 





| | eee ae 191, 516 
! 
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Exuisit F.—Contract AF33(600) 


Name and address 


Doerner, Rinehart, Stewart and | 


Clammer, Barr Blig., Washington, 
D.C 


A. T. Kearney and Co., 1358S. La Salle 
St., Chicago 3, Ill. 

Langner, Parry, Card and ce ies 
120 E. 41st St., New York 17, N. Y. 

Piner and Marbnry, 1000 M: iryland 
Trust Bldg., Baltimore, Md. 

Stevens, Davis, Miller and Moser, 
Munsey Bldg., Washington 4, D.C. 

Sullivan, Bern: ard, Shea and Kenney, 
804 Ring Bldg., Washington 6, D.C. 

Worthington Associates, 1 North La 

Salle St., Chicago 2, Ill. 


Charles Butler and Associates, 19 East | 
=. 


53d St., New York 22, N. 

Lippencott and Margalies, ine., 430 
Park Ave., New York 22, 

Tilinois Institute of cet bly Tech- 
nology Center, Chicago 16, Tl. 

Lloyd EF. Mitchell, Inc., 4650 Reisters- 
town Rd., Baltimore 15, Md. 

Butler & Zimmerman, 19 EF. 53d St., 
New York 22, N. Y. 

Carroll J. Pierce, 214 E. Kanawha 
Ave., Worthington, Ohio. 

Solomen W. Golomb, 115 Richards 
Hall, Cambridge, Mass. 

Dr. Eugene Sanger, Amseliveg 5, 
Stuttgart, Germany. 

Dr. Alferd Walz, Spiegal-Gasse, Swit- 
zerland. 

Prof. H. L. Schmid and H. Bilharz, 
Theodor Koerner Strasse, Wuers- 
burg, Germany. 

Prof. Otto Lutz, Bienroder, Weg 53, 
Germany. 

Sherbow & Sherbow, Munsey Bldg., 
Baltimore, Md. 

Hans Thieme, Berline Tor 21, Ham- 
burg, Germany. 


Prof. G. Ludwig, Hueninger Strasse |__ 


34, Berlin, Germany. 

H. J. Kaeppler, Naurnaum Strasse 64, 
Stuttgart, Germany. 

Robert L. Steinle, 1111 Wilshire Blvd., 
Los Angeles 17, Calif. 


Type of service 


Legal services _- 


Management engineers 
Legal services 
..do 
..do 
do 
Personne] counselors - -| 


a : al 
Industrial design and engi- 


neering services. 
Industrial design service 
Engineering services 
..do 
Industrial design engineer- | 
ing service. 
Engineering services 
do 
do 


do 


— 


.do 


| Legal services. _.___- 


Dr. Ags meet, 2B Ridge Rd., Green- 


belt, 

Dr. Bee and Cap, Hormazr Stra-10, 
Innsbruck, Austria. 

Robert S. Hatcher, University 
Heights, New York 53, N. Y. 

E. Burke Wilford, 300 Linden Lane, 
Merion, Pa. 

Pennsylvania Surveys, State College, 


Pa. 
Paul Beall, Box 1562, Annapolis, Md 


Jones, Day, Cockley and Reavis, 1759 


Engineering services 
do. 
do- 
.do- 
..do-- 
..do. 
do. 


=” S 


| Engineering personnel sur- | 


vey. 


| 
Consulting services for tech- | 


| 


Union Commerce Bldg., Cleveland | 


14, Ohio. 

Kennedy, Holland, DeLacey and 
Syoboda, City National Bank Bldg., 
Omaha, Nebr. 

Reed, Smith, Shaw and McClay, 
Union Trust Bldg., Pittsburgh 30, 
Pa. 


nical presentations. 
Legal services _ 


-22208 


5 months | 


ended 
May 31, 
1955 


$3, 100 | $9, 


2,029 


5, O14 


662 


978 


, 653 |. 


3, O15 


cS  } ee 


402 | 
, 935 | 
786 | 


90 | 


2, 467 


1, 507 | 
1, 043 | 


1,000 


5, 034 


&, 565 


10, 300 


| 45, 473 


$14, 878 


1, 500 


69, 741 
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Exurpit F.—Contract AF 33(600)—22208—Continued 


Years 


Name and address Type of service 5 months | Total 
ended 954 
May 31, 195 
1955 


Touche, Niven, Bailey and Smart, | Accountants and auditors - $15, 623 ($16,099 | $: 
DAs Broadway, New York AB ie A | 
rest Fi 


inley and Associates, Na- | Public relations consult- |__- 4, 531 
Press Bldg., Washington 4, ant’s services. 


ff Human Science, 333 N. | Human engineering pro- 12. 659 
ison Ave., Chicago, Il. gram. 
mith, Barney & Co., 14 Wall St., | Financial consultants.______|____.___ 5,512 | 54,926 | 100,438 
New York 5, a Es 
scher Campbell and Associ- | Architectural engineering 4, oon 4, 200 
tes, 1020 St. Paul St., Baltimore , services. 
sl L. Kober, 1934 Speice Ave., | Engineering consultant 3, 129 |. | 3,129 
Dayton, Ohio. 
iney 8. Field, 313 East 51st St., New | Systems engineering--_- oa 26 | 10, 260 
fork, N. Y. 
ve, Scholer, Fierman and Hays, | Legal services_- se 31, y 59, 306 
5 Park Ave., New York, N. Y. | | 
ste MecLarren, Route i Brook- | Engineering services 
le, Md. 
ble, Beatjer and Howard, 1409 | Legal services. _- 
intile Trust Bldg., Baltimore, 


Biggard, P. O. Box 693, Balti- | Special services. 
3, Md 


18, 825, 238, 7 727 


nsultation and advisory fees allo- * 18, 432 15, 690 
ited to contract A F33(600)-22208. 
Percer » of tot: tin saad aamaaa | 

4 F33(600)-22208 








74721—56—— 29 
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Exuisit G.—Contract AF33(600)—22208 


Description 
A. Contract AF33(600)—22208: 191 Model B57B aircraft, 
spare parts, special tools, technical data, training 
parts, 191 special weapons bomb bay doors, flight 
testing, engineering change funds and bill of ma- 
terial 
B. Change order No. 1—Administratively canceled 
. Supplemental agreement No. 2 (June 15, 1955): 
Terminates 33 aircraft 
Terminates 33 special weapons doors - -- 
Terminates applicable portion of spare parts____- 
Terminates applicable portion of special tools and 
ground handling equipment 
Provides for partial termination claim and open 
reserve for outstanding claims on 33 aircraft___ 
. Change order No. 3 (June 1, 1954)—Establishes an 
added item for engineering change funds_________~- 
. Supplemental agreement No. 4 (Sept. 24, 1954)—Ter- 
minates a portion of technical data requirements-__ 
. Supplemental agreement No. 5 (June 24, 1954) 
Adds requirement for 1 B57B mobile training unit_ 
Adds engineering change funds for MTU 
Adds 1equirement for class coding of spare parts__ 
Incorporates renegotiation act 
Change order No. 6 (Jan. 7, 1955) 
Amends technical data requirements____ 
Amends contract particulars, re copyright 
. Supplemental agreement No. 7 (Feb. 8, 1955) 
Terminates 6 special weapons doors _ - 
Supplemental agreement No. 8 (Mar. 14, 1955) 
Supplements engineering change funds (C. O. No. 
3 above) 
J. Supplemental agreement No. 9 (May 24, 1955) 
Terminates 14 special weapons doors - 
K. Supplementa' agreement No. 10 (June 2, 1955): 
Increases billing price for 158 aircraft and 138 
special weapons doors 
Definitizes certain CCN’s (aircraft) and obligates 
funds (heretofore only committed) therefor_-___ 
Amends technical data requirements 
Adds requirement for simulator specification 
tevises delivery schedule + aS ESE f 
Establishes firm target cost, profit and price for 
aircraft and special weapons doors_ 
Definitizes certain CCN’s (aircraft) 
Definitizes certain CCN’s and obligates funds 
(heretofore only committed) therefor__ _ - 


Total obligated amount (not including committed 
funds) ____- 
Committed funds not obligated 


Total contract per exhibit A 
1 No effect. 


Amount 
$114, 119, 575. 00 
(!) 


19, 304, 047. 02 Cr, 


51, 969. 29 

2 (6, 155, 000. 00) 
316. 00 Cr. 

196, 582. 00 


2 (30, 000. 00) 
(3) 


78, 388. 98 Cr 


“ (3, 000, 000. 00) 


182, 907. 62 Cr. 


$17, 940, 970. 58 


5, 429, 185. 28 
(4 
(4) 
(4 


75, 850. 00 
52, 585. 00 


118, 1 
3, 7 


121, 928, 435. 00 


* Funds shown within parentheses are committed amounts only, all other funds are obligated amounts 


3 No change. 
4 Included in price of $17,940,970.58 hereunder. 


§ Authorizes invoicing of specific amounts under engineering change funds obligated by prime contract 


Does not iacrease obligations over previous allotments. 


Nore.—See attached “Status report of contract ehange notifications for contract A F33(600)-22208—model 


B57 series airplanes’’, revised Sept. 7, 1955, for résumé pertaining to CCN’s. 
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1748 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Exurisit J.—Contract AF33(600)—22208 


SA 





| Estimated cost to the Government of plants. including land 


and land improvements, buildings and building improve 
ments and utilities distribution systems, provided to the 
Glenn L. Martin Co. ‘ 

| Estimated | Estimated | 
cost of cost of Estimated 
| 

| 





Estimated 
facilities | facilities | ,Cost of cost of 


| cei eS Soe facilities . a 
gg ri assigned to | facilities Total 
AF33(600)-| ernment Pane 
| contracts orps 





Buildings and building improvements, 
and utilities distribution systems as- 
signed to the Company’s Strawberry 
Point Static Test Facility: 

Balance—Jan. 1, 1953 $1, 655, 654 | , $1, 916. 286 
Dec. 31, 1953 | ..| 1,655, 654 1, 916. 266 
Dee. 31, $692. 559 852. 759 | 2 484. 699 
Og eee 1, 195, 342 | 2, 464, 622 

Land and land improvements, buildings 
and building improvements and utilities 
distribution systems assigned to the 
Company’s Plant II Facility: 

Bajance—Jan. 1, 1953 8. 492.361 | $4, 887. 499 
3, 695, 988 6, 402 341 3, 545, 216 

Dec. 31, 10, 860, 262 2, 783, 283 ana sal 

July 31, 1955 | 12,347, 408 1, 296, 137 

















Estimated cost to the Government of machine 
tools and related production equipment 
provided to the Glenn L. Martin Co. 





! 
Estimated | Estimated | 
cost of eostof | 
facilities facilities 
assigned to | assigned to}. p~-a.e 
contract | other Gov- | . 
AF33(600)-| ernment | Bot mte ie | 
22208 contracts 





Machine tools and related production equipment 
assigned to the company’s plant I facility: 
Balance: 


$5, 016, 963 .---| $5, 016, 9% 
| 8, 963, 662 |__-- : 8, 963, 642 
. | $2, 7, 142,955 | $1, 331, 501 | 
PE Ol Minn cenemedinandancteumevenensseonsc st} 8, 629,879 | 2,085,313 | 
Machine tools and related production equipment 
assigned to the company’s plant II facility: 
Balance: 
Jan. 1, 1953 Re 74 1...--.-- ; 
8, 942, 520 | 
| 7 3, 795, 642 
OSS | EE eee Sea Sea | 7,811,015 | 5,566, 988 




















THE GLENN L. Martin Co. 


Statement of income, year ended Dec. 31, 1952 


Sales and other income: 
Sales (including costs and fees under ns eerie con- 
tracts) $ 
Other income (including $1,786,011 profit on sale of leased 
aircraft) 


143, 999, 382 
2, 386, 026 





Cost and expenses: 
Cost of sales ._. $137, 674, 321 
Depreciation and amortization, after deducting 

$554,358 for reduction of prior year accu- 

mulated depreciation required to bring ac- 

counts into agreement with amounts pre- 

viously allowed as costs by ee; 
agencies : 828, 389 
Oo See ae Lees 1, 998, 290 
76, 096 


BauaNnce SHEET, Dec. 3 


ASSETS 
Current assets: 


Pont receivable, including $7,426, 702 from United States 
Government 
Unbilled costs and fees under cost-type contracts 
Materials, labor and other costs incurred on con- 
tracts in progress (including advances to sub- 
contractors) less estimated costs applied to 
deliveries—not in excess of realizable values__ $105, 338, 766 
Less progress payments 80, 165, 533 


Prepaid insurance 


an ONE MMII eo a cae ew asce eens 
Cash surrender value of life insurance_________________- 
Property, plant and equipment, at cost: 
Land and buildings $11, 075, 571 
Machinery and equipment 8, 334, 684 
19, 410, 255 
Less accumulated depreciation and amortization_ 9, 980, 923 


146, 385, 408 


140, 577, 096 


5, 808, 312 


$7, 517, 677 


9, 822, 561 
4, 640, 734 


, 233 
, 899 


47, 274, 104 
496, 999 


9, 429, 332 


; LIABILITIES AND STOCKHOLDERS’ EQUITY 
Current liabilities: 
Accounts payable, including estimated amounts refundable 


57, 200, 435 


under price redetermination contracts. __...........------ $14, 160, 478 


Salaries, wages and withheld taxes 
Advances on contracts 


4, 191, 709 
8, 187, 471 
858, 385 


27, 398, 043 
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Statement of income, year ended Dec. 31, 1952—Continued 
LIABILITIES AND STOCKHOLDERS’ EQUITY—continued 


Notes payable: 
Under V-Loan agreement due July 1, 1953, 
extended to January 31, 1955 in January, 1953_ $13, 500, 000 
Reconstruction Finance Corporation, due July 1, 
3, 929, 041 
10-year 4-percent convertible subordinated notes, 
due April 1, 1962, called on January 26, 1953 
for receniphion js. 234. 22 Ue ee Ss ok on) 8B aT 
————— $18, 751, 128 


Stockholders’ equity: 
Capital stock—authorized, 3,000,000 shares of 
$1.00 par value; outstanding, 1,913,974 
PER. TR 
bid suo calle dubs) ie 


Capital surplus. 


17, 534, 186 
Less deficit from operations 6, 482, 922 


bate —— 11, 051, 264 


57, 200, 435 
Statement of capital surplus and deficit from operations, year ended December 31, 1952 


Capital surplus: 
Balance, January 1, 1952 oe i cms cman AR ee. S16 
Add excess of proceeds over par value of capital 
stock issued: 
727,203 shares sold to stockholders__.____._-__ $3, 636, 015 
52,442 shares issued on conversion of 10-year 
4-percent convertible subordinated notes __ _ _ 262, 210 
100 shares on exercise of stock warrants_-_--___ 850 
ee — $3, 899, 075 


Less transfer to deficit from operations—amount received in @ 
prior year from a foreign government for expansion of the 
company’s plant in connection with a contract to manu- 
facture aircraft, less applicable income taxes 642, 178 


Balance, December 31, 1952 bar pe | ae 2 15, 620, 212 


Deficit from operations: 
Balance, January 1, 1952 12, 933, 412 
Net income_- - 
Transfer from capital surplus—amount received 
in a prior year from a foreign government for 
expansion of the company’s plant in connection 
with a contract to manufacture aircraft, less 
applicable income taxes _- --_......----.----- 642, 178 - 
——aae «866, 450, 


Balance, December 31, 1952- 6, 482, 922 











28 














AIRCRAFT PRODUCTION COSTS AND PROFITS 








Statement of income, year ended Dec. 31, 1953 


Sales and other income: 
Sales (including costs and fees under cost-plus-fixed-fee con- 


OE a ae See, ee: ae aes Base $208, 006, 588 
Other income Grotdactan 2 423, 918 


208, 430, 456 





Costs and expenses: 
att CIS aan Sotelo oanlncwrne none $191, 308, 491 
Depreciation. and amortization - - --_----- : 1, 150, 232 
ee eS eee ee nee eee 856, 923 
Other cests and expenses --__-__._-____--_-- 20, 054 


—_—_————— 193, 335, 700 











Net (0GQNNGS 60 ows coc ns 2 Ae Se AES en eee oS sia 15, 094, 756 

























BaLANCE SHEET, Dec. 31, 1953 





ASSETS 
Current assets: 


Cee. coe ae th ethos. peste ea « denleaan $13, 186, 403 
Accounts receivable, including $14,548,103 from United States 

IN ee ep <2 hes -- 436,051, 157 
Unbilled costs and fees under cost- ty pe ‘contracts. ____- Ce 


Materials, labor, and other costs incurred on con- 
tracts in progress (including advances to sub- 
contractors) less estimated costs applied to de- 


liveries—not in excess of realizable values.__ $145, 662, 723 
Less-progress*payments.______.__--____- 122, 933, 535 
———————_ 33, 720, 188 
Prepaid insurance... ........---- Senet eods GS 8 132, 981 











Fe INE aoe nn kicecein ncn cncnns Liteon cee ml ee eee 
Property, plant and equipment, at cost: 
Land and bulidings....~~............-5. 13, 172, 720 
Machinery and equipment. ----_------------- 5, 963, 387 










19, 136, 107 
Less accumulated depreciation and amortization_ 7, 140, 299 


—_—_———— 11, 995, 808 




















66, 858, 297 
LIABILITIES AND STOCKHOLDERS’ EQUITY 
Current liabilities: 
Regulation V-Lean-~_.-.......--._-- _... $10, 000, 000 
Accounts payable, including estimated amounts refundable 
under price redetermination contracts__._.._._._._._..._._._...... 21, 990, 628 


Salaries, wages and withheld taxes__ 
Advances on contract __......__..-_---- e. 
Taxes and miscellaneous____.____________- 


Lie aE eS eee a 5, 015, 259 
easton = 1, 557, 610 
tastek woe wat 799, 744 


I on enesetaccteceacconcedose 39, 363, 241 
Stockholders’ equity: 
Capital stock— authorized 3,000,000 shares of $1 


par value; outstanding 2,136,995% shares______ $2, 136, 995 
Cepia ee ct wetan eke teeecunene.. 16, 746, 227 


ee ae eres 8, 611, 834 


—— 27, 495, 056 


66, 858, 297 
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Statement of capital surplus and earned surplus, year ended Dec. 31, 1953 


Capital surplus: 
Balance, Jan. 1, 1953 $15, 620, 212 
Add excess of proceeds over par value of capital stock issued: 

220,338 shares issued on conversion of 10 year 
4 percent convertible subordinated notes__ $1, 101, 690 

1,333 shares issued on exercise of stock war- 
11, 331 

1,350 shares issued on exercise of stock 
NR ke ee eee. 12, 994 
——————— 1, 126,015 


—_—.. 


Balance, Dec. 31, 1953 


Earned surplus: 
Deficit from operations, Jan. 1, 1953 6, 482, 922 
Net income for the year 15, 094, 756 


Balance, Dec. 31, 1953 8, 611, 834 


Statement of income, year ended Dec. 31, 1954 


Sales and other income: 
Sales (including costs and fees under cost-plus-fixed-fee con- 
$270, 729, 973 
920, 040 


271, 650, 013 
Costs and expenses: 
ES Se Oe ee eee ee $248, 945, 896 
Depreciation and amortization 1, 537,949 
Other costs and expenses 113, 853 





250, 597, 698 
Income before Federal taxes on income____...-.---_.--.--____- 21, 052, 315 
Provision for Federal taxes on income 1, 000, 000 


Net income 20, 052, 315 


Current assets: 
$10, 910, 677 
U. 8. Treasury obligations and prime commercial paper—at 
cost and accrued interest 20, 918, 840 
Accounts receivable, including $15,316,167 from U. S. Gov- 
ernment 16, 858, 813 
Unbilled costs and fees under cost-type contracts_........_-- 2, 349, 137 
Materials, labor, and other costs incurred on con- 
tracts in progress (including advances to sub- 
contractors) less estimated costs applied to 
deliveries—not in excess of realizable values.. $113, 015, 663 
Less progress payments 80, 979, 401 
32, 036, 262 
Prepaid insurance 121, 603 





Ep TS ON et ane nals bis LHS laa dibe se cease 83, 195, 332 
Property, plant and equipment, at cost: 
Land ($768,183) and buildings $13, 283, 827 
Machinery and equipment 5, 737, 127 
19, 020, 954 
amortiza- 
7, 885, 323 
———————— 11, 135, 631 


94, 330, 963 











1S 
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Statement of income, year ended Dec. 31, 1954—Continued 


1954—C ontinued 





Ba.aNnce SuHeet, Dec. 31, 











Current liabilities: 






Agoounee MeNOINe. ee ee a eae csi $21, 574, 071 
Salaries, wages, and withheld taxes___..........___._____-- 5, 786, 274 

Warren meen SION es oe eects enccnons 1, 000, 000 
eee or taxes and miscellaneous___..._...___._________- 1, 350, 620 
Estimated amounts refundable under target incentive contracts_ WY, 542, 915 








eee 253. 853 





Total cumpetis Manes 5 en eee 
Stockholders’ equity: 
Capital stock—authorized 3 million shares of $1 
par value; outstanding 2,553,495% shares__- $2, 553, 495 
OE EE AE ae ae eee See 23, 519, 586 
Ninseigen I oo eee cw nccuckn 21, 003, 759 
1 10 












smecmmnaammannentles enc. 





94, 330, 963 


Statement of capital surplus and earned surplus, year ended Dec. 31, 1954 
4 9 § ’ 7 


Capital surplus: 
ROE ONES ESS” an Sy ee ee a ee $16, 746, 227 
Excess of proceeds over par value of capital 
stock issued: 
94,717 shares issued on exercise of stock 
NS 6a SB Sl $805, 071 
89,650 shares issued on exercise of stock 
options 4 Saat ee eae 861, 632 
Excess of amount assigned to stock dividend 
over par value of stock—transferred from 
Gilt ION Se ccc dknccoenuen 5, 106, 926 
—~— ——— 6, 773, 629 


Se toa ahr sity ceca 23, 519, 856 












Jalanee, Dee. 31, 1954 







Earned surplus: 
Balance, Jan. 1, 1954_ 8, 611, 834 


Net income for the year 20, 052, 315 





28, 664, 149 







Dividends: 
Cash dividend—$1 per share___._.....--- $2, 321, 331 
Stock dividend of 232,133 shares_________ 5, 3 339, 059 
—_——————-__ 7, 660, 390 





1 NS ERE A ace ie ee nn 21, 003, 759 



















Mr. Hfsert. The committee will now stand in recess until 10 
tomorrow morning, at which time we shall hear the Fairchild Co. 

Thank you, gertlemen. 

Whereupon, at 11:46 a. m., the subcommittee recessed, to recon- 
vene at 10 a. m., Friday, February 24, 1956. Testimony by Boeing 
urcraft Co., taken on Monday, February 20, 1956, follows.) 


















































AIRCRAFT PRODUCTION COSTS AND PROFITS 


MONDAY, FEBRUARY 20, 1956 






Hovsre oF REPRESENTATIVES, 
ComMITTEE ON ARMED SERVICES, 
SUBCOMMITTEE FOR SPECIAL INVESTIGATIONS, 
Washington, D. C. 

The subcommittee met at 10 a. m., the Honorable F. Edward 
Hébert presiding, with the following members present: Mr. Hess, 
Mr. Cunningham, Mr. Fisher, Mr. Bates, Mr. Hardy, and Mr. Miller. 

Mr. Hésert. The committee will come to order. 

Mr. Courtnry. Mr. Chairman, this morning Mr. Allen, the presi- 
dent of Boeing Aircraft Co., is here present, with his aids and officers, 
in response to subcommittee inquiry. 

Mr. Allen is ready to proceed. He has a prepared statement, and 
he will identify the members of his organization where present who 
may at some point or other be called upon to supply information to 
the subcommittee. 

Mr. Hésert. For the record, identify yourself, your position, and 
the gentleman with you. 

Mr. Auten. Thank you, sir. 


TESTIMONY OF MR. WILLIAM M. ALLEN, PRESIDENT, BOEING 
AIRCRAFT CO, 





Mr. Atten. Members of the committee and Mr. Courtney, I am 
William M. Allen, president of the Boeing Airplane Co. 

On my left is Mr. Clyde Skeen, the company controller. 

We also have present Mr. Peter Jansen—— 

Mr. Hépert. Do you care for Mr. Jansen to sit with you at the 
table? j 

Mr. ALLEN. It is unnecessary. We will call him forward—— 

Mr. H&perr. As he is needed. 

Mr. ALLEN. Yes. 

Mr. Hftpert. All right. 

Mr. Auten. A manufacturing expert, and Mr. George Martin, 
who is our chief engineer. 

We have, as Mr. Courtney said, a prepared statement, which we 
think will aid the committee if that is presented to you. 

And I would ask Mr. Skeen, our controller, to proceed with that 
presentation. 
Mr. Héiperr. Mr. Skeen. 


1756 AIRCRAFT PRODUCTION COSTS AND PROFITS 


TESTIMONY OF MR. CLYDE SKEEN, COMPANY CONTROLLER. 
BOEING AIRCRAFT CO. 


Mr. SkeeEn. I shall proceed, sir, to read from this prepared state- 
ment. 

At certain times when I believe there are additional points that 
can be explained to your better understanding by the use of these 
charts up here, I propose to digress from the prepared statement and 
explain the charts. 

It is our understanding that the purpose of the hearings by the 
Subcommittee on Special Investigations of the House of Representa- 
tives Committee on Armed Services is to review performance, pro- 
duction, and profits under Government contracts with the aircraft 
industry. It is our belief that to evaluate objectively such informa- 
tion for any company or industry, some background of its histor) 
achievements, and financial aspects is of extreme importance. The 
purpose of the following information is to provide members of th 
subcommittee with a résumé pertaining to the Boeing Airplane Co. 

I. History through World War II: Since the founding of the origi- 
nal company in 1916, more than 23,000 aircraft have been produced 
at Seattle and Renton, Wash., and Wichita, Kans. In excess of 
10,000 of these aircraft were of the multiengine type. The genealogy 
of Boeing aircraft is graphically illustrated in figure 1 of the booklet. 
(This booklet in subcommittee files.) 

W. E. Boeing, the founder, stated: 

I’ve tried to make the men around me feel, as I do, that we are embarked as 
pioneers upon a new science and industry in which our problems are so new and 
unusual that it behooves no one to dismiss any novel idea with the statement 
that ‘‘it can’t be done.”” Our job is to keep everlastingly at research and experi- 
ment, to adapt our laboratory’s results and those of other laboratories to produc- 
tion as soon as practicable, to let no new improvement in flying and flying 
equipment pass us by. 

Adherence to this basic philosophy has enabled Boeing Airplane Co. 
to contribute substantially to the national defense and to attain its 
present position in the aircraft industry. Further, the company’s 
management is keenly aware that such a philosophy must continue 
to prevail if we are to meet the challenge of the future and develop 
those weapons that are necessary if the United States is to maintain 
the air supremacy that is so vital to the survival of the free world. 

The ancestor of all aircraft designed and developed by Boeing was 
the B and W seaplane of 1916. The B and W was followed during 
World War I, in the 1920’s and early 1930’s by numerous fighters, 
trainers, and 2-engine bombers and transports. During the mid and 
late 1930’s the 74-passenger Boeing model 314 seaplane (Pan- 
American Clipper) was designed and produced for regular trans- 
Atlantic and Pacific passenger service. Also during this period the 
four-engined Stratoliner, the first transport with a pressurized cabin 
for high altitude travel, was placed into production. ; 

Beginning in 1934 Boeing developed the airplane that was destined 
not only to make aircraft history but also to more firmly establish 1 
as one of the leading aircraft designers and manufacturers in the 
world. When the Army Air Corps announced a design competition 
in 1933 for a multiengined bomber, it was generally assumed that the 
Air Corps was interested only in an advanced design for a twil- 
engined bomber. Boeing, however, gambled the major part of its 
own financial resources, as well as its future, on the design and con- 
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struction of a revolutionary 4-engined bomber that was later to 
evolve into the B-17 Flying Fortress. The plane developed was a 
radically new type ef aircraft that was years ahead of any contempo- 
rary model. Although the prototype crashed when an Army test 
pilot took off with controls locked, specifications and preliminary 
performance had been so impressive that the B-17 was one of the 
focal points of military planning from the time of the first trials until 
its suecessor, the B—29, was in operation. 

3y the end of World War II, 12,731 Flying Fortresses had been 
built; 6,981 by Boeing and the remainder by other aircraft companies 
building to the Boeing design. The impact the B—17 had on aviation 
history is eloquently attested to in the following excerpt from the 
book Global Mission, by the late Gen. H. H. Arnold, from which 
I quote: 

The Boeing Flying Fortress, the B—17, was the first of the 4-engine bomber type. 
It had only one predecessor of equal importance in air history. That was the 
first ‘military aircraft” of the Wright Brothers in which Lt. Tom Selfridge was 
killed in 1908. The patterns were sadly alike. On its first official flight at 
Dayton, Ohio, on October 30, 1935, the first B—17 crashed before the eyes of the 
high Air Corps officials who had come to decide upon it * * *. Maintenance 
people had failed to familiarize themselves sufficiently with new features * * *. 

However, as with the first Wright plane, the specifications and the preliminary 
performance of the first B-17 had been too impressive for this tragic accident to 
wipe the Flying Fortress out. The 750-horsepower engines, demonstrated by 
Major Hill on earlier flights, and the size of the craft combined with its featherlike 
maneuverability, had astonished seasoned observers. 

Early in World War II it became apparent to the military that 
neither the Flying Fortress nor any other plane of its size would be 
able to carry the war to the Japanese mainland. An airplane with 
greater range and striking power, which retained the ruggedness of 
the B-17, was essential. Boeing designed such a plane in the B—29 
Superfortress. Before the first experimental B-29 had flown, quan- 
tity production was authorized not only for Boeing but for other 
aircraft companies—again to the Boeing design. In all 3,970 of these 
60-ton bombers were built—2,766 of them by Boeing. 

The quality and performance of Boeing aircraft and their contri- 
bution to the winning of World War II is demonstrated by the fact 
that although Boeing-designed B-17 and B-29 bombers constituted 
only 17 percent of the United States bombers operating in World 
War II, these Boeing bombers dropped 46 percent of the bombs 
dropped by the United States in Europe, shot down 67 percent of the 
fighters felled by United States bombers in Europe, and delivered 
96 percent of the bombs dropped on Japan. 

II. Post-World War II era: In the immediate post-World War II 
years, Boeing provided the Air Force with a transition bomber desig- 
nated as the B-50 Superfortress. An outstanding testimonial to the 
performance of this airplane, which was for a period of years one of 
the mainstays of the United States Strategic Air Force, was the non- 
stop flight around the world in 1949 by the Lucky Lady II. A dis- 
tance of 23,452 miles was covered with the aid of aerial refueling. 

_ As mentioned previously, Boeing’s position as one of the leaders 
in the aircraft industry has been attained through continuing research 
and developmental efforts over many years. The excellence and 
advanced design of its aircraft, and its efficient and on-schedule 
production, have resulted in the Strategic Air Command’s striking 
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and supporting forces being made up principally of Boeing aircraft. 
Not only have the 6-jet B-47’s and the 8-jet B—52’s been selected as 
the prime weapons of the United States Strategie Air Force, but its 
KC-97 tanker-transport is now providing and soon the KC-135 jet 
tanker-transport will provide, the aerial refueling that is so essential 
for effective operation on a global basis. 

The importance of Boeing’s contribution to the defense of this 
Nation during the period of world unrest that has existed since 1950 
was expressed by Fortune Magazine in September of 1951 as follows: 

In terms of urgency of current production and work in progress, no manu- 
facturer in America, in a sense not even Oak Ridge or its satellites, is more 
important to the free world than Boeing. 

Although more than 4 years have elapsed since this statement was 
made, its appropriateness as of this date is in no wise diminished, 
but intensified. 

Boeing’s production history for the period 1946 through 1954 is 
set forth in figure 2, and indicates that 2,199 airplanes were accepted 
in this post-World War II era. The following information relative 
to current aircraft shows the Boeing products contracted for by the 
Air Force in recent years. Photographs of these and other outstand- 
ing Boeing aircraft are included in appendix A. (Appendix A in sub- 
committee file.) 

Models C-97 and KC-97: First delivery of the C—97 transport was 
accomplished in 1946 with 680 C-97’s and KC-—97’s being delivered 
and accepted through 1954. As of the end of 1955, this program has 
been on schedule for 77 months with but 1 exception in December 
1950 when the schedule was missed by a single airplane. Boeing has 
developed the model C—97 over the past few years to the point where 
the KC-97 Stratofreighter tanker-transport is one of the most versa- 
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tile of airplanes. Although the primary use of these tanker-trans- 
ports is aerial refueling, this airplane can in a matter of hours be con- 
verted to a transport for troops, cargo, or for air evacuations. 

Aerial refueling by the KC—97 equipped with the Boeing-developed 
Fying Boom has brought about a new era in aviation and is an integral 
link in military plans for the future. Aerial refueling is now so com- 
monplace that a fuel transfer is made on an average of every 3% 
minutes around the clock. The purpose of aerial refueling is not only 
to extend range but also to allow greater payload and use of shorter 
runways. Through this, the effectiveness and mobility of the Air 
Force’s jet fleet is greatly increased. 

Model B-47: Through December 1955, the production of B—47 
§-jet medium bombers has been on schedule for 49 consecutive months 
at the Wichita Division plant and the 1,000th airplane was delivered 
to the Air Force in December 1954. The development of the concept 
of this high performance swept-wing multijet airplane was initiated 
by Boeing several years before a formal Air Force competition for a 
medium jet bomber was announced. Boeing, utilizing its own wind 
tunnel, made a significant advancement in the field of aerodynamics 
by designing and developing a high performance swept-wing airplane 
with excellent flight characteristics. This design evolved into the 
B-47 which was America’s first multijet swept-wing bomber. This 
bomber is today the prime weapon of the Strategic Air Command and 
is operating from more than a score of bases in the United States and 
overseas. Much has been said by high Air Force officials concerning 
the value to the Nation’s defense of this airplane. Roswell L. 
Gilpatric, as Under Secretary of the Air Force, said of the B-47 and 
the Boeing Airplane Co. in an address on September 26, 1952, from 
which I quote: 

No aircraft concern in this country has contributed more than Boeing has to 
uur air strength, both present and potential * * * The Air Force, and by the 
same token, the country, is putting more eggs in the B-47 basket than in any 
other type of airplane in current production. It cannot and will not fail. 

That it did not fail is borne out by the more than 1,200 B-47’s 
which have been delivered by Boeing and which now form the first 
line of the Air Force’s strategic striking power. Superiority of the 
airplane, as was the case with its predecessors the B-17 and B-29, 
resulted in its being placed in production by Douglas Aircraft Co. 
and Lockheed Aircraft Corp. 

Model B-52: It was in 1952 that the first prototype model of the 
‘-jet B-52 Stratofortress long-range bomber was completed and flown. 
lhis airplane emerged the winner of an intense competition with the 
prototype B-60 jet bomber. Tooling for quantity production of 
b-52’s was then accelerated. On March 18, 1954, the first production 
model of this airplane came out of the factory. On that occasion 
Gen. Nathan F, Twining, Chief of Staff of the United States Air Force, 
had high praise for the airplane and the people who designed and 
built it. I am quoting now from his statement: 

To say that this is the greatest bomber in the world today is putting it very, 
very mildly, and the progress that this airplane has made since the prototype 
vas put on the line is something that has never been equaled. You don’t wave 
4 magic wand to develop and build something like this. I know what has gone 

to it, and you people should be proud right down to your shoes. Remember 
this, too—not pride just of great craftsmanship in building a bomber of this 
great performance, but pride in what you’ve done for the world. All over the 
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world today, people who want to be free know about this bomber and they sleep 
much better to know that it’s joined the ranks of the people of the free world. 

Security restrictions limit certain of the details that can be released 
in a public hearing regarding current production rates and performance 
on the B-52; however, it is significant to note that deliveries to operat- 
ing bases have been under way for a number of months from the 
Boeing Seattle plant and the first production model was rolled out 
of the factory door at the Wichita plant late last year. 

Model KC-135: The need for an advanced tanker-transport air- 
plane to replace the KC-97 airplane was recognized by Boeing early 
in 1950. With the B-47 in quantity production and the B-52 in 
process of development, it was apparent that a tanker capable of 
attaining the speeds and altitudes necessary to formate with such 
aircraft for fuel transferring purposes would fast become a critical 
necessity if the bombers were to best perform the intercontinental 
missions that are required of the Strategic Air Command. By early 
1952 Boeing’s management, as evidenced by President William M. 
Allen’s statement— 


* * * felt strongly that it was high time some American manufacturer took the 
plunge, got a jet transport off of paper, and into the air. 


Mr. Allen further stated in retrospect: 


We felt our own national welfare demanded it, both from the military and the 
commercial standpoint. 

The Boeing Co. was confident that the need for a jet tanker as well 
as jet transports would be recognized in the not too distant future. 
Accordingly, a program for the construction of a prototype jet tanker- 
transport was commenced in the latter part of 1952 and was completed 
in mid-1954 at a cost of approximately $16 million. The program 
was financed entirely by Boeing, and Boeing has not, and will not, 
recover any of the amounts expended on the prototype under its 
contracts with the United States Government. 

A few weeks after the Boeing prototype jet tanker-transport made 
its initial flight, the first order for the airplane was received from the 
Air Force. Some months later, as a result of a design, performance, 
and cost competition entered into by a number of the major airframe 
manufacturing companies, the Air Force decided to standardize on 
the Boeing jet tanker which is now designated the KC-135. The 
prototype jet tanker-transport has made numerous flights since its 
completion and has been exceeding performance expectations. As 
result of the design, development, and construction of the prototype, 
it is conservatively estimated that savings of at least $50 million will 
accrue to the Government on the initial KC-135 program. ‘These 
savings will be realized by the in line incorporation of necessary 
changes and refinements which have become known during the exten- 
sive flight testing of the prototype. Further, the experience gained 
in constructing the prototype will contribute substantially to reducing 
production costs on the operational KC—135 airplanes. 

The vision of the Boeing Co. and its willingness to assume the 
financial risk involved in undertaking to construct a prototype Jet 
transport will result in operational KC-135 airplanes being delivered 
to the Air Force a substantial number of months sooner than would 
have been possible without a prototype. The addition of this alr- 
plane to the Strategic Air Command’s support forces at the earliest 
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possible date will enable the striking forces of the Command to per- 
form more effectively the intercontinental missions that will be re- 
quired should a global war ever ig 

Pilotless aircraft: As an outgrowth of valuable research and develop- 
ment work started in 1945 in the field of ground-to-air guided missiles, 
including more than 100 firings of the GAPA missile, Boeing in the 
early part of 1951 was awarded the Air Force contract for the develop- 
ment of a surface-to-air guided missile system designed for conti- 
nental defense against high performance enemy bomber aircraft and 
missiles. This air defense weapons system has been designated as the 
Bomarc IM-99. Progress under this program resulted in the first 
firing of the XF-99 pilotless interceptor on September 10, 1952. 
Since that time, experimental test firings have become a part of the 
developmental program. When fully developed, the IMI-99 concept 
will serve in the defense of the nation by making availabe to the Air 
Force an integrated air defense system. Substantially all portions of 
this system, including in addition to the missile, allied controls, ground 
handling and logistic equipment, will have been conceived, designed, 
and developed as the responsibility of Boeing. 

III. Types of contracts: Boeing since 1950 has performed substan- 
tially all of its work for the Government under two types of contracts; 
namely, cost-plus-a-fixed-fee, and fixed price incentive type contracts. 
An understanding of the type of service or products generally pro- 
cured under each type of contract, and the basic provisions of the con- 
tracts, is pertinent to a discussion of the financial aspects of Boeing’s 
operations. 

Cost-plus-a-fixed-fee contracts are generally utilized on initial con- 
tracts where experience in the production of the articles contracted for 
is limited, and on contracts for research and developmental work. 
This type of contract is also used where economic conditions are so 
uncertain and past experience plus state of the art knowledge is so 
limited that the normal technique for estimating fair and reasonable 
costs cannot be relied upon. 

Under cost-plus-a-fixed-fee contracts, a fixed fee (profit) is estab- 
lished at the time the contract is entered into and is based on the esti- 
mated cost of performance. Reimbursement is received only for 
actual contract costs incurred, whether such costs are below or above 
the original cost estimates, but only to the extent allowable under 
Armed Services procurement regulations. However, a variance in the 
cost of contract performance cannot change the fixed fee (profit) 
origmally established under the contract. 

Fixed-price incentive-type contracts: Air Force Procurement In- 
structions 3-701.1 state in part: 

To encourage a high degree of efficiency and economy on the part of Air Force 
contractors, it is Air Force policy to negotiate contracts from the inecentive, or 
increased profit, approach both at the time of original price negotiation and at 
the time of price redetermination, if any. This approach is based on the expec- 
tation that the ultimate cost to the Government will be less than it otherwise 
would be and, if less, the profit to the contractor will be greater. The concept 
recognizes that the prospect of greater earned profit reward is the strongest in- 


centive to induce contractors to become more efficient in performing Air Force 
contracts * * * 


The fixed price incentive type contract under which Boeing has 
performed a major portion of its work for the Government in recent 
years provides such incentives. The effectiveness of the incentive 
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concept in promoting efficiency and economy in Boeing’s case js 
attested not only by the production record achieved but by the con- 
tractual price reductions that have resulted. This type of contract 
is generally used on programs where experience from a production 
and cost standpoint is such as to assure that costs of performance cay 
be estimated with reasonable accuracy 

Under incentive contracts, target costs and profits are ib lishe: 
either at the inception of the contract or at spec ified times during th 
initial stages of performance. Upon completion of work under thi 
type contract, actual costs considered allowable by the Air Force ar, 
compared with the previously established target costs and the incen- 
tive formula applied. The formula provides that to the extent actual 
costs are below target costs, the sales price to the Government is re- 
duced by 80 percent of the cost reduction. In turn, Boeing receives 
20 percent of the cost reduction in the form of incentive profits. If 
actual costs exceed target costs, 20 percent of the cost in excess of th 
target is borne by Boeing and the remainder by the Government. 

An example of the workings of incentive pricing provisions is show: 
in figure 3. It is noted that the provisions of this type contract not 
only establish ceiling prices as a percent of target costs, but also plac 
a definite ceiling on the profit that can be realized. The contractual 
ceiling profit is reduced by certain costs of doing business which ar 
not considered allowable by the Air Force. 

It is recognized that in procurement activities of any type, competi- 
tion must be promoted to the greatest extent practicable. Th: 
nature of the item being procured will normally establish whether 
competition can be ac chieved through competitive bidding or wheth: 
competition must be evaluated in the negotiation of contracts. 

It is believed that strong competition exists in the airframe industry 
and that Government procurement authorities have, in the negotia- 
tion of contracts, carefully evaluated such competition. The com- 
petition is in many instances closely connected with design and missio! 
requirements, as well as costs. After mission requirements have bee 
established by the Government, engineering-design proposals ar 
requested from qualified contractors and such proposals are evaluate 
competitively from every aspect. At the same time, cost proposals 
are obtained, which are likewise considered from a competitive stand 
point. A competition must be decided with due consideration of a! 
factors, including excellence of design, demonstrated producti 
ability (including both quality and schedule attainment), and cosis 
For any given competition, different weights may be assigned to ea‘ 
of the above fac tors, depending upon the urgency of the procureme! 
and mission requirements. 

The initial prime contractor, having already accomplished bas 
engineering and tooling, has a substantial economic advantage 
pricing follow-on procurement. Likewise, after the prime contracio 
has produc ed an initial quantity, the lower position on the “learning 
or “improveme nt” curve effectuates savings on recurring productio! 
costs. These advantages are so great in many cases as to acpi 
the possibility of meaningful competition for follow-on quant 
In these cases, cost competition im a literal sense is not practic: abl 
however, Government techniques and the vast experience of bow 
industry and Government in estimating costs and establishing pro 
assures that fair and reasonable prices are negotiated. 


S 





MQ 
ES 
i> 
=~ 
Ps 
a 
=) 
Zz 
< 
N 
eX 
QD 
=) 
oO 
Z 
S 
> 
4 
j=) 
a 
=) 
ew) 
a 
< 
on] 
1S) 
=| 
< 


"4809 4oBiny yO % Cj “s1youd Bulj!e5 
*4802 yoBiny yo % Gz] ‘e2}Jd Bul )1e> 


*JOJIOIJUOD % OZ $4AOD % OQ “801404 UOLJOdD1pDY 


% 8 ‘2404 414044 ae 





- suoijdunssy 


SUOISIACIg Buldsiig SAUS.Uy jpIIGAY 


S- 











Opi - Sei O€! 


A 


ozi__ Sil ou_co OP! ss 06 8 o8 si a 


G9 sjs0> 4e8sny jo yuersed 





é- 


Hyg ON JO JULOg pa 


@2}4q Buy)Je> JO 4ujog 


% 00] 204>201;u0> 

















4% OZ 30420U4U02 


4802 
406iny jO % 
D sD 401d 


— ere oe ee oe 








ol 


4 














p——— 9? 


0 | a a 
414Oud BU) | 


% OZ 4042D24U0> P Q J04>QN4uUC2 
LA 


} 





Q. sUsWUIDZACE 


Bien * 
4 





V 94 og suswuseacés 


NANUBIAO 


» 
LA 


4 





% OQ sueWUISACB % OO] sU@uIUIZACS 


NAMUAZaGNN 





1764 AIRCRAFT PRODUCTION COSTS AND PROFITS 


IV. Procedures used by Boeing in the preparation of cost proposals: 
Asa result of volume procurement of military aircraft over an extended 
period of years, contracting and estimating techniques have been 
developed to assure the negotiation of fair and reasonable prices. 
A general discussion of the estimating procedures followed by Boeing 
and the tools utilized by the Government in evaluating Boeing’s pro- 
posals and establishing contract prices follows. This information 
demonstrates that the Government obtains the entire benefit of lower 
unit costs resulting from increased volume. It has been previously 
pointed out in the discussion of contract types that the Government. 
in addition, receives the benefits of a major portion of the decrease jx 
unit costs resulting from efficient cost performance. 

Briefly, Boeing’s procedure in developing cost proposals is to base 
cost projections on past experience of like or similar aircraft. De- 
tailed specifications of new aircraft are carefully and objectively 
examined. Air Force requiremenis predicated on the estimated 
eventual quantity for the model determine the engineering and tooling 
philosophy to be used. Other factors given consideration are avyail- 
ability of facilities and the degree and type of subcontracting. 

One of the most important standards used in the aircraft industry 
for the projection of costs is the “learning’”’ or “improvement’’ curve, 
A discussion thereof is set forth in the following paragraphs. 

The “learning’’curve indicates the decreasing man-hours required 
to accomplish any repetitive operation as the operation is continued. 
It forecasts that the time required to do a job will decrease each time 
that job is repeated, and that the amount of decrease will be less with 
each successive unit. The slope of the curve is expressed as a per- 
centage; i. e., 80 percent, 75 percent, and so forth. This slope is 
simply the expression of the ratio between the man-hours required at 
any unit, and man-hours required at twice that unit. For example, 
on an 80-percent improvement curve, if 10 hours are required for the 
first unit, the second unit will require 8 hours; the fourth, 6.4 hours, 
and so forth. An example of the 80-percent curve drawn on ordinary 
chart paper is shown in figure 4. This curve is more generally drawn 
on double logarithmic (log-log) paper which has the property of show- 
ing the curve as a straight line. Illustrated in figure 5 is an example 
of the 80-percent improvement curve drawn on log-log paper, together 
with the plotting of hyopthetical man-hour experience. This example 
illustrates that actual experience from unit 2 through unit 6 was above 
the norm, and experience from unit 8 through unit 100 was below the 
norm, indicating increasing efficiency. The aircraft industry has 
regarded the 80-percent curve as a norm. ‘This norm was confirmed 
by published World War II actual experience of the various aircraft 
companies; however, more recent experience indicates that the major 
aircraft companies are now operating more efficiently than the prior 
standard would indicate. 

The principal uses made of the learning curve are set forth below: 

1. The Government uses this curve as a measure of efficiency 
and production capability. 

2. The Government uses this curve as a test to analyze aircraft 
manufacturers’ bids for accuracy and reasonableness. 

3. Aircraft manufactuers generally use the curve in forecasting 
costs for contract proposals. 
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Fiacure 5 


4 20 100 UNITS 


4. Aircraft manufacturers use the curve in developing labor 
loads, area and equipment requirements, shop efficiency measures, 
and so forth. 

5. Aircraft manufacturers use the curve to measure progress 
on active contracts. 

As stated above, the Government uses this concept as a basis for 
analyzing reasonableness of contractors’ cost proposals. The use of 
the learning curve is of particular interest in this instance since the 
Government expects the projection to continue down the curve from 
contractor’s past experience. When such past experience has been 


better than the norm, the Government receives the benefit in the 
pricing of subsequent quantities. An example to illustrate this point 
is set forth on figure 6. From this illustration it may be seen that 
the Government obtains full advantage of the decreasing unit costs 
in establishing the contract price. This is demonstrated by the fact 
that at units 10 and 30 contractor was not permitted to go back to 
the original projection line in projecting costs. 


FIGURE 6 
Use of Learning Curve in Negotiations 
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Although the learning curve is used primarily to project labor costs, 
similar improvement concepts are utilized in the projection of vir- 
‘ually all other elements of cost. 

With respect to pricing of major initial production contracts of a 
new model of aircraft, experience has been that unless competitive 
cost bids can be obtained, such contracts are negotiated either on a 
cost-plus-a-fixed-fee basis or, alternatively, on a fixed-price, incentive- 
type basis, with contract provisions for target reset (repricing) after 
sufficient airplanes have been constructed to provide reliable, actual 
cost experience. 

In evaluating cost proposals at the time of price revision negotia- 
tions, or in pricing a follow-on contract, complete and comprehensive 
actual cost data experienced on the initial contract, or quantity con- 
structed, is available to both the Air Force and the contractor. 
These data include, for example, the actual hours experienced for each 
successive airplane (which indicates the improvement curve that is 
being followed on the particular model), the actual price of purchased 
equipment and subcontract items, actual raw material costs, cost 
data concerning the tool and engineering sustaining efforts, and so 
forth. By the utilization of this actual data, together with the esti- 
mating techniques and tools developed for the projection of such data 
for the additional quantities of aircraft, it is possible to arrive at a 
price for follow-on procurement which is fair and reasonable. Local 
Air Foree representatives, resident at contractor’s plants, examine 
and audit these actual data and contractor’s methods of projection, 
and submit their findings to procurement representatives for use in 
negotiations. 

V. Procedure used by Government to evaluate cost proposals: In 
the negotiation of contract prices, Government procurement repre- 
sentatives use many tools to evaluate the reasonableness of a con- 
tractor’s cost proposal. Among such tools is the “learning curve” 
method of forecasting costs, which was discussed in preceding para- 
graphs. In addition to using the curve to review a contractor’s 
projection of its own experience, procuring agencies have the benefit 
of the similar “improvement trend” experience of other companies in 
the industry to use in the evaluation process. 

Further, other companies’ actual cost and production information 
is available to Government representatives for comparison with a 
contractor’s estimate. This information serves as a guide for not 
only determining the reasonableness of a given cost proposal but also 
provides valuable data for procurement representatives to evaluate 
other facets of a contractor’s operation that are pertinent to the 
negotiation. The information includes ratios as to various elements 
of cost; for example, the relationship that total tool-hours bear to 
‘otal direct labor-hours, percentages of sustaining engineering effort 
to total effort, and so forth. Since it has been found that relation- 
ships of this type are somewhat comparable as between contractors, 
this information is of substantial value to the Government in 
hegotiations, 

The Government has established, through regulation and imple- 
menting instructions, certain guides to be followed in the negotiation 
of contracts. These are set forth in the armed services procurement 
regulations and, as related to the Air Force, in the Air Force procure- 
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ment instructions. Reference to such guides, which have been com. 
piled from negotiating experience obtained over a substantial period 
of years, serves as a check as to the items or elements of cost whic 
should be given special consideration or detailed analysis. Furth; 
the regulations and instructions specifically set forth certain majo; 
price and profit considerations that must be evaluated by Govern. 
ment procurement representatives during the negotiation of contracts 
These considerations are as follows: 
Degree of risk which contractor assumes. 
Record of efficiency and economy of contractor. 
Ability of a contractor to meet required delivery schedules 
The current and anticipated volume of business. 
The extent of Government-furnished facilities. 
Capital investment of the contractor. 
Extent of Government financing. 
The relative complexity of the product. 
. Quality of the product. 
10. Amount and quality of subcontracting. 
11. Reasonableness and reliability of past prices and estimates. 
12. Need for the product or service. 
13. Unusual services furnished by contractor. 

In preparing for a negotiation the Air Force holds prenegotiation 
meetings without contractor participation for the purpose of estab- 
lishing certain objectives to be reached in the negotiation and for a 
general review as to the reasonableness of the approaches used by the 
contractor. 

Subsequent to the formal negotiation, but prior to final commitment 
in the form of a contract, postnegotiation reviews are conducted by 
an Air Force procurement committee in order to assure that con- 
sideration has been given to all of the elements deserving considera- 
tion or to such as may be required in the best interests of the Govern- 
ment. 

During the process of evaluating the contractor’s estimated cost 
of performance, certain normal operating costs are excluded from 
consideration, which costs are absorbed by the contractor notwith- 
standing the fact that such are proper costs of sales under sound 
business and accounting practices. Further, limitations have been 
placed on the amounts of certain costs (for example, research and 
developmental expenses in recent years) that are allowed in the negoti- 
ation of contract sales prices. 

It is believed that by the utilization of these evaluating tools, 
Government procurement authorities negotiating in good faith with 
Boeing have established fair and reasonable contract prices. 

VI. Engineering changes: In fulfillment of its contractual obliga- 
tions to the United States Air Force, Boeing considers the attainment 
of its quality, cost, and schedule commitments of paramount im- 
portance. Also, fully realizing the vital role that its products play 
in the defense of the country, Boeing has constantly endeavored to 
produce those weapons considered by the military to be the most 
effective in performing the national-defense task. 

Modern-day operational military aircraft utilize many of the most 
advanced technological concepts and push the state of the knowledge 
of the art to maximum limits. 
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Consequently, in view of the rapid advances that are constantly 
jeing made in these technologies, and considering the Air Force’s 
jesire to be provided with the latest, most effective combat weapon, 
tt becomes Imperative to incorporate the improvements resulting 
fom these technological advances into the final product as rapidly 
as practicable and, if possible, before it is originally delivered. 

Change proposals are originated by either the Air Force or Boeing. 
Both parties expend substantial research and development effort 
with the principal objective of securing maximum growth of the 
product. Consequently, change proposals originate through these 
iwo channels, although authorization for the subsequent incorporation 
of a change must come from the Air Force. 

The incorporation of any change in airplane configuration subse- 
quent to implementation of production could contribute significantly 
to increased costs and entail possible schedule delays. Necessarily, 
then, a considerable amount of liaison, planning, and effort involving 
both Boeing and the Air Force, is required in order to insure swift. 
dlicient incorporation of changes, with a minimum of production 
disruption. 

This objective is insured by (1) the Air Force establishing a priority 
indicating the degree of change incorporation desirability, and (2) 
Boeing analyzing such change in detail with regard to the best manner 
of change incorporation. In determining the priority of a change, 
ihe Air Force gives consideration to the following factors: 

Need: Cost: 
Range. Tools. 
Speed. Space. 
Altitude. Manpower. 
Safety. Equipment. 
Combat capability. Schedule delays. 

The urgency of change incorporation is reflected in a number of 
hasic priority classifications. These range from a priority category 
for changes affecting safety of flight—such changes entailing grounding 
the airplane until the change is incorporated—through such routine 
changes as those increasing ease of airplane maintenance, which are 
f incorporated in such a manner as to involve a minimum of production 
disruption. 

Once the Air Force deems it necessary to incorporate a given 
change and has decided upon the appropriate priority classification. 
Boeing determines the optimum manner of incorporating the change 
consistent with cost and schedule considerations and establishes the 
airplane number on which the change will become effective. This is 
wcomplished through the efforts of a change commitment board. 
which consists of members representing all departments which are 
immediately concerned with the incorporation of the change into the 
manufacturing process. These departments are engineering, produc- 
lion engineering, tooling, industrial engineering, materiel, cost ac- 
counting, factory, spares, and contract administration. Dependent 
upon the priority of the change and the nature and complexity of the 
change, the board must consider such factors as availability of material, 
special equipment of facility requirements, factory capacity, vendor 
aid subcontractor capability, interchangeability, and cost. — 
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In the determination of the best method of accomplishing ¢hp 
change, the change board decides whether the change will be done jy 
sequence with normal production operations or out of sequence with 
expedited production operations. Further, it must determine pro. 
duction requirements if retrofit kits are to be delivered to the Aj 
Force to accomplish modifications of existing aircraft or spare parts, 

Changes of extremely high priority demanding production disrup. 
tion can be accomplished either in sequence on the production line or 
out of sequence any time prior to actual delivery of the completed 
article by using expedited production procedures. If the change js 
extensive, involving considerable system or structure modification of 
existing aircraft, and if the change is of high priority, it may be ac- 
complished on a preacceptance modification basis. 

Much liaison, coordination, and planning involving both the Air 
Force and Boeing is entailed in accomplishing the incorporation of 
engineering changes swiftly and economically with a minimum of pro- 
duction disruption. However, the objective, i. e., the insurance of 
optimum realization of weapons systems potentiai, justifies the neces- 
sary efforts. 

The effectiveness of these procedures is attested by the fact that 
over 300 changes increasing the capabilities of the B—52 weapon sys- 
tem have been incorporated without disruption of delivery schedules. 
The important performance criterion of range has been considerably 
increased, while speed and altitude have not been impaired. There 
has been no appreciable change in the airplane’s “weight-empty.” 
Improved range versus time, projected into 1956, is shown in figure 8. 
A comparable plotting for the B—47 is also shown. 

VII. Subcontracting: To achieve maximum defense production 
from existing facilities and management organizations, Boeing ex- 
pends substantial effort to subcontract all possible work, consistent 
with economical considerations and Government policy regarding ex- 
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pansion of the industrial mobilization base. Of prime importance in 
slecting the work to be subcontracted and the companies to be so 
employed is the assured maintenance of high standards of quality, 
performance, and economy. However, while strictly adhering to 
these prerequisites, every effort is made in selecting subcontractors to 
utilize the facilities of small business to help broaden the industrial 
base. How well this was done is evidenced by the B-47 subcontract- 
ing program. 

Of a total of 1,412 firms selected as sources for production and 
specification materials for the B-47 airplane, 983 such firms, or 69.6 
percent, were small-business firms with less than 500 employees. (By 
Goverument definition, the small-business category includes firms em- 
ploying 500 persons or less.) In addition, in the B-47 program hun- 
dreds of other small-business firms aided Boeing and the various sub- 
contractors by furnishing items to support the manufacture of the 
airplane. Likewise, the facilities of small-business concerns are being 
utilized to a similar degree on the B-52 program, on the KC-—97 pro- 
cram, and many of the other projects Boeing is performing. 
~ The work to be subcontracted is determined on the basis of a review 
by responsible members of management. After determining the work 
to be subcontracted, comprehensive procedures are followed for the 
vlection of subcontractors. If established subcontractors cannot 
handle additional work, new subcontractors are surveyed, taking into 
account the following: 

1. Experience in aircraft or related work. 
2. Availability of facilities, including special facilities needed 
for specialized work. 
3. Availability of immediate and projected manufacturing 
space and manpower. 
4. Ability to meet Government and Boeing specifications and 
quality requirements. 
5. Economy of operations. 
6. Convenience of geographic locations and transportation 
facilities. 
7. General business reputation. 
Boeing, on the basis of its many years’ experience in the production of 
aircraft and related parts, feels that it has effected a subcontracting 
procedure Which incorporates efficiency and ingenuity into everyday 
erformance. For example, the concept of subcontract symposiums 
vas developed by Boeing. Under this concept, potential subcon- 
inctors for major items are invited to send representatives from their 
woling, estimating, engineering, manufacturing, and contract sections 
asymposium held at a Boeing plant. 

During the symposium, the representatives are thoroughly ac- 
uainted with the work, problems, and advance-production techniques 
quired for the item. 

This instruction is given by specialists in each field. Tours are 
wnducted through Boeing facilities where the item or similar items 
we manufactured. Recordings of questions and answers during the 
ymposium are transcribed and prepared as a part of the symposium 
unutes. These minutes are given to the subcontractor representa- 
ives with formal requests for bids after completion of the symposium. 

Quotations received from bidders are compared with independent 
Stimates prepared by Boeing. A survey team then evaluates the 
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ability of the lower bidders to meet schedule requirements and to moe 
the ‘quoted price. Based on a review of the survey team’s recom. 
mendations, the contract is awarded, and the amount of assistance 
required by the vendor in the early stages of the program to meet 
schedule requirements is determined. 

For the original B-52 subcontract program in 1951, Boeing was un- 
able to enlist a sufficient number of qualified bidders for a full com- 
petitive program. For the second source B-52 program at Boeine’s 
Wichita Division, and the KC-135 jet tanker program being pe 
formed at the Seattle Division, virtually all subcontracting 
established on a competitive basis. 

Even after the selection of the part to be subcontracted and the 
selection of the subcontractor to perform the work, Boeing must retain 
the responsibility for management direction and provide management 
skills as necessary to insure successful implementation of the subcon- 
tract program. The entire Boeing management stands ready to assist 
the subcontractor in every way possible to insure that this responsi- 
bility is fulfilled. 

Assistance to and surveillance of the subcontractors’ plants, top 
management visitations, Boeing representatives assigned to the sub- 
contractors’ plants, weekly detail progress reports, evaluation of these 
progress reports, and action taken based on this evaluation. When 
technical problems arise pertaining to subcontractors’ manufacture of 
products, Boeing has often been obliged to extend technical super- 
vision over the subcontractor much further than was originally antici- 
pated. In spite of these efforts, many problems and difficulties arise 
which require diligence and ingenuity on the part of Boeing to avert 
production-line stoppages or incorporation of items of standard quality. 

The placement of purchase orders with firms both large and small 
located in practically every State, whose endeavors have been asso- 
ciated with all types of manufacturing, requires not only a great deal 
of Boeing management effort but also exposes the company to a sub- 
stantially greater risk than that experienced when the entire producton 
is accomplished at Boeing plants. 

VIII. Major cost-reduction activities: With the prime objective of 
Boeing Airplane Co. being to provide the United States Government 
superior defensive weapons at the lowest possible cost, ‘More Air 
Force per dollar” isa mandate. Design and manufacture of advanced 
aircraft involves ever-increasing complexity in order to incorporate the 
latest improvements of the art. Therefore, confronted with the design, 
development, and production of a product which by its very nature 
increases in complexity, the aircraft manufacturer can keep the cost 
of its product at a minimum only by the inculcation of a philosophy 
of cost consciousness throughout all organizational levels and the use 
of effective cost controls. Boeing management fosters this cost con- 
sciousness through emphasizing the continuing need for aggressive 
pursuit of efficiency and cost reduction. The major cost reduction 
activities used by the company are highlighted in figure 9. and are 
briefly discussed in the following paragraphs. ' : 

Designing, planning, and tooling for economy are basic to the 
effectiveness of any cost-reduction program. These functions must 
be evaluated continually to assure that optimum performance charac- 
teristics are achieved by the product at the most economical price, 
and without sacrifice of quality. 
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For the effective control of overhead, an overhead budget committee, 
comprised of top management personnel, has been established in 
conjunction with a staff group whose responsibility is the analysis of 
overhead functions and the establishment of budget formulas for 
each function. Such formulas encourage efficiency and enable the 
exercise of positive control to insure that decreasing workloads result 
in appropriate action to reduce personnel employed, and that addi- 
tional personnel are limited to the requirements of increasing work- 
loads. 

Periodic meetings are held at which each of the company’s major 
projects is reviewed by all members of the management team. In 
these meetings, performance is compared to company-established 
targets or goals. Cost and production problems requiring corrective 
action are highlighted and solutions established. 

In addition to its functions of developing man-hour standards, 
forecasting Manpower requirements, planning shop loads, master 
schedules, and so forth, Boeing’s industrial engineering groups devote a 
great deal of effort to the study and improvement of manufacturing 
operations from every feasible standpoint. This takes a variety of 
forms, including study of methods, processes, materials, installation 
sequencing, planning, paperwork routines and procedures, time and 
motion studies, and so forth. Effective performance is also stimulated 
by the use of predetermined goals in the form of shop targets and 
standards against which actual performance is measured. 

(Juality necessarily must be high in the aircraft industry, and once 
the quality level is determined, it is mandatory that it be strictly 
controlled, if it is to be achieved most economically. In order to 
prevent costly rework, quality control maintains surveillance over 
each step of the production process. Boeing’s quality control organ- 
ization exercises cost control by placing representatives at subcon- 
tractors’ plants to establish controls relative to incoming materials 
and processes. Supplementing the quality representatives at sub- 
contractors’ plants are teams of engineering, manufacturing, and 
materiel personnel that survey and assist the subcontractors in their 
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operations to assure acceptable performance levels and efficient o)- 
schedule production of quality components. 

A materiel conservation committee, consisting of staff personnel 
from all departments, has been established for the express purpose 
of investigating, documenting, and eliminating uneconomical practices 
occurring anywhere in the company’s operation. 

On the basis of committee findings, recommendations for corrective 
action can be directed to the affected department head and the prac- 
tice eliminated. In this same connection, and to achieve economical 
production beyond that which is normally anticipated by modern and 
prudent business techniques, a cost reduction and efficiency program 
is conducted with the principal objective of securing the maximum 
benefit from individual management know-how. To attain this bene- 
fit, the detail of specific cost-reduction efforts is documented, published 
monthly, and distributed throughout the company. 

Among the most effective cost-control practices used are the incen- 
tive compensation plan and the employees’ suggestion system, which 
provide specific incentives to supervisory and nonsupervisory per- 
sonnel, respectively, based on outstanding contributions to the success 
and operation of the company. 

Lastly, Boeing maintains educational programs for all levels of em- 
ployees. These programs, which in the main are conducted off the 
job on the employees’ own time, enable employees to increase their 
skills and gain a fuller knowledge of theories and practices necessary 
to improve their performance and ability. The effectiveness of these 
cost-reduction activities is demonstrated by Boeing’s performance- 
below-contractual-cost targets as discussed in subsequent paragraphs. 

I would like to digress a moment from the prepared script to point 
out, in summary of this particular section, that more than 95, percent 
of all of the costs incurred by the Boeing Co. are placed or have as 
their goal some measure or standard, or both. 

Going on to section 9. 

IX. Unit-cost information on major production programs: An anal- 
ysis of average unit costs under successive contracts of major Boeing 
production programs is graphically illustrated in figures 10, 11, and 12. 

In addition, average unit sales prices for the airplane delivered 
under each contract are included on the charts. 

These programs were the source of more than 85 percent of the 
company’s earnings since 1950. This information is submitted to 
improve understanding of certain of the major factors that influence 
airplane costs and sales prices on successive contracts for the same 
model airplane. . 

First, it is noted that the nonrecurring costs—namely, the cost ot 
basic engineering, development, and tooling efforts—are included in 
the average unit costs of the first contract. Nonrecurring costs on 
successive programs are confined to those basic efforts necessary to 
incorporate changes and are therefore nominal. Next, a review of the 
unit-cost information demonstrates that substantial changes and im- 
provements have been incorporated throughout the production life of 
each airplane type, generally without an increase in the overall cost 
to the Government. These changes, as previously explained, are 
required at the earliest possible date if operational military aircralt 
are to benefit from the advanced technical concepts that are contin- 
ually being developed. 
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Further, the average unit costs are affected by changes in the syh- 
contract program that occur principally by reason of Boeing cooperat- 
ing to the fullest extent possible with the Government to attain the 
broad industrial base that is so important to the Nation’s defense. 
Finally, increasing labor and material costs have contributed substan- 
tially to airplane costs over the past 10 years. Because of the number 
of years over which successive contracts are performed, the effect is 
substantial. 

The most important factor to be noted from the unit cost informa- 
tion is that average unit costs for a comparable statement of work are 
decreased substantially from contract to contract on each program. 

The “‘comparable statement of work’’ assumes that airplanes on 
successive contracts are of the same configuration, i. e., no changes 
are incorporated, that the subcontracting structure remains the same 
throughout the life of the program, and that labor and material costs 
remain at the same levels that existed during the period the first con- 
tract was being performed. Lllustrative of the substantial decrease 
under such conditions is the C-97 program, where costs applicable to 
the comparable statement of work were decreased from approximately 
$1,300,000 on the first contract to $260,000 on the last contract. 

A more forceful illustration of the substantial cost reductions that 
occur over the life of a contract was cited in Boeing’s 1954 annual 
report to stockholders as follows: 

As of the end of the year, man-hours required per pound of airframe weight in 
the manufacture of the 6-jet B-47 airplanes had been reduced to only 7 percent 
of those required for the first production model. 

It is believed that the information contained in figures 10, 11, and 12 
demonstrates that average unit costs in general have decreased 
substantially, despite increasing complexity, changes in subcontract 
structure, and increasing material and labor costs. 

Further, it is shown that with increasing volume not only were 
average unit sales prices decreased but the profit realized on each 
airplane was correspondingly decreased. 

Therefore the Government has not only obtained the entire benefit 
of the decreases in unit costs resulting from increased volume, but 
also has obtained the benefit of a substantial portion of the decreases 
in unit costs resulting from Boeing’s efficiency. Final sales prices 
under all major fixed price contracts containing incentive provisions 
have been below the sales prices established at the time of target 
negotiations and profits realized have been well within the profit 
framework established at the time of such negotiations. 

X. Contractual savings to the Air Force: Through efficient per- 
formance under fixed-price incentive-type contracts during the period 
1950 through September 30, 1955, Boeing was able to underrun 
contractual target costs by approximately 6 percent. The total cost 
underrun amounted to more than $141 million, approximately $115 
million of which went directly to the Government in the form of 
contract sales price reductions. Boeing, for its efficient cost per- 
formance, received approximately $38 million before Federal income 
taxes under the incentive provisions of the contracts. 

The significance of the savings of the above contract reductions (0 
the Air Force is graphically portrayed in figure 13. 





mM 
= 
ee 
bay 
© 
(eo) 
A, 
a 
G 
< 


COSTS 


AIRCRAFT PRODUCTION 





PersiyoD UolNONP Cy 
-@1 4802 |DJO} jo “vt 


000 Ory L's 


4JUGWOIOU] $1jO1g JON 


“S61 jo BuyuusBaq ayy yo Bula0g 


Aq peyoiedo juewdinb3 +g selyijio04 -40- *s@Uu_/GIID /p-g |@epow OO] UDYy eiow 
JUBWUIBAOS 4O 4809 O44 paerxe sBulAns JO @2}1d Bujeog of yue)pAinbe sBul ans 


tc 


000 ‘882 ‘91 $ 


441jOlg SAIJUSDU] UO xD] 


T 


ONIFOP OL JDNVIISINOIS 





IDOI AV OL JONVDIZINOIS 


ONIFOR OL LIdO¥d JAILN3DNI 


sBulans jO UoINgI44ysI1G |ON{ODI;UO> 


= $lI9Y¥YVL TWNLOVYLNOD 
—= WO4d SNOILINGIY IWLOL 


44+ OG6L 
$42D4guU05 (4064104) OdAy SA!jUuUszuY 
auOoOoS XOE UVAA S 





1780 AIRCRAFT PRODUCTION COSTS AND PROFITS 


The total Air Force saving of $113 million is equivalent to Boeing’s 
current price for more than 100 B-47 airplanes. Another way ‘of 
viewing the significance of this saving to the Air Force is that it js in 
excess of the total cost of all Government-owned plant and equipment 
being utilized by Boeing as of January 1, 1954. : 

The reductions in contract prices resulted from the efforts of Boeins 
not merely to equal the cost targets negotiated with the Air Force. 
but to better them. 
_ This goal was achieved by aggressive cost reduction activities 
inspired not only by trying to achieve “more Air Force per dollar” 
but also through the knowledge that the company, and in turn its 
employees, would benefit through the workings of the incentive 
provisions of the contracts. Boeing, after payment of Federal income 
taxes, retained as additional earnings only $11.4 million, or 8.1 percent 
of the total cost reductions achieved. Further, the reduction in 
contract sales prices to the Air Force by reason of this performance was 
substantially greater than Boeing’s total earnings after taxes for the 
period 1950 through September 30, 1955. 

It should be noted that the effect of renegotiation which will be 
discussed later is not considered in the above paragraphs. 

XI. Earnings record—1946 through 1954: Sales, taxes, and 
earnings of Boeing Airplane Co. by years for the period 1946-1954 
are set forth in figure 14. Sales for this period were nearly $3.8 
billion with earnings before Federal and State income taxes approxi- 
mating $236 million. 

Taxes on income amounted to $141 million, leaving earnings after 
taxes of approximately $94.7 million. All earnings amounts referred 
to in this presentation are as reported in annual reports to stockholders 
and do not give effect to the 1952 renegotiation determination. 

It is noted that during 1946 and 1947 Boeing incurred losses, as 
did most other companies in the aircraft industry. Having devoted 
their entire effort to the design, development, and production of a 
product for which there was only a limited market, aircraft com- 
panies were hard pressed during these years to maintain personnel 
“know how” and the physical resources that played such an im- 
portant role in the critical defense build-up starting in 1950. 

The years 1946 and 1947 were the same years in which companies 
in other industries that had engaged in defense production during the 
emergency were realizing substantial profits from satisfying the 
tremendous consumer demand that had built up during World War II. 
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XII. Utilization of earnings—The utilization of gross earnings of 
$236,177,027 for the 1946-54 period is graphically ‘illustrated in fig- 
ure 15. It is shown that approximately 60 percent thereof, or 
$141,479,509 was paid out in Federal and State income taxes. 


FIGURE 15 


Utilization of Earnings 1946-1954 


$ 236,177,027. = 10% 


Before Federal & State Income Taxes 


Reinvestment in Business 


Federal & State 
income Taxes 

59.9 % ; 
$ 141,479509 = 


in 
Assets 8.3 
$ 19.635 


Dividends 
- Ba% 
§ 31,637,776 ° 








The balance of the gross earnings was either distributed to stock- 
holders or was reinvested in the business. 

The disposition of net earnings for the 9-year period, 1946 to 1954, 
is shown in figure 16. 

Approximately two-thirds, or $63,059,742, of the total “after tax 
earnings’? was retained for use in the business and one-third was 
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FIGURE 16 


Disposition of Total Earnings for ‘46-'54 


TOTAL AFTER TAX, $94,697,518. = 1% 





















For the years 1952 - 1954, percent of 
cash dividends to net earnings 27.64 % 
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ustributed to stockholders through cash dividends. The conservatisny 
if Boeing’s dividend policy is attested by the fact that only 33 percent 
of net earnings were distributed as compared to 50 to 60 percent dis- 
iributed by industry in general. 

A comparison of the ratio of cash dividends paid by Boeing to net 
profit with similar data for leading companies in other industries is. 
stown in figure 17. During the period 1952 to 1954, recognition of 
the need for additional financial strength to fulfill its role in the coun- 
iry’s defense plans caused Boeing management to reduce cash divi- 
dends to approximately 27 percent of net earnings. 
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Figure 17 


Percent Cash Dividends 
Paid to Net Profit 


SALES LEADERS IN SELECTED INDUSTRIES 
| Source, Moody ‘s Industrial Manual ] 
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During the 1946-54 period, net investment in property, plant, and 
equipment was increased by approximately $19.5 million and approxi- 
mately $43.5 million was reinvested in the business to meet the sub- 
stantial working capital requirements that are generated by a volume 
of long flowtime production contracts. The magnitude of the increased 
working capital requirements is demonstrated by the following schied- 
ule setting forth the total Government accounts receivables and inveu- 
tories net of progress payments received thereon at the end of each 
year, 1949 through 1954. 


Total Govern- | 

ment accounts | Percent of 

receivables and | “i oregse 
inventories, over 1949 

net of prog ess y 
payments 





$60, 883, 462 s 
83, 769, 013 | 
117, 285, 371 | 

| 


37.6 
72.¢ 
L4 
190. 5 
5.9 


128, 717, 067 il 
176, 848, 022 
186, 211, 006 
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This table discloses that beginning with the year 1949 the total 
Government accounts receivables and inventories, net of progress 
payments, was $60,883,000. This amount has increased to a 1954 
total of $186,21 1 000. 

| would like, if I may, to digress for a moment here, to again make 
the point that I just covered, that we believe in any investigation as 
to the profits of the company, particularly that is engaged in a business 
such as ours, that what we have done with those profits is a matter of 
vital interest. 

In particular, the so-called pie chart (fig. 15, p. 1782) shows the 
entire amount of our earnings before income taxes for the year 1946 
through the year 1954. 

And I should point out, Mr. Chairman, that we are on a calendar 
vear. Our 1955 fiscal year ended December 31, 1955, and we do not 
have the final figures yet nor have we released them to stockholders. 

However, we have approximations should you want to know them 
later. 

But during this period we had 236—a little over $236 million, 
before Federal and State taxes. 

Federal and State income taxes took approximately 60 percent of 
that, or $141 million. 

We paid out 13.4 percent of that total in dividends, which is $31.6 
million. We took the balance and reinvested it in the business, in the 
form of increase in working capital, of 18.4 percent, or $43.4 million. 
This is needed principally because of the tremendous increase in 
Government receivables and inventories that it takes to operate our 
fixed price type of contracts. 

We invested the balance in our capital assets. This was 6.3 per- 
cent, or $19.6 million. This is net of the depreciation, of course, which 
was returned to us in the sales prices throughout these years. 

Then on the disposition of the net earnings. This is the amount that 
we had after taxes. For this same: period, the total amount was 
$94.6 million, equaling 100 percent. 

We paid out cash dividends of 33.4 percent, or $31.6 millions. 
Now this 33 percent compares with manufacturing industry generally 
of about 50 to 60 percent. 

We increased our working capital as I have stated before by $43.4 
million, and the balance, or 19.6 million, went into our property, 
plant, and equipment. 

So, in other words, we have reinvested more than 67 percent of our 
net earnings in the business. 

Illustrative of the dividend information that I just gave you—this 
is a 9-vear average. That is, the bars here—for a moment pay no 
attention to these cross bars. The main colored bars here show the 
amount of earnings and percentage of net earnings that has been paid 
out for a 9-year period, from 1946, by the leaders in the construction, 
rubber, electrical, automotive, and chemical industries. Boeing Air- 
plane is shown by the red hatched bar. This shows, as I just told you, 
that most all of the companies are above Boeing. We are at about 
33 percent. 

The crosshatched bar takes the period of 1952 through 1954, which 
we believe is the period that you gentlemen are most interested in. 
Our relative position during this period: We paid out about 27 per- 
cent as compared with higher percentages ia most every other industry. 
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Next is section XIII, product cycle and profit phasing: An under- 
standing of the basic nature and characteristics of any business is 
necessary for proper judgment regarding adequacy and reasonableness 
of its profits. 

Several important characteristics of the business of designing and 
producing large, multiengine aircraft can be observed from figure 18, 
“Program Phasing.” ¢ 

The aircraft models listed on this chart represent Boeing’s success- 
ful, profit-producing models. A great deal of work has gone into 
many airplanes, not shown on this chart, which due to the efforts of 
our competitors or to changing requirements, never achieved produc- 
tion status. During the 15-year period 1940-55, only these seven 
models reached the production stage, with the initial production on 
one (the KC-—135) just started in 1954. During any one year, such 
as 1952 for example, a maximum of only three models (C—97, B—50, 
and B47) were being delivered. 

This characteristic of the aircraft busmess means extraordinary risk. 
\ major error on the part of the Boemg Airplane Co. or its suppliers 
which materially delayed deliveries or resulted in contract cancella- 
tions would have serious results to the company and could impair 
national security. 

It will be noted that the number of years of research and develop- 
ment effort on the part of technical and management personnel, 
required prior to the obtaining of an Air Force production contract 
as steadily increased from 2% years on the B-17 to 7% years for 
the B-52. 

This characteristic of increasing technological demand has sub- 
stantially increased (1) the company’s financial risk, and (2) the risk 
ittendant to involvement of its management and technical staff in 
projects the ultimate production status of which is problematical. 
For example, more than 54 vears of effort was expended on a medium 
bomber configuration for which the ultimate production contract was 
eventually awarded to a competitor.) 

This characteristic (accelerating technological demand) is also 
udicative of the great investment increase which must be made in 
esearch and development facilities. 

It is informative to follow the history (fig. 18) of the B—47 airplane 
vhich contributed greatly to national defense and was the source of a 
substantial portion of Boeing profit in 1952. Boeing-financed research 
eading toward the development of this airplane was initiated in 1943 
and was continued for 3 years before an Air Force contract for two 
prototype aireraft was received. 

Because of its belief in the ultimate success of this airplane, Boeing 

1946 incurred substantial risk by undertaking a contract for two 
of these revolutionary multijet, swept-wing experimental airplanes on 
i straight fixed-price basis. 

Competitive airplanes were also designed, built, and tested by two 
ther manufacturers, but Boeing’s faith in its airplane was rewarded 
11948 by selection of the B—47 as the new ‘‘standard’’ medium bomber 
or the Strategic Air Command, with a specific order for 10 B-47A’s 
und 87 B-47B’s. 

This initial contract was negotiated on a cost-plus-a-fixed-fee basis 
i view of the novelty of the design of this—the first swept-wing, multi- 
et, 600-mile-per-hour bomber— and the consequent lack of knowledge 
ol production techniques and costs. 
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With cost and production experience on this contract available. 
followon quantities were contracted for under fixed-price contracts 
containing incentive provisions. The urgency of the requirement for 
these airplanes to re-equip our strategic striking force, plus dispersal 
considerations, resulted in the B—47 being placed in production by two 
principal competitors—Lockheed and Douglas—in April of 195). 
Boeing was further charged with the responsiljlity of providing tech- 
nical assistance including the training of production workers for these 
firms, so that they could start producing B-47’s as quickly as possible 
and so that they could mininize costs by taking advantage of Boeing’s 
production experience. For its contribution to this multiple-source 
production program, Boeing was allowed a small increase in the targe 
profit (one-half of 1 percent) on its B47 airplanes. 

Present plans call for the completion of Boeing B-47 production in 
1956, while Lockheed will continue into the early part of 1957. 

Keeping in mind the initiation of company-financed research in 
1943 leading toward the B-47 airplane series, it is important to 
observe the timing of the resultant profits. 

Figure 19—and | should like to digress to tell you. I would like 
to explain this chart. It shows up a little better in color. So you 
need not follow it too closely at the moment. 

Figure 19 shows the Boeing Co.’s gross profit before Federal income 
taxes, by product, for the years 1948 through 1954 and with estimates 
for 1955 profits. These are the only years of significant profit in th 
postwar period. 

Profits from the B—47 effort did not appear at all until 1948 and did 
not constitute a significant profit source until 1950—7 years after 
initiating research directed toward this airplane. 

The C-97 type aircraft also made its first sizable profit showing in 
1950—9 years after initial research. C-97 production will cease in 
the latter part of 1956. The total life cycle of this airplane will then 
have spanned nearly 15 years, with only the last 7 of those years 
productive of significant profit. 

The B-52, starting from Boeing-financed research in mid-1943 and 
judged superior to its competitor, was ordered into production by 
letter contract in the early part of 1951. The first appreciable profits 
came in 1952, the ninth year following initiation of research. 

Looking at the composition of profits for 1 year—1952, fo1 
example—it will be observed that they stemmed primarily (approxi- 
mately 80 percent) from 2 products, the C-97 and the B-47, both of 
which had their genesis more than 11 years earlier. 

From these observations, we believe (1) that the high risk inherent 
in a business concentrated on few products is apparent, and (2) that 
when such a business is further characterized by products with a 
15-year-plus product life, more than half of which is profitless yet 
requires the commitment of a substantial portion of the company’s top 
management and technical talent and the use of multimillion-dollar 
research facilities then, for such companies the use of any arbitrary 
ratios of its financial data for a single year for the purpose of judging 
the reasonableness of its profit for that year is singularly inappropriate 
and completely without merit. ; 

I would like to digress a minute. Gentlemen, we believe that this 
particular point that I have been trying to make here is one of the 
most important points. , 
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As you evaluate the profits as recorded on the books of the Boeing 
Co. in any one particular year or say if the period you are most inter- 
ested in is 1952 through 1954, we would like to talk to you about those 
just a moment. The first one here is primarily and strictly an 
engineering chart, along with manufacturing—the flow time approach 
to the thing. This black portion here shows Boeing initiated research, 
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and the period of that research. This is phased on a time eyele. 
You are starting out here with the vear 1930. , 

Each of these 5 sections is a 5-year period. The rate on the lef 
side of the chart is the 7 models that have produced more than 85 per- 
cent of the Boeing Co.’s profits over the period. The black, again, j 
Boeing-initiated research. The blue line is Boeing’s development of 
the hardware. That is when we started out to build the property on 
the type model. The red line here shows the period of Air Force pro- 
duction, and these little diamonds on here show the year or the date 
of first delivery of the first production model. 

Now, skippmg down here to the two airplanes that comprise this 
substantial portion of our earnings for the period under question, they 
are the C-97 and the B-47. Here is the C-97. We went clear back 
to the beginning of 1943. This particular period here was researched 
and financed by the Boeing Co. The Air Force awarded us what is 
often called a phase 2 prototype contract for the construction of pro- 
totypes in this period. 

The first production delivery did not occur here until 1947. 

Now, likewise, on the B-47, the one airplane that contributed most 
substantially to the earnings under the period in question, was begun 
as I have said before, in 1943 and carried on through the phases of 
Air Force detail phase 1, which is still in the study stage without an) 
cutting of metal, Air Force phase 2 prototypes—these are the 2 fixed- 
price airplanes about which I discussed. The Air Force paid the bill, 
but it was a fixed-price contract with great risk inherent in it. 

The first production delivery on the B-47 was made in 1950. 

Now, let’s look at how that particular program phasing hit the 
books from a profit standpoint. 

We have a rate here on this chart (fig. 19). I will only take your 
time again to call your attention to the C-97 and B-47, the finan- 
cial approach to this particular point. 

This shows the inception to production. 

This is the production period. And these bars here show the profits 
before taxes in the years that they hit the books. 

The bars on this side is the scale in millions of dollars. So let’s look 
at the C-97 program again. 

At its inception back in the early part of 1943, the first time it hac 
any significant profits was in the vear of 1952 here, 1953 and 1954. 
These are the years of substantial profits. Yet the period that really 
made the airplane, that proved the concept and design, the period that 
we had our top people committed to the concept, is this period back 
in here [indicating]. | 

The same picture is likewise true of the B-47. It showed no proti's 
of anv moment until the year 1952. They have gradually increase¢ 
until 1954 was the top year and are now decreasing. 

But moreover, when it takes all of these years to get a contract (0 
fruition from a profit standpoint and then sometimes you have two 
of them that hit in the same year, then profits when viewed narrowly | 
in that year only in our opinion are not indicative of the tremendous 
effort that is taken back here to prove the design and get the produe- 
tion program going. 

Now, to section 14: Comparison of return on sales, 1952-54. 

Financial analysts use many criteria in evaluating the profitabill 
of various interprises. Among the ratios used are percent of profit 
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sales, percent of profit to net worth, and percent of profit to average 
cross assets. 

One of the most commonly accepted methods of comparing earnings 
in manufacturing industries is return on sales. It is believed that 
this is the most meaningful comparison since it gives recognition to 
actual work accomplished and effort expended. The fact that it is 
the most common ratio used in industry’s financial releases to stock- 
holders and in the press lends substantial support to this contention. 
In figure 20 a comparison has been made of Boeing’s profit to sales 
with that of selected sales leaders in other industries for the period 
1952-54. This period has been chosen due to the subcommittee’s 
stated interest in these high volume years. It is significant that in 
these years, with the company’s contribution to the defense of the 
Nation being as great, if not greater, than in any other period of our 
history, Boeing’s return of 2.6 percent was substantially below that of 
the leaders in other industries. 


FIGURE 20 
Percent Profit After 
Federal Taxes to Sales 


SALES LEADERS IN SELECTED INDUSTRIES 
[ Source, Moody's Industrial Manual | 
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XV. Comparison of profit ratios, 1946-54: The fallacy of attempt- 
ing to analyze reasonableness of profits in the aircraft industry on the 
basis of the earnings recorded in a single year has been previously 
demonstrated in the discussion of profit phasing. It was pointed out 
that a more equitable basis for judgment is to consider profit over the 
period which most nearly coincided with the extended product cycle 
peculiar to the aircraft industry. A comparison of Boeing’s return 
on sales with the leaders of other industries has therefore been made 
for the period 1946-54 in figure 21. This period has been selected 
as being most nearly representative of the first product cycle following 
World War II. Reference in figure 21 again discloses Boeing’s return 
on sales to be substantially below that of all other leaders; in fact, 
about half that of the next lowest industry leader. 





FIGURE 21 


PERCENT PROFIT AFTER 
FEDERAL TAXES TO SALES 


SALES LEADERS IN SELECTED INDUSTRIES 
[ Source, Moody's Industrial Manual | 
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Comparison of Boeing’s profit after taxes to average gross assels 
(fig. 22) for the same period indicates that the return realized on gross 
assets is considerably less than all but one of the other leading 
companies. 
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FIGURE 22 


PERCENT PROFIT AFTER FEDERAL 
TAXES TO AVERAGE GROSS ASSETS 


SALES LEADERS IN SELECTED INDUSTRIES : 
[ Source, Moody ‘s Industrial Manual | 
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A comparison of Boeing’s return on net worth with other sales 
leaders for the 1946-54 period is included in the discussion of net 
worth, which follows: 

XVI. Return on net worth: The Senate Finance Committee, in 
connection with hearings in 1951 on the extension of the Renegotiation 
Act, stated in Senate Report No. 92, 82d Congress, Ist session, page 11: 

Your committee believes that the House bill is too restricted since the reason- 
ableness of the return on net worth might not in many cases be an adequate 
measure of profits. 

Despite the understanding evidenced by this statement, use by the 
Government of the return on net-worth criterion for evaluating earn- 
ings has become evident in certain areas in recent years. Not only 
has the Renegotiation Board extensively used this criterion as a 
basis for determinations of excessive profits, but also certain other 
Government agencies reviewing the profits of the aircraft industry 
lave arrived at conclusions that we believe are basically erroneous 
through reliance on this criterion. Certain industry associations have 
prepared comprehensive analyses relative to net worth and the reasons 
Why return thereon is not a reliable standard for evaluating reason- 
ableness of profits. Specific reference is made to excerpts from an 
industry association’s treatise on this subject which is set forth in 
ippendix B (see p. 1825). 
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Some of the reasons for return on net worth not being a fair erj- 
terion for evaluating reasonableness of earnings in the aircraft industry 
are set forth below: , 

1. Net worth does not reflect the industry’s greatest asset—know- 
how—namely, the value of a highly skilled engineering, manufactur- 
ing, and administrative team capable of the design, development, and 
manufacture of highly.complex and revolutionary defense weapons. 

2. Return on net worth fails to recognize that the aircraft industry 
has a low net worth in relation to its production requirements. This 
results from the historical lack of reasonable profit margins and the 
peak-and-valley nature of the business. The combination of these 
factors has resulted in reducing the industry’s ability to attract. pri- 
vate capital and the overall effect has been to hold down total net 
worth investment. 

3. Return on net worth compares the rate of return of the aircraft 
industry, which at this time is a growing and rapidly changing industry, 
with the rate of return realized in older and more stabilized industries. 
Historically, during their developmental and growth years, other 
industries have made very high rates of return on net worth. 

4. Return on net worth for a particular year does not recognize 
that the earnings recorded in that vear are the result of a design, 
development, and manufacturing cycle that extends over a substan- 
tial number of vears. 

5. Return on net worth does not give recognition to the necessity 
for providing adequate funds for (a) the procurement of new and 
advanced facilities needed to replace wornout and obsolete plants and 
equipment; (b) the procurement of additional research and production 
facilities required to develop and manufacture increasingly complex 
aircraft and components; and (c) the research and development in- 
vestment necessary to maintain or increase this country’s technical 
supremacy. 

Reference is also made to appendix C (p. 1831), wherein excerpts 
from Boeing’s presentation to the Renegotiation Board on the statu- 
tory factor of capital employed and net worth for 1952 are set forth. 
In this presentation Boeing concluded, for the reasons stated therein, 
that capital employed and net worth did not throw light on the reason- 
ableness of its earnings and requested that it therefore not be used as 
a criterion in the renegotiation process. 

If return on net worth is to be deemed a criterion, contrary to the 
opinion of industry in general, and the aircraft industry in particular, 
then it is believed that the program phasing aspects of the aircraft 
industry must be considered. As has been discussed earlier in this 
presentation, the profits reported in a given year in the aircraft 
industry are the result of research, developmental, and production 
efforts expended over a considerable span of years. Therefore, it |s 
only equitable that any comparison of return on net worth must be 
made on the basis of a reasonable period of years. A comparison ol 
Boeing’s return on net worth for the period 1946-54 with the return 
realized by leading companies in other industries as shown in figure 
23 indicates that only a reasonably comparable return has been real- 
ized. Although the return is slightly higher than that realized by 
sales leaders in the rubber and construction industries, it is less than 
that realized by leading companies in the electrical, automotive, and 
chemical industries. 

* 
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FIGURE 23 
Percent Profit After 
Federal Taxes to 
Beginning Net Worth 


SALES LEADERS IN SELECTED INDUSTRIES 
[| Source, Moody's Industrial Manual } 
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XVII. Renegotiation: On December 2, 1955, the Renegotiation 
Board issued to Boeing a notice of order determining excessive profits 
wherein it was stated that excessive profits in the amount of $9,822,340 
$10 million less applicable State income taxes) had been realized 
during the year 1952. The Los Angeles Regional Renegotiation Board 
had previously recommended that Boeing be granted a clearance. 
Since the Board’s determination was not, in Boeing’s opinion, con- 
sistent with the intent and objectives of the Renegotiation Act of 
1951, the company will appeal to the Tax Court of the United States 
from the determination of the Renegotiation Board. 

_-Roeing’s sales and earnings before Federal and State income taxes 
lor 1952 subject to review under the Renegotiation Act amounted to 
S717 ,686,245 and $54,566,884 respectively, compared with sales of 
539,010,214 and earnings of $49,784,449 reported in the 1952 annual 
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report to stockholders. The difference ‘es are princ ipally attributable 
to adjustments to sales and earnings under the provisions of a special 
accounting agreement which was entered into with the United States 
Government “solely for renegotiation purposes. Briefly, this agree- 
ment provides for the adjustment of each year’ s renegotiable ; sales, 
cost of sales, and earnings under all fixed price ptm ts containing 
price revision provisions. Such adjustments are based on contract 
performance subsequent to the applicable year ends. The agreement 
has no effect on renegotiable sales, cost of sales, or earnings over a 
period of years but does change annual amounts either upward or 
downward. 

The percentages of renegotiable profits before taxes to sales and to 
beginning net worth (a criterion used by the renegotiation board in 
ev aluating reasonableness of profits) were 7.60 and 92.50 respective ‘ly. 
After reducing sales and earnings by the amount of alleged excessive 
profits, these percentages are reduced to 6.32 and 75.85 respectively. 
These and other statistical comparisons in regard to Boeing’s 1952 
renegotiation case are set forth in figure 24. Of importance is the 
fact that Boeing’s earnings after taxes represented a return of only 2.28 
percent on sales before renegotiation. After renegotiation the pet 
return was reduced to 1.89 percent. This is substantially below the 5 
to 6 percent net return on sales that was realized in 1952 by the manu- 
facturing industry generally. 


Figure 24 
Renegotiation, 1952 


Before renegotiation After renegotiatic 

Renegotiable sales _ - ‘ $717, 686, 245 $707, 863, 905 
Renegotiable profits (before Federal and State 

income taxes) - . $54, 566, 884 $44, 744, 544 
Percent of rene gotiable profits (before taxes) to 

sales 7. 
Percent of renegotiable profits (after taxes) to 

aeles......<. » 
Percent of renegotiable profits: (before taxes s) to 

beginning book net worth !_ __ 
Percent of renegotiable profits (after taxes) to 

beginning book net worth ! . 27. 
Percent of renegotiable profits (before taxes) to 

average book net worth ! 85. 
Percent of renegotiable profits “(after taxes) to 

average book net worth !____-__- 25. 


1 Adjusted for allowance for contract adjustments, including renegotiation. 


Boeing earnings during 1952 were well within the profit framework 
that was established at the time its contracts were negotiated with 
Government procurement authorities. A task of great magnitude 
and complexity was performed and quality products that contributed 
substantially to the national defense were delivered on schedule to 
the Government at a reasonable cost. As volume of production in- 
creased, the unit price of articles to the Government under the various 
programs continually decreased, despite the increasing complexity of 
the articles being produced and the inc reasing trend of labor and 
material costs. The profit per unit was decreased correspondingly. 
To assist in achieving a broad industrial base, Boeing, at the direction 
of the Government, subcontracted extensively, notwithstanding the 
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Despite the favorable factors mentioned above, the tremendous increase in sales, 

accomplished as they were by substantially increasing subcontracting and large 

ise of Government facilities, have generated dollar profits in an amount greater 

than can be considered reasonable. 

The board concluded that— 

** * the determination will leave the contractor with an adjusted return on 

eginning book net worth of 75.9 percent. This return is considered so high as 
be justified only by the very favorable consideration accorded to contractor’s 

erformance in the review under the other statutory factors * * *., 

\lthough sales and earnings in 1952 had increased substantially 
over 1951, such increases resulted from many prior years of research 
und developmental effort on the specific aircraft involved and from 
abilities acquired during 35 years of management, design, and prodve- 


lon experience. 


ltributable to the C-97 and B—47 airplanes which had their inception 
in Boeing research and development in 1942 and 1943; were placed in 
imited production in 1945 and 1948; and from which only nominal 
earnings were realized prior to 1952. Further, during 1951 the B-47 
program was being converted from a cost-plus-a-fixed-fee basis, under 
vhich sales are recorded as costs are incurred, to a fixed price basis 
inder which sales are not recorded until the completed article is 
elivered. Consequently, although a substantial amount of work was 
performed during 1951, the results of this work were reflected in 
wreased work-in-process inventories of approximately $165 million 
‘ather than in sales and earnings. The sales and earnings attributable 
‘0 such work were recorded in 1952. 

Further, in its statement the renegotiation board indicated that— 


a a 4 


‘ud that “very favorable consideration”? was accorded the company’s 
verlormance in the year 1952 under the statutory factors other than 


fact that facilities and manpower were available to perform the work 
‘n its own plants. 
‘he Government was fully aware of the extent to which the company 
would subeontract and also the extent to which Government-owned 
facilities would be utilized in the performance of the contracts. These 
;wo factors were, in accordance with the Armed Services Procurement 
Regulations, given full consideration in tke establishment of the basic 
framework of contract profit rates. 

The return on net worth criterion in Boeing’s opinion was the con- 
trolling factor in the renegotiation board’s determination. This 
riterion, as used in the renegotiation process, is merely a statistical 
computation of the return (earnings) realized on beginning book net 
worth and does not measure the reasonableness of the cost of articles 
furnished the Government. Further, it in no way gives consideration 
to the efficiency of contractors or to the contribution to the defense 
of the Nation that these contractors are making. Finally, because of 
the many factors discussed previously in this statement, it is not a 
reliable index of the reasonableness of a contractor’s profits and there- 
fore it should have no place in the renegotiation process. 

The renegotiation board, in its statement to Boeing, pointed out 
that renegotiable sales increased more than 100 percent over 1951 and 
related earnings increased 200 percent. The board further stated 
der the “reasonableness of profit’? section of its statement that— 


a very high degree of efficiency had been demonstrated in the contractor’s 
‘n production * * * 









At the time the prime contracts were negotiated, 

















































































































The greater portion of the earnings for 1952 were 
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“capital employed and net worth.” The only criticism contained in 
the board’s statement as to Boeing operations was that ‘‘the same 
degree of excellence” achieved on the company’s in-plant production 
was not achieved overall in the supervision of its subcontracting 
programs. Prior to and during 1952, in accordance with the Govern- 
ment’s “broaden the industrial base” policy, Boeing entered into 
subcontracting programs with companies in automotive and other 
industries. To fully implement the policy, certain companies which 
had little or no experience in building advanced types of aircraft com- 
ponents were selected by the Government to participate in the 
program, a step deemed necessary in view of the threat posed by the 
Korean emergency to world peace. Until such time as the capabilities 
of these companies were determined, and the necessary Boeing 
technical assistance programs established, certain  diffic ulties were 
encountered. However, through aggressive remedial action requiring 
a substantial amount of time on the. part of key Boeing technical and 
production personnel, the difficulties were overcome. Despite the 
initial problems encountered in this area of the subcontract program, 
Boeing met all airplane delivery schedules in 1952. 

The renegotiation board is required by statute to evaluate profits 
on an overall basis; that is, its determination is not based on the rea- 
sonableness of profits realized on individual contracts or on specific 
types of contracts. The determination of $9,822,340 of excessive 
profits for 1952 was therefore directed at the total of $54,566,884 of 
renegotiable profits. However, from a management standpoint, 
Boeing can only look at a determination of alleged excessive profits as 
being a requirement to refund either specific types of profit or the 
profits realized on specific programs. 

Renegotiable profits, by source, in 1952 are graphically illustrated 
in figure 25. 

The incentive profits that relate to deliveries under fixed price in- 
centive-type contracts are the top layer. These profits are attribut- 
able to performance below the negotiated contract cost targets and 
result from the attainment of a high degree of efficiency and the agegres- 
sive use of cost reduction techniques. The Government received, 
through contract sales price reductions, more than $23 million as its 
80 percent share of these cost savings. The next layer represents the 
profits allowed Boeing in consideration for being technical prime con- 
tractor on the B47 program. Despite the competitive aspects of the 
situation, Boeing as technical prime contractor made an extraordinary 
contribution to the Nation’s defense by supplying and maintaining 
technical assistance consisting of complete engineering, tooling, pro- 
duction planning, and other technical information accumulated from 
vears of research and development pioneering, to two of its major 
competitors in the airframe industry. In addition, 18 complete 
body sections were furnished to these companies, together with all 
other detail parts and equipment necessary to assemble and join com- 
plete deliverable airplanes. Through this assistance, these companies 
were able to embark on quantity production of the B—47 in a relatively 
short period of time and at a greatly reduced cost. The remaining 
profit layers pertain to specific programs. 
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Since quality products were delivered to the Government at 
reasonable prices, Boeing’s management believes that the renegotia- 
tion board, by its determination, has required the following amounts 
to be refunded: 

(1) all incentive profits; 

(2) all profits relating to its role as B-47 technical prime 
contractor; and 

(3) a portion of the basic profit realized on the various pro- 
grams that contributed to earnings during 1952. 

Another way of interpreting the board’s determination is that 
Boeing has been required to refund the profits earned on a specific 
program. For example, since the profits earned and retained in 1952 
were to be arbitrarily limited, Boeing should not have expended the 
efforts that resulted in the approximately $8 million realized on the 
C-97 program. From the standpoint of strictly prudent financial 
management, Boeing would have been better off if the ““know-how”’ 
expended on that program had been directed to other efforts. 

Boeing believes its earnings in 1952 were reasonable under any and 
all concepts of renegotiation. When a company has made a substan- 
tial contribution to the defense effort by designing and producing 
superior products on schedule at minimum costs, and its profits are 
within the contractually established profit framework, a determination 
of excessive profits is patently unjustified. 

I would like to digress from the record to read one other excerpt 
from the statement of the facts and reasons as given to us by the 
renegotiation board. This is with respect to the matter of contribu- 
tion to the defense of the Nation: 

In the design and development of bomber aircraft, it is recognized that Boeing 
has no superior, and in the review year it is believed that very favorable considera- 
tion is due the contractor for the successful production of its own design, B—47, 
and the commencement of the B—52. 

If allowed to stand, such a determination will go far toward remov- 
ing the element of incentive which is so important to progress in 
research, development, and production efficiency. Destruction of the 
profit incentives that invariably lead to lower prices to the Government 
interferes with the sound execution of the National Defense Program, 
and therefore is not prudent nor is it consistent with the overall 
objective of obtaining ‘“‘more defense per dollar.” 

We believe that a determination requiring the refund of any portion 
of 1952 earnings under the Renegotiation Act of 1951 is unjustified. 
If indicative of the pattern of determinations for other vears, it may 
seriously affect Boeing’s ability to go forward with the planned facil- 
ities expansion and research and developmental program that are 
necessary if the company is to contribute most effectively to the main- 
tenance of a strong Military Establishment on a continuing basis. The 
resulting curtailment of such programs would come at a time when the 
Government is urging the aircraft industry to finance a greater portion 
of its facility and research requirements. 

Mr. Héserr. Pardon the interruption. 

The bell has rung for the House to go in session. So we will be 
compelled to recess at this time. 

The committee also will have to be on the floor this afternoon 
because of an important bill from our committee. So we will be unable 
to meet this afternoon. 
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Tomorrow morning there is also more committee legislation before 
the full committee, where the members of this subcommittee must of 
necessity be present: Therefore, we will be unable to meet tomorrow 
morning. 

So the Chair will now announce adjournment until tomorrow 
afternoon at 2 o’clock, to continue the hearing. 

(Whereupon, at 11:45 a. m., the hearing was adjourned, to reconvene 
at 2 p.m., Tuesday, February 21, 1956.) 
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TUESDAY, FEBRUARY 21, 1956 


Hovsr or REPRESENTATIVES, 
CoMMITTEE ON ARMED SERVICES, 
SUBCOMMITTEE FOR SPECIAL INVESTIGATIONS, 
Washington, D. C. 

The subcommittee met at 2 p. m., the Honorable F. Edward Hébert, 
chairman, presiding with the following members present: Messrs. 
Hess, Fisher, and Bates. 

Mr. H&ésert. The committee will come to order. 

Yesterday when we recessed the statement had not been completed. 
So we will pick up from there and go on through to the completion 
of the statement. 

Mr. SKEEN. Yes, Mr. Chairman. 

But, Mr. Chairman, to establisn some continuity with where we 
left off yesterday, I was discussing the effect of the renegotiation 
finding for the year 1952. I have one chart (p. 1799), that I would 
like to show the committee that bears on that subject. 

(Mr. Hébert nods.) 

Mr. SkneeN. We have portrayed bere in bar chart fashion the profit 
from renegotiable business by source, that is, by source meaning our 
major production programs. These amounts here are all before income 
taxes. 

The point that we want to make here is as follows: We are very 
proud of our production record, of our company’s efficiency for the 
year 1952, and here is what that particular production record and 
record of efficient production did from a profit standpoint. It created 
$29.5 million of profit on the B—47, $8 million profit on the KC-97, 
$4.6 million worth of profit on the B—52, $700,000 of profit on 
BOMARC. All other business was $4.3 million. 

Then I would draw your specific attention to the two top layers— 
$1.7 which was our reimbursement for being the technical prime con- 
tractor for the B-47 program. The top layer, of $5.8 million is our 
share of incentive profits, which is the result of our contract per- 
formance being approximately $29 million below the contract targets. 
Our share of that, 1 dollar out of every 5, was $5.8 million. 

Mr. Courtney. May I ask a question, Mr. Skeen? Is that for all 
of the years in work? 

Mr. SKEEN. Yes, for all the years work on all the programs that 
we had for that year. 

Mr. Courtney. That is right. 

Mr. SKEEN. But it is just that year’s portion of it, sir. 

Mr. Courtney. That is right. 

Mr. SKEEN. The point that we want to make here is that our finest 
efforts as we see it are those of showing our strongest competitors 
how to build a high performance swept-wing airplane, the B—47. 
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We furnished them considerable amounts of engineering information, 
tooling, technical data, physical body sections. 

Our incentive profits likewise we believe resulted from our efficient 
performance. But this $10 million that the Renegotiation Board 
alleged as excessive has in our opinion taken what we believe is the 
result of our finest performance. 

To return to the written document: 

Economic aspects of facilities ownership in the aircraft industry: 
Prudent industrial business management invests in facilities only 
when projections reasonably indicate the presence of two basic 
considerations; (1) that demand for the products to be produced by 
the facilities is such that the investment can be recovered through the 
sales price charged for the products, and (2) that in addition the 
prospect of ultimate profit rewards is sufficient to warrant the risk 
of the investment. 

With respect to normal commercial products, if projections indicate 
the absence of either of these conditions, the facility investment is 
not made and the products are not produced. Notwithstanding 
these basic economic considerations, military aircraft must be pro- 
duced as a national defense measure, and therefore the required 
facilities must be made available for their production. 

Factors which have affected management decisions concerning 
investment in facilities in the aircraft industry are: 

1. The peak-and-valley nature of the demand for military 
aircraft. 

°. Establishment of low profit margins in the negotiation and 
re\ ision of contract prices. 

3. Enactment of discriminatory taxation and profit control 
measures, such as the Excess Profits Tax and Renegotiation Acts, 
whenever demand for the industry’s products has been high. 

Because of these facts, the aircraft industry has had neither the 
stability of demand, nor the prospect of sufficient profit to justify 
economically the investment of funds for the acquisition of all the 
facilities required during high levels of Government demand for its 
products. It would be economically unsound for the aircraft industry 
to provide facilities estimated to be in excess of nonemergency require- 
ments unless contractual assurance was given that the investment 
would be recovered during the period of demand for the products 
requiring such facilities. For the most part, the Government and the 
aircraft industry have met this problem by the Government’s fur- 
nishing to the aircraft industry those facilities estimated to be excess 
to nonemergency aircraft production. 

By furnishing facilities estimated to be in excess of nonemergency 
aircraft production, the Government maintains ownership and control 
of such facilities to insure their availability and utilization for national 
defense during emergency periods. The Government, through 
lowered prices for products requiring such facilities, receives both 
return of investment and return on investment as shown in the 
following paragraphs. 

Cost of facilities provided by a manufacturer is normally recovered 
through depreciation charges included as an element of cost in the 
sales price of the articles produced. When Government facilities 
are furnished, the cost and price of the product are lower since depre- 
ciation charges, property taxes, and insurance on Government-owned 
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facilities are not included in the sales price. Therefore the Govern- 
ment receives, through lowered prices, the equivalent of return of 
investment. For example, the Government’s return of investment 
on facilities furnished Boeing (normal depreciation, true depreciation, 
and property taxes that would have been included in contract prices 
if facilities had been Boeing-financed) for the period 1946-55 amounts 
to approximately $59,500,000. If consideration were given to the 
return of investment to the Government on facilities acquired during 
World War II, the above amount would be considerably higher. It 
is therefore submitted that the Government is obtaining a return of 
its investment comparable to the return of investment obtained by 
private industry. 

In addition, Air Force procurement regulations require consideration 
of the extent of Government facilities to be furnished in the estab- 
lishment of basic profit rates. This results in the Government obtain- 
ing a return on its investment through further reduction of prices as 
a result of the establishment of basic profit rates substantially below 
those earned by industry in general. Although the amount of this 
return is not measurable, if basic profit rates had been reduced 1 
percent by reason of Boeing’s use of Government facilities, the 
return on over 4.2 billions of Government sales for the period 1946 
through September 30, 1955 would be in excess of $42 million. 

I would like to digress from the written statement. 

This chart discloses by vear, beginning with 1946, the gross amount 
of Boeing-owned facilities, that is, gross initial costs not decreased 
by depreciation and amortization because we are to make a com- 
parison in this column with the amount of Government-furnished 
facilities which, of course, are not depreciated on the books of the 
company. 

In this particular column we have estimated annual, normal and 
true depreciation that would have gone into the cost of our doing 
business had we been operating the facilities set forth in this column, 
which are the Government-owned facilities. 

This calculation, although termed as an estimate, is a fairly precise 
calculation of the same types of depreciation rates by type of facility 
that the Boeing Co. would have. For example, buildings, ma- 
chinery, equipment, and so forth. 

Mr. Courtney. You mean the internal revenue rate or so-called 
true depreciation? 

Mr. SKEEN. I mean the internal revenue rate through the year 
1950. Then from that point forward the equivalent of true deprecia- 
tion that we have been allowed. 

Mr. Courtney. Yes. 

Mr. SKeEN. In the next column we have our estimated annual 
property taxes on the evaluation of the Government facilities. 

The last column is a summation of what we feel can be classified 
truly as a return on investment for the Government’s furnishing the 
Boeing Co. facilities during this period. 

This shows that Government-owned facilities used by Boeing in 
1946 was $7.4 million, That has grown to $150 million at the end 
of 1955. 

On the other hand, Boeing-owned facilities in use in the beginning 
of 1946 was $16 million. At the end of 1955 it is $53,100,000— 
$53,125,000; 
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In addition to this, this matter of basic profit range: in addition to 
what we feel is a reasonably calculated return that the Government 
has, of $59% million, comes ‘along this matter of basic profit rates. 

As disclosed yesterday, it is a matter of record that the Boeing Air- 
plane Co.’s net profits, somewhere around 2.7 percent, as compared 
with industry generally, is considerably less, approximately one-third, 
or one-half as much. 

There must be some reason for the decrease in this basic profit rate. 
We are sure that one of the reasons is the fact that we do utilize Gov- 
ernment-owned facilities. But we are likewise sure that this is taken 
into account in the negotiation of our basic effective profit rates. And 
should that penalty just be 1 percent, the value of that 1 percent in 
decreased profit rates to the Government over this particular period 
is 1 percent of $4.2 billion, or an additional $42 million. 

The aircraft industry has been forced to rely almost entirely on re- 
tained earnings as a source of the capital funds to meet the extraordi- 
nary growth requirements. Access to the equity market has been 
made difficult for the aircraft industry because of the peak-and-valley 
characteristics and low profit margins which have made it unattrative 
to investment capital sources. Boeing Airplane Co. over the years 
has attempted to the extent consistent with sound management and 
availability of financial resources to acquire the facilities needed to 
handle the expanded production and research and development 
requirements. 

Boeing agrees with the Government’s objective of having industry 
provide more of the facilities needed to accomplish defense work. 
However, the company can move in this direction only as it is permit- 
ted to earn and retain earnings which make investment in facilities 
economically sound. Since it would be economically unsound for the 
aircraft industry, except under special circumstances, to provide 
facilities in excess of nonemergency requirements, Boeing believes 
its additional investment should initially be in the direction of 
acquiring ownership of one integrated facility. 

As the result of the shift in defense policy to maintain air power 
in being and the resulting relative stabilization of aircraft procurement, 
Boeing is currently planning to expend substantial sums for facilities 
in the next 3 or 4 years. A summary of facility expenditures made 
by Boeing during the period 1946 through 1955 and a projection of 
expenditures through 1958 are set forth in figure 26. A detailed 
summary of the items committed and projects in the planning stage 
which comprise the $73.5 millions of projected expenditures for the 
period 1956 through 1958 is shown in figure 27. Expenditures of 
this magnitude involve considerable risk and are contingent upon 
Boeing’s ability to earn and retain adequate profits. 

To depart for just a moment, to graphically illustrate. In line 
with our conservative dividend policy, which was discussed yesterday, 
and the fact that we consistently have and are producing about more 
than two-thirds of our net earnings back into the business, this 
chart shows that for the period 1946 through 1955 we have expended 
$42,294,000 in new facilities. 

Our estimated additions for the years 1955, 1956—1956, 1957, and 
1958 is $73 million, of which $47 % million have now been approved by 
the board of directors and work is underway. 
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FIGURE 27 


1956-1958 Estimated Additions to Boeing 
Owned Plant and Equipment 


to Complete Projects Approved by Board of Directors, 
including, 
on RESEARCH & DEVELOPMENT CENTER —_— $ 20, 000, 000 


OFFICE, MANUFACTURE, & MOCKUP FACILITIES 
FOR COMMERCIAL PROGRAM : 
GENERAL PRODUCTION & ENGINEERING REQUIREMENTS —. 
MISSILE RESEARCH EXPANSION 
JET TANKER-TRANSPORT EQUIPMENT SUPPORT —_———— 

ADVANCE BOMBER PHASE | REQUIREMENTS 
FIELD POSITIONS, RENTON 
SUPERSONIC WIND TUNNEL — 














Known Requirements Subject to Board of Directors’ Approval, $ 26 000 
including, 
GENERAL PRODUCTION & ENGINEERING REQUIREMENTS $ 16,100, 000 
JET TANKER-TRANSPORT EQUIPMENT SUPPORT —___———. 4, 800, 
ADDITIONAL WAREHOUSE FACILITIES 3, 000, 000 


FIELD POSITIONS, SEATTLE ———_-_——— ————— 1,100,000 
— ADVANCE BOMBER PHASE | REQUIREMENTS -----—---_ 1, 000, 000 
ey 


— 





GRAND TOTAL 


Section 19. Need for greater economic strength. 

Today we are living in a world that contains at least one very 
powerful nation whose leaders have ambitions of world domination. 
We know that there have occurred within that nation atomic and 
thermonuclear explosions. We know that nation is producing atomic 
weapons of highly destructive force. The United States is the one 
nation today which stands between the Soviet and the free world. 
True, we have allies, but the fact remains that the United States is 
the principal deterrent to Soviet ambitions. 

We also know that the Soviet in recent years has put substantial 
effort into the building of a modern air force. Recent disclosures 
made by the Defense Department indicate that turbine-powered 
aircraft—fighters, transports, and bombers—have been observed in 
substantial numbers in flights in the vicinity of Moscow. Our 
engineers can only speculate as to the flight characteristics and per- 
formance capabilities of these aircraft; they all agree, however, that 
they are aircraft of advanced design. 

It therefore follows that a strong national defense is of paramount 
importance and it further follows that airpower is the keystone of 
this defense. This being true, the aircraft industry must be in a 
position to meet the grave responsibilities assigned it. The industry 
conceives these responsibilities to be as follows: 

1. To develop and produce superior equipment. 

2. To provide maximum air power at minimum cost. 

3. To maintain flexibility and the capacity to meet any emergency. 

4. To play a constructive role in the national economy. 

National security and the Government’s long-range requirement 
for maximum airpower at minimum cost will be served best if the 
aircraft industry is permitted to develop financial strength and 
stability commensurate with its responsibilities. The industry needs 
greater financial strength in order to: 
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1. Maintain with its own capital a nucleus of capacity for reason- 
able production levels. The Government must continue to supply 
the plant and equipment needed to produce at above normal levels 
and to maintain standby mobilization capacity for emergencies. 

2. Provide new production equipment to replace worn and obso- 
lescent equipment and thereby reduce costs. 

3. Provide company-owned development and test facilities neces- 
sary for rapid technical progress. 

4. Maintain competitive private research and development activi- 
ties which will accelerate technical progress. The industry is in need 
of additional funds to conduct more extensive research and develop- 
ment projects. Research and development is the keystone to main- 
taining American air supremacy, which must be based on advanced 
design and efficient, low-cost production. 

5. Carry the nucleus of integrated engineering, production, and 
administrative organizations through lean periods and better enable 
the industry to compete with other industries in the acquisition and 
retention of promising employees. 

The needed economic strength to achieve the foregoing can only 
be acquired if the industry is permitted to earn and retain ‘reasonable 
profit margins. The means by which this may be accomplished 
nvolve: 

Allowance of profit rates, at the time of negotiation of contracts, 
more nearly comparable to those prevailing in other manufacturing 
industries. 

Allowance of all normal business costs as contract costs and 
through this, ‘‘more defense per dollar’’ will be attained. Unreason- 
able limitations of profit, and measures which inject uncertainty into 
the amount of profits to be retained, operate to reduce these incen- 
tives and have their effect in reduced investment by industry in 
facilities and research, reduced production efficiency, and increased 
overall costs. 

The citation accompanying the H. H. Arnold award to the Stra- 
tegic Air Command stated, from which I quote: 

The Strategic Air Command of the U. 8. Air Force is the single potential that 
has, by virtue of its intercontinental bombardment capability, deterred all-out. 
aggression and maintained the balance of power in behalf of the free world. 

Boeing is proud to have been able to design, develop, and con- 
tribute the airplanes that are now providing, or will provide, the 
Strategic Air Command’s capability to maintain this balance of power 
in the favor of our country. 

I would like to digress from the written statement to read a state- 
ment made by Gen. Fred M. Gruenther, the Supreme Allied Come 
mander of NATO, who said, on February 7, just past: 

The Boeing-built B—47 jet bomber is the best airplane in the world and alore 
gives western forces the balance of power over the Communists. 

It is our considered opinion that the American people have received 
full value for every dollar spent with the Boeing Airplane Co. In 
addition, we believe our profits have been modest, in view of our con- 
tribution, and that our country’s future would be still more secure if 
our earnings had been more commensurate with those of manufac- 
turing industry in general. 





1810 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Mr. Chairman, we appreciate that this has been a rather long 
presentation. We would like to thank the committee for your time 
and for your attention. Thank you. 

Mr. Héserr. Thank you very much. I may say that this is per- 
haps the most comprehensive presentation that certainly in my time 
on the Hill that I have witnessed. Undoubtedly a lot of man-hours 
are in here and a lot of money. Is that on the Government or on 
Boeing? 

Mr. AtueN. That would all go into our general overhead expenses. 
Mr. Skeen can tell vou that better than I can. And then it would be 
allocated dependent upon the Government work in the company as 
compared with other work, which at this moment is almost entirely 
the Government. 

Mr. H&épert. So, in other words, the Government will end up pay- 
ing for it? 

Mr. Auten. That is right, sir. 

Mr. Heserr. That is a fair and honest and frank statement. I 
congratulate you on it. 

Mr. Hess? 

Mr. Hess. I have a few questions I would like to ask Mr. Skeen. 

Mr. SKEEN. Yes, sir. 

Mr. Hess. I turned back to page 1760, Mr. Skeen, and I note in 
there you say—lI think it was with reference to the KC-135. The 
work was commenced in the latter part of 1952 and was completed in 
mid 1954, at a cost of approximately $16 million. The program was 
financed entirely by Boeing, and Boeing has not and will not recover 
any of the amounts expended on the prototype under its contracts 
with the United States Government. 

Mr. SKEEN. That is a true and correct statement, sir. 

Mr. Hess. I don’t doubt it in the least. But I would like to have 
you explain where the $16 million came from? 

Mr. SKEEN. Yes. 

Mr. Huss. From private capital or just what source it came from. 

Mr. SKEEN. Well, it came from the working capital of the Boeing 
Airplane Co., which is of course the initial investment in the company 
plus the retained earnings since that time. 

Mr. Hess. Profits that were made on Government and other con- 
tracts? 

Mr. SKEEN. That is correct, sir. 

Mr. Hess. So that the $16 million which was money belonging to 
the stockholders of your company—— 

(Mr. Skeen nods.) 

. Mr. Hess. Was used by you to develop this plane? 

Mr. SKEEN. That is right, sir. 

Mr. Hess. If you had not used the $16 million for that purpose, the 
money could have been divided among the stockholders or kept in 
net worth of the company? 

Mr. SKEEN. Right, or it could have been used, of course, to increase 
our facilities. 

Mr. Hess. All the research and development that has been carried 
on by your company: Is it carried on with similar moneys? 

Mr. SKEEN. No, sir. The Air Force pays a portion of it, that is, 
the Government over the years. We do have a substantial amount 
of nonaircraft research, such as for our gas turbine program, which 
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has been excluded from our overhead pools that are reimbursed by 
the Air Force. 

In addition, the entire amount of money that we have spent that 
has been directed toward a commercial program—the 707—is clearly 
excluded. Likewise, the research and development of this KC—135 
has been excluded. 

Now the Air Force contracting officer resident at our plants reviews 
all of our work orders, which contain a specific description of the type 
of rework which we are engaged in. And upon his determination 
the amount of allowability insofar as our allocation to Government 
contracts is then determined. 

Mr. Hess. So that there are some funds of the Air Force that are 
given to you for research and development? 

Mr. SKEEN. Yes. 

Mr. Hess. Appropriated funds by the Congress, that are given to 
the Air Force and in turn given by the Air Force to Boeing for the 
purpose of research and development? 

Mr. SkreEen. Yes. I would rather term it that we are reimbursed 
for them after we spend them, yes. 

Mr. Hess. Allright. And other funds are used by you for research 
and development which are made a part of the cost of a contract 
which you have with the Government? 

Mr. SKEEN. Quite right, sir. 

Mr. Hess. I think that is all IT want at this time. 

Mr. Héperr. Mr. Fisher. 

Mr. Fisuer. Mr. Chairman, [ have one or two brief questions. 
First, I should like to underscore what the chairman said about the 
statement. I don’t recall ever seeing a more comprehensive and 
complete discussion of a subject matter since I have been up here, 
in 14 years, and I certainly think the witness is to be highly com- 
mended for this remarkable preparation. 

One or two questions have occurred to me as you were presenting 
your statement, and I direct your attention to page 7 first. 

Mr. SKEEN. Yes. 

Mr. Fisuer. Referring to the B-52, which is just in production, 
as I understand it, or has been for a short time, did you see the Meet 
the Press program Sunday evening with Mr. Gardner? 

Mr. SKEEN. Yes, we did. 

Mr. Fisuer. And you heard his comments on the rate of produc- 
tion of the B—52, in which he said it could be stepped up double or 
tripled without much difficulty? 

Mr. SKEEN. Yes. 

Mr. Fisner. What comment would you have to make about that? 

Mr. SKEEN. I[ suspect, sir, that any comment that would give 
specific quantities would be obviously classified and we would have 
to clear the room. 

I would leave that to the chairman. We have with us Mr. Jansen. 
He could answer that question, I think, thoroughly, but I am sure 
the results of that would be classified. 

Mr. Hépert. We won’t press for that. 

Mr. Fisuer. No. 

Mr. Héperrt. Mr. Fisher doesn’t want that. But could you answer 
in generalities the comment of Mr. Fisher? In other words, you said 
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it could be stepped up. You could say yes or no, it could not be 
stepped up. 

Mr. SkeEen. No question about it, sir, it could be stepped up. 

Mr. Fisuer. As I recall, one reason given why it is not in produc- 
tion at a greater rate was due to the 8-hour day and so forth, which it 
has been contended could be easily increased. Now is that correct? 

Mr. Skxeen. Well, it is true that we are on a 40-hour week. How- 
ever, spot overtime has long been allowed, as long as we could demon- 
strate that there was need for it. It is true that we are working 
principally on a 40-hour week, but as you will see as we go through 
the financial detail, we are expending some overtime. 

Mr. Fisuer. The effect is, then, that you have the facilities and 
the manpower to make a substantial increase in production of B—52, 
if you were ordered to do so and paid to do so and so forth, is that 
correct? 

Mr. Auten. That is correct, Mr. Fisher. I think, however, we 
should add this. You can’t turn this thing on and off like a spigot. 
It takes some time. 

Mr. Fisuer. I understand that. 

Mr. Atuten. And it would take a period of time in which to pump 
that increase in there, 

Mr. Fisuer. Of course that is broken down into a lot of subcon- 
tracts that enter into the picture and all of those would have to be 
negotiated? 

Mr. ALLEN. Right. 

Mr. FisHer. Stepped up and so forth. I understand it would take 
quite a bit of time. But I am pleased to have your comment on the 
potentiality of your capacity. 

Mr. ALLEN. We do have. 

Mr. FisHer. The Government has—you traced, I thought very 
clearly, the increase in the Government facilities through the years, 
since 1946 up to the present time, and you project what Boeing pro- 
poses to do, to and including 1958. 

Mr. Skeen. That is right. 

Mr. Fisuer. Has the Government passed the stage now—I am just 
not informed about this—where it is adding to the facilities, or has it 
passed that point? 

Mr. SkEEN. No, sir. The Government is still expending money for 
facilities at Boeing. However, there has been a very marked trend 
on the part of the Air Force to encourage investment by the contractor 
in facilities. 

And I would say that there has been a marked change in that regard 
and that they are not expending as much now as they have in the past. 

Mr. Fisuer. In other words, the trend is away from Government 
investment in facilities and more and more emphasis on your invest- 
ment in facilities, more facilities? 

Mr. SkeEN. That is correct, sir. 

Mr. Fisuer. You have that planned through 1958, a very sub- 
stantial increase in investment? 

Mr. SKEEN. That is right, sir. 

Mr. Fisuer. Nothing further. 

Mr. Héperr. Mr. Hess. 

Mr. Hess. I want to pursue a question that Mr. Fisher just asked 
there with reference to the B—52. I want to quote a very famous tele- 
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vision star these days, Mr. Arthur Godfrey, who said, ‘‘The United 
States should have 1,200 B—52 bombers as soon as possible.”’ 

What he means by that, I don’t know. ‘But on the basis of recent 
production it would take 24 years to reach that figure.” 

Would you care to comment on that, or is that classified informa- 
tion? 

Mr. SkeeEn. Well, I don’t know exactly how you deducted that, sir. 
I suspect it is from this production history which shows that we have 
only had delivered through 19 

Mr. Hess. I am quoting Mr. Godfrey. Those aren’t my figures. 

Mr. SkEeENn. Well, the answer to that is—I think I mentioned as we 
go down the improvement curve you put out airplanes in terms of man- 
hours, each one for a successively lesser amount than the one before 
that. I think I mentioned that the 1,000th B-47 came out for 6 per- 
cent of the hours that the first one did. 

So consequently, it is not a straight arithmetical approach to it at 
all. Each day, each month, you get better and you can put out more 
with the same number of people, within given limits. 

Mr. Hess. Did you develop the B—52? 

Mr. SkEEn. Yes. 

Mr. Hess. I understood you to say in the prepared statement there 
were approximately 300 changes on it? 

(Mr. Skeen nods.) 

Mr. Hess. Is that since the prototype was completed or prior to 
that? 

Mr. Sxten. I think that question can be properly answered, more 
properly by Mr. Martin, our chief engineer. 

Mr. Marrtrn. In general those are changes that were developed 
by the flight testing and development work that was done on the 
prototype airplanes, the two prototypes, the X—B—52 and the YB—52, 
and in turn, those changes have been put into the design of the pro- 
duction B-52. 

I would like to consider them improvements, rather than changes, 
improvements increase the tactical and the strategic efficiency of the 
weapon. 

Mr. Hess. Were they asked for or demanded by the Air Force or 
were they determined to be necessary by Boeing? 

Mr. Martin. Changes can come from two sources, either from the 
contractor or from the Air Force. But the Air Force is the approving 
agency in all cases and in general the changes are put in to help the 
airplane fulfill a specific mission. 

I could give a good example of that on the B—52. You will recollect 
that the B—52 design started back in 1947-48, when it got underway. 
Well, the development of the thermonuclear weapons took place after 
that time. 

Then to give the B-52 the proper capacity to be useful in carrying 
nuclear and thermonuclear weapons it was necessary to introduce into 
the production version of the airplane those improvements, those 
reinforcements and those local facilities that were necessary to make 
the plane capable of doing what it was desired that that piece of equip 
ment do. 

Mr. Hess. So right there, those were changes that were actually 
requested by the Air Force? 

Mr. Martin. Why sure. 





1814 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Mr. Hess. Let’s return to another chart here, Mr. Skeen. It is 
figure 26 (p. 1807), additions to Boeing-owned plant and equipment. 
You state that from 1946 to 1955, $42,294,000 has been spent for 
additional plant and equipment. 

Mr. SKEEN. Yes, sir. 

Mr. Hess. Out of your own moneys. Now I presume that all of 
that money was profits that were made from various contracts, both 
Government and private? 

Mr. Skeen. That is right, sir. 

Mr. Hess. You estimate that the additions for the next 3 years, 
1956, 1957, and 1958, will be $73,500,000? 

Mr. SKEEN. That is right. 

Mr. Hess. Do you anticipate that your profits from Government 
contracts will amount to that much, or do you propose selling stock? 

Mr. Skxeen. At the current moment we have a substantial borrow- 
ing program that we must clearly go to the banks for money. We 
believe that the best way to do it at the moment at least, is on the 
basis of short-term notes. We had planned no issue at the moment 
at least of equity capital. We believe that through retained earnings 
and through engaging in the short-term borrowings, that we can get 
over this peak. 

Mr. Hess. So that you don’t anticipate a profit of $73,500,000 for 
the next year, the next 3 years? 

Mr. SKEEN. Not necessarily. However, on the basis of our current 
projections, that figure is not completely out of the ball park. 

Mr. Hess. That would compare with about $21 million for the last 
3 vears. So it would be better than three times the amount. 

Mr. SKEEN. No, sir. 

Mr. Hzss. I mean the amount that was put back in business. 

Mr. SKEEN. Yes, that is correct. As we have stated, the demands 
of the increased technology are such that we are having to spend con- 
sideraly more. The heat problem, for example, which was explained 
by Mr. Atwood, requires that—that plus all the advancements, re- 
quires a greater percentage of our money that we are plowing back 
in the business to be put in physical facilities, to do the job. 

Mr. Hess. What were your profits for the years 1953, 1954, and 
the estimated for 1955? 

Mr. SKEEN. All right. 

Mr. Hess. Net. 

Mr. SKEEN. They are listed, sir. Just 1 second. They are listed 
in figure 14 (p. 1781). Our net profits—now before renegotiation— 
for 1952, $14 million; 1953, $20.3 million; 1954, $36.9 million. 

Our estimate for 1955—this is certainly proprietary information, it 
has not been released to the stockholders—will be somewhere in the 
area between 29 and 31 million dollars, subject of course to final end 
of year adjustments. 

Mr. Hess. So that the 3 years, 1953, 1954, and 1955—the profits for 
those 3 years would approximate the estimated additions which you 
propose to spend for 1956, 1957, and 1958. 

Mr. SkEeEn. That is right, sir. 

Mr. Hess. That is all. 

Mr. Hépurt. Mr. Bates? 

Mr. Bares. No questions. 

Mr. Héseért. Any more questions? 
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Mr. Fisuer. No. 

Mr. H&éperr. I just want to pursue one thing here. 

You say: 

During the process of evaluating the contractor’s estimated cost of performance, 
certain normal operating costs are excluded for consideration, which costs are 
absorbed by the contractor, notwithstanding the fact that such are proper costs 
of sales under sound business and accounting practices. 

Could you be more specific explaining that? 

Mr. SKEEN. I don’t know how you would like your answer, sir. |] 
can give you the types of expenses I am speaking of. 

Would that be a fair answer? 

Mr. Hésert. That is what we want to know ,what the Government 
does not allow as normal operating costs in negotiating with you 
which would be allowed under normal business circumstances in 
dealing with a commercial firm. 

Mr. SKEEN. Yes, sir. Advertising, contributions, this research and 
development about which I have just discussed, on the KC—135 plus 
our nonaircraft research in the turbine engine development, research 
that is specifically directed to development of the 707 commercial 
airplane, amortization expense in excess of true and normal deprecia- 
tion, some types of insurance, our incentive compensation plan having 
been at least suspended beginning 1955. I believe that constitutes 
the principal items, sir. 

Mr. H&serr. You say the incentive payment plan has been 
suspended? 

Mr. SKEEN. Yes. 

Mr. Hépert. That will not be allowed any longer after 1955? 

Mr. SkeENn. The Air Force released a regulation, as well as did the 
other armed services, as we understand it, stating that any incentive 
compensation plan the amount of which was determined by profits 
would not be allowable for Government contracts. 

It has been resisted considerably on the part of industry, not only 
the aircraft industry, but others, but at the moment to my knowledge, 
sir, that is still the status of that. 

Mr. Hépert. So any plan whereby a certain percentage of profits 
would be set aside to pay bonuses to officers and employees will be 
disallowed as of January 31—December 31, 1955? 

Mr. SKEEN. No. As of December 31, 1954, that is, for the vear 
1955. Certainly that is true in the case of our current reimbursement 
with the Air Force. 

I should tell you that we do not feel that this is a justified position 
and we and others will argue this point, that is the current status and 
on that basis, we will close our books in 1955. 

Mr. Hésert. No incentive payments? 

Mr. SkeEn. Right. 

Mr. H&perr. _ mentioned advertising. They do not allow 
advertising costs? 

Mr. SKEEN. That is right, sir. That is advertising of the institu- 
tional type. Advertising for help— 

Mr. Hépert. We are not discussing that. 

Mr. SKEEN. Okay. 

Mr. Hépert. We understand that. 

Mr. SKEEN. Very good. 


74721—56——84 
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* Mr. Hépert. Institutional-type advertising of Boeing Co., I mean 
house advertising. 

Mr. Skeen. Right. 

Mr. Héserr. They refused to allow that? 

Mr. Skxeen. That is right, sir. Now this type of advertising, if 
vou are interested in pursuing it, is the type there that shows the 
KC-135 and the B—52 for the refueling operation. 

Mr. Héserr. They do not allow that? 

Mr. SkEEN. No, sir. 

Mr. Héserr. I am still a bit puzzled about the money that is put 
into research and development. 

Mr. SKEEN. Yes, sir. 

Mr. Hésert. Which you indicate in your statement is borne 
entirely by the company. Is the committee to understand—let’s use 
the figure of $16 million which was used before. 

Mr. SKEEN. Yes. 

Mr. Héserr. We are just using that as an example, not as appli- 
cable to a specific item. If you expend $16 million in research and 
development of a plane and then get a Government contract, is the 
committee to understand that $16 million is a contribution by the 
company and is not included in the overall cost price of the plane? 

Mr. SKEEN. Speaking specifically on the KC-135, that is quite 
right. We developed that, as stated, because we felt that now is the 
time— it is time for us to get one off the paper and into the air. There 
was no money available apparently in military circles. And up until 
that time, even though we had built hundreds of the B-47, at least 
we had proved the swept-wing design, we did not have the financial 
wherewithal to do it. We got that only through retain profits. 

Mr. Hésert. But that was reflected in the cost of the B—47. 

Mr. SKEEN. No, sir; not one penny of it. 

Mr. Hésert. How about the B—52? 

Mr. SKEEN. It was not recovered or submitted for reimbursement 
in any military contract. This is a matter of record between— 
Mr. Allen signed the letter, Mr. Allen or Mr. Beall, one. 

Mr. ALLEN. Mr. Allen did. 

Mr. SKeen. Mr. Allen did, to the Air Force. We are on record on 
that, sir. 

Mr. ALLEN. We stated, Mr. Congressman, to the Air Force in con- 
nection with the negotiation of the production contract for the jet 
tanker, that no part of the cost of the prototype would be included in 
the price of the production airplanes. That has been consistently 
adhered to and will be. 

Mr. Héserr. But in the overall picture, isn’t it proper to assume 
that it would be reflected in the profit of the company? 

Mr. ALLEN. No, sir. 

Mr. Héserrt. In other words, let’s use a magic figure. If your 
profits were high enough, wouldn’t that include what you had ex- 
pended? 

Mr. Auuen. No, sir. The profits that we got or get on the pro- 
duction contract we feel will be proper earnings for the work we do 
in the production of the production airplanes. 

It would have been quite proper to include in the cost of the pro- 
duction airplanes the price of that prototype. Because I assure you 
that the Government will save far more than $16 million by reason 
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of our having that airplane. But we have not put it in and we do 
not propose to. 

Mr. Hépert. But in your company statement it will be reflected 
in your overall financial statement; isn’t that a fair assumption? 

Mr. SKEEN. Well—could I answer that? 

Mr. ALLEN. Yes. 

Mr. Hésert. It is an operating expense, then; isn’t it? 

Mr. SKEEN. It is an operating expense and has already, sir, been 
charged into our operating expenses over the period of construction, 
1952, 1953, and 1954. 

Mr. Hépert. That is correct. Then it has been charged into your 
operating expenses, and after having been charged then your net 
earnings reflect 2.7 percent? 

Mr. SkeEen. That is right; that is correct. 

Mr. H&éserr. So in the ultimate you come right back to it, it does 
go into what you get, doesn’t it? 

Mr. SKEEN. It comes out of what we get. 

Mr. H&serr. It comes out, but it is still reflected. And when you 
show a profit—— 

Mr. SKEEN. It is after that. 

Mr. Hfépert. It has to be reflected in there, or else you couldn’t 
show a profit, a true mathematical profit. 

Mr. Skxeen. That is quite right. 

Mr. H&épert. So while it may not be charged against the cost of 
that one airplane, it is charged to the operating fund of the company 
and you are—how much Government business? 

Mr. SKeEN. Ninety-nine plus percent. 

Mr. Hésert. Ninety-nine plus percent. So it then comes back the 
same as this beautiful booklet. The Government pays for it, doesn’t 
it? 

Mr. Auuen. No, sir. That $16 million was charged against our 
profits. Our profits are our money. 

Mr. Hfésertr. Nobody disputes that. 

Mr. Auten. Yes. That is where that $16 million came from. 

Mr. H&éperr. I am trying to arrive at this now. I am trying to 
arrive at the fair profit value. 

In other words, if you made 6 percent, you could charge $160 million 
against it and you would still show a profit of better than 2.7. So it 
reflects in the ultimate statement, financial statement of the company. 

Mr. AuuEeN. If you mean by that that our profits would have been 
higher had we not expended the $16 million we will certainly agree 
with you, because that is where the $16 million came from. 

Mr. Héserr. Then your profits would have been higher. 

Mr. ALLEN. Would have been. 

Mr. Hésert. And 99 percent of your profits are derived from 
Government contracts? 

Mr. ALLEN. That is right. That is correct. 

Mr. Hess. Let me pursue that just a little bit further. 

Mr. H&éserr. Sure. 

Mr. Hess. Let’s take a hypothetical case. Let’s say you are going 
to manufacture—let’s say you have a contract for 1,000 of this type 
plane. Would the Air Force permit vou to add to the cost of that 
plane sold to them $1,600, which would be one one-thousandth of the 
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$16 million, on each plane, which was your research and development 
cost? 

Could you have done that? 

Mr. Auten. What the Air Force would have said I don’t know. I 
can only say that it would have been a perfectly proper charge. 

Mr. Hess. Because it would have been for the research and develop- 
ment of the prototpye plane? 

Mr. AuLEN. That is right, and all—— 

Mr. Huss. But instead of doing that you used $16 million out of 
net worth? 

Mr. Atien. That is right, sir. 

Mr. Hess. In order to develop the plane? 

Mr. ALLEN. That is right. 

Mr. Héserr. And net worth was Government money, 99 percent. 

Mr. Barss. No. 

Mr. Hféserr. They got it from the Government. 

Mr. Batss. Yes, but it was their money. 

Mr. Héserrt. That is right. 

Mr. Auten. Mr. Congressman, I do not consider your salary, after 
you get it from the United States Government, Government money. 
I consider it yours. 

Mr. Héserr. Well, part of it. 

Mr. ALLEN. True, and that is what happens to us, too. 

Mr. Hfésert. We may as well get into the act of take-home pay, 
too, around here. 

Mr. Auten. All right. But we are all in the same boat, sir. 

Mr. Bates. Mr. Chairman, it is difficult to look over these figures 
and come up with any satisfactory conclusion because figures can do 
many things. For instance, on the net worth as percent of sales, 
and so forth, it depends upon the individual industry, which would 
require rather careful scrutiny before you would know exactly what 
it meant. And the same thing on percent of sales. 

In your report you indicate that during this particular period 
Boeing’s return was 2.6 percent. 

That includes a lot of work that has been subcontracted, doesn’t it? 

Mr. SKEEN. Right, sir. 

Mr. Barss. So it is not really your reflection of out-of-pocket costs 
so far as Boeing is concerned? 

Mr. SKkEEN. To the extent that we subcontract and pay the pur- 
chase orders it is our cost. We have to finance it and so forth. 

Mr. Bares. Certain administrative cost. 

Mr. SKEEN. Yes. 

Mr. Bates. You wouldn’t expect to get a profit on that to the same 
percent, or the same degree, as you would if you actually manufac- 
tured it. 

Mr. SKEEN. Yes, sir; we have the responsibility for the overall 
weapon system and regardless of who built a part, should that part 
fail or any portion of the program fail, it is the B-52 or the B—47. 

Mr. Bares. Yes; you have a responsibility. 

Mr. SKEEN. Yes. 

Mr. Bates. But the profit that you derive from that should not be 
commensurate with the profit you derive from it when you produce 
the thing yourself. You are not saying that, are you? 

Mr. SKEEN. Yes; we are, sir. We are saying, for example, that 
you take raw material, where we do not touch raw material as such 
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but it is a proper cost of the product, the aluminum that goes into the 
airplane, is it not? 

Mr. Bares. That is one portion of it, yes. 

Mr. SKEEN. Yes, sir. 

Mr. Bates. But you haven’t ordered that material, you haven’t 
supervised the work to the same degree that you would have if it was 
in the same plant, and there are many other factors that do not enter 
into the picture at all when you aw ard to subcontractors. If what 
you say is so, all you would have to do is hire some engineers and set 
up one office and then subcontract all the work and expect the same 
profit as if you had the whole manufacturing operation. 

Mr. ALLEN. Mr. Bates, if you would like to have us go into that a 
little bit we would be delighted to do so. 

Mr. Bares. I wish you would. 

Mr. ALLEN. It is very important, for the reason that we understand 
the Renegotiation Board took into account the fact that we engage 
in substantial subcontracting, in reducing our profit. 

Mr. Bates. I think they should. 

Mr. ALLEN. We have here Mr. Jansen, who is a manufacturing 
expert and he has had a lot to do with our cae ‘ontracting program, 
and I think vou might like to hear from Mr. Jansen as to whether on 
our subcontracting program it requires any lesa effort on the part of 
Boeing by virtue of the fact that we subcontract, than it would if we 
did the work ourselves. Would vou like to come forward, Mr. Jansen? 

Mr. JANSEN. We subcontract—subcontracting does reduce our 
direct labor. However—— 

Mr. Bates. And indirect labor. 

Mr. JANSEN. No, sir. It increases the indirect. 

Mr. Barss. No; not for your plant, it doesn’t. It does in some 
respects, but as far as your production is concerned, your indirect 
labor is way down under subcontracting. 

Mr. JANSEN. Not way down; no, sir. 

Mr. Bates. Continue, Mr. Jansen. 

Mr. JANSEN. When we raised the subcontracting by weight at 
Air Force request from about 36 percent to 53, when the rates in- 
creased, we dropped our direct labor 1,000 people and we increased 
our overhead by a good percentage. 

First of all, all the engineering is done by Boeing. We then go 
out to obtain bids, which in itself is a terrific job. We then go to 
work and we support these companies, and if the item is brand new 
we send out a great number of people. 

For instance, during 1953—1951, 1952, and 1953—we subcontracted 
several major components of the RB-47 and B-52 to the automotive 
and allied industries, to support them in filling a bole in the civilian 
economy, which apparently never developed. 

At times we had as many as 500 people assisting these companies, 
which added tremendously to our travel expense, and that was not 
for a very short period, either. That was for extended periods. 

In fact, the 300 to 500 total extended practically over those 3 years. 
And even today, although that situation has passed, we still have 
extensive teams of our best people—we do not send the boys out to 
do this. And it is not only the mechanical force but also planners 
and tool designers, in order to make sure that our schedules are met. 
And besides that, it is to maintain the quality and at the same time 
reduce cost. 
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Now you must also recognize that after we receive these subcon- 
tract components, a lot of work remains. From the time the major 
components are assembled in the final assembly until the airplane is 
delivered comprises approximately 30 percent of the total m-plant 
direct labor on the B-52. 

So it isn’t what it appears on the surface. 

Mr. Bares. I do not know what it appears to be on the surface. 
I suppose that is up to everybody’s judgment. 

Mr. JANSEN. Yes. 

Mr. Bates. The situation is certainly different than what you 
have in your own plant. And it is different also whether you have 
started these people in business for the first time or whether they have 
been in business for 4 years, in which case the supervision and the 
travel which was required originally has been considerably reduced. 

Mr. Jansen. After they once get stabilized, yes, it is reduced. 

Mr. Bares. I refer particularly to that time, when it has become 
stabilized, when they have their own supervisors who know what they 
are doing. 

Mr. JANSEN. We still maintain a very close surveillance, because 
there are changes. I would say even today, between Seattle and 
Wichita, we maintain approximately 200 people on the road all the 
time. 

Mr. Barss. As a matter of fact, the costs go the other way as well, 
if I recall correctly the testimony we heard the other day, that it is 
not all going to these small plants, to investigate those and to super- 
vise them, but they also come back into Boeing for training, isn’t that 
correct? 

Mr. JANSEN. Yes, sir. 

Mr. Bares. So they have costs themselves. It is not all borne 
by Boeing? 

Mr. Jansen. No, that is right. In fact, we hold symposiums to 
select new subcontractors and the travel expense is borne by these 
people until of course they get the contract. 

Mr. Bates. Well, let’s take the condition now of these subcontrac- 
tors who would become proficient. Would you then expect to get 
as much profit from the work which they do as if you had produced 
it yourself? 

Mr. SKEEN. It is a part of the overall costs, sir, and it is taken 
into account, and the requirement is that it be taken into account by 
the Air Force at the time of the initial contract price. I mentioned 
that, as one of the items that the Air Force is required by Air Force 
procurement regulation or Air Force procurement instruction to take 
into account. 

Mr. Bares. Oh, of course. It has to be taken into account. 

Mr. SKEEN. Yes. 

Mr. Bates. Because you have certain costs attendant to it. 

Mr. Sxeen. That is right. 

Mr. Bares. But not in the same degree as if you were producing it 
vourself. Therefore, vour profits should not be in the same as it is 
if you are producing it yourself. 

Mr. Jansen. If the article is designed by Boeing—and besides what 
I have mentioned heretofore we furnish master control gages and 
quite often we furnish all the tooling. 

Mr. Bares. Are you saying it costs the same, it would cost more or 
it would cost less? 
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Mr. Jansen. I would say the direct costs in dollars to Boeing is 
less. 

Mr. Bates. Less. 

Mr. JANSEN. But the engineering and the effort and the key per- 
sonnel required to bring about this subcontract structure I feel at 
least entitles Boeing to the full profit. 

Mr. Bates. I am talking about the overall cost. Does it cost 
Boeing as much to subcontract it and have that work done under that 
subcontract as if she did it herself? 

Mr. JANSEN. No; if we subcontracted to the tune of say $10 million 
and we paid it out to a subcontractor, of course it does not go into— 

Mr. AuLEN. If we did it ourselves. I would say if we did it our- 
selves in most cases the cost would be somewhat lower. 

Mr. Bates. And as these plants become more efficient, the differ- 
ence would be more marked. 

Mr. AuLEN. No; as the plants become more efficient, I would say 
that we equalize a little more. 

Mr. Bares. Did I understand you to say that it costs more for the 
subcontracting than it does for the plant, is that what you said? 

Mr. SKEEN. In certain instances, that is correct. Part of it is 
because of this improvement curve. In order to broaden the indus- 
trial base, if the Boeing Co. is making an item and their unit is 50 
or 60, and in the interests of national defense it is decided it should 
be subcontracted, it is quite true that the subcontractor will generally 
have to start back at the top of the improvement curve. 

Mr. Bares. Let’s bring it down to the present day. You have 
certain subcontracts out today. 

Mr. JANSEN. Yes. 

Mr. Bares. If you produced those yourself, would it be more 
expensive or less expensive for Boeing? 

Mr. SkeeEn. I don’t think that question can be answered. 

Mr. JANSEN. It is very difficult to answer it in that manner. 

Perhaps I can explain it a little better than Mr. Skeen. 

We are on a certain airplane, and I believe at 180 our subcontract 
structure by Air Force request has been enlarged. By the time the 
subcontractor starts—it is approximately, say, 10 or 11 man-hours 
per pound of air frame—we are down to possibly 2 man-hours count, 
and it takes a long, long stretch of time for the subcontractor to 
equal our performance. If we both start at the same time, that 
difference is not so marked. 

Does that make it clear to you? 

Mr. Bares. I understand there are many conditions which change 
the overall picture. 

Mr. JANSEN. Yes. 

Mr. Bares. I am just wondering whether today after the experience 
you have had with these people you could give us an average or some 
sort of an idea of whether it is more expensive for you to subcontract 
it than it would be for you to do it yourself. 

Mr. Auuen. If I understand you, Mr. Bates, you are asking, gen- 
erally, does it cost more to engage in subcontracting on a wide 
scale—in other words, is the product more expensive than if we did it 
all ourselves? 

Mr. Hfépert. That is right. 

Mr. Auten. And the answer to that is yes. 
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Mr. Bares. And the reason for it is to broaden the base? 

Mr. Auten. That is right. 

Mr. Hess. Mr. Allen, who furnishes the capital when you subcon- 
tract some of these—some volume of your contract? 

Mr. Auuen. I think perhaps Mr. Skeen can answer this. 

Mr. SkEEN. In most cases the particular companies do. However, 
it is true that some of the companies to whom we subcontract have 
Government facilities likewise. We are not entirely sure in all cases, 
but I should say that predominantly, however, it is furnished by the 
basic capital of the subcontractors to whom we subcontract. 

We do subcontract to many primary frame manufacturers. For 
example, Northrup, Convair, and others, and they, as you know, 
have some Government facilities, too. 

Mr. Hess. You have additional capital, then, of course, by sub- 
contracting to people who have their own plants. So there is addi- 
tional capital in there. 

Mr. SKEEN. There is additional capital required; yes, sir. 

Mr. Bares. All I am trying to determine here—this figure of 2.6 
percent is your profit as of your total sales. Included in those sales 
is a lot of subcontract work. 

(Mr. Skeen nods.) 

Mr. Bares. And in that subcontract work you did have some costs. 

Mr. Skeen. That is right. 

Mr. Bates. Yes. But most of the costs were by the subcontractors. 
I just can’t understand why anyone should take a profit on what 
someone else has done. I can understand why you would want to 
cover your own costs and even get a profit on that aspect of it, but 
for somebody else buying materials and somebody else with capital 
investment and somebody else with a production line—why should 
you get any profit or anybody get a profit like that? 

Mr. JANSEN. Well, isn’t that true of the automotive industry and 
all industry? They all largely subcontract and receive material from 
suppliers, and they still have their regular profit. 

Mr. Bates. Yes; but that is an altogether different situation than 
where you have a contract with the Government. They are on a very 
highly competitive basis, field, productionwise, and costwise. The 
airplane industry is not that way once the design has been established 
and accepted by the Government. 

All I am trying to say is I don’t think you should receive the same 
net return on sales from subcontract work that you are getting on 
your own work. It doesn’t make sense to me and I am not so sure 
that vou do. 

Mr. Skeen. I can tell you this, that by knowing how the contracts 
are negotiated finally at cost base, there is generally one percentage 
that is applied by that. Now, if in the minds of the Air Force, that 
they have weighted it differently and we should get 15 percent of 
what we do inside our plant and 5 percent on what we do out—just 
to pick them out of the air—and that comes out about with what 
our effective rate is, say 7 percent, that may well be so. But, specifi- 
cally, sir, when we present—although we do present the amount of 
subcontracting, there are not two different profit rates. I would 
say it this way, that our final rate is then a conglomerate of the 
weighted average of those two, and very possibly you are quite right. 

Mr. Bares. In other words, you don’t really know? 





AIRCRAFT PRODUCTION COSTS AND PROFITS 1823 


Mr. SKeENn. I think that is a fair statement. 

Mr. Bares. I thought that was probably the situation. I think 
my question should be addressed to the Armed Services, Mr. Chair- 
man. 

Mr. Hésert. Whom do you mean? 

Mr. SkEEN. I am talking about the contracting officers of the Air 
Force or the Navy. 

Mr. Hfépert. The reason I asked that, Mr. Bates: I read some- 
where where some phantom spokesmen at the Pentagon, for the 
interest of the committee—some phantom spokesman at the Pentagon 
made the statement they really weren’t interested in this hearing at 
all; it was a question between the House and private industry. I 
was just wondering what their thinking was. 

Mr. Hess. We will find out pretty soon. 

Mr. Hfépertr. We will find out who the phantom is. 

Mr. Bates. Mr. Chairman, in your report it indicates that ‘“‘a great 
deal of work has gone into many airplanes not shown on this chart, 
which due to the efforts of our competitors are to changing require- 
ments, never achieve production status.”” You want to tell us a little 
about that so we will know exactly what you had in mind? 

Mr. ALLEN. I will ask our chief engineer. 

Mr. Bares. I think we understand that portion of it pertaining to 
competitors. You just didn’t make out. But let’s talk about chang- 
ing requirements. 


TESTIMONY OF MR. GEORGE MARTIN, CHIEF ENGINEER, BOEING 
AIRCRAFT CO. 


Mr. Martin. I think of one airplane that we engineered during the 
war and we will say that it just got completed and designed a little 
too late for its time. The jetter was upon us and it was a piston- 
powered engine. 

Mr. Bates. Yes, that is one case. 

Do you have any others? 

Mr. Martin. That is the one that immediately comes to my mind, 
sir. 

Mr. Bares. What I had particularly in mind were cancellations, 
contract terminations because the plane didn’t pan out or something 
else. 

Mr. Martin. Yes, the B—54 is a good example of that. The B—54 
was an improvement of the B-50. But the jetter was coming along 
and the Government decided that it was in the best interests of the 
Government to pursue such planes as the B-47 rather than to invest 
necessary money to bring the B—54 to fruition. 

Mr. Bares. We understand that that transition between reciprocal 
engines and jet-propelled required changes of that type. But let’s 
get into either the jetter or the piston-driven ones, either one. Within 
that period were there any ones that were canceled for other reasons? 

Mr. Martin. I don’t think of any offhand. 

Mr. Bates. In other words, did you do any extended work on 
some of these planes and they just didn’t work out so you gave it 
up as a bad job? 

Mr. Martin. We continually have under consideration and under 
preliminary design in our preliminary design sections airplanes that 
are looking to the future. 
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Mr. Bares. Yes, 1 understand that. But I am talking about as 
far as production is concerned. Did you every start them at all and 
then decide this was no good? 

Mr. Martin. The B-54 was a specific example of that. 

Mr. Bares. That is the only example you have? 

Mr. Martin. That is the only one of that particular nature. 
We carried on studies of competitive airplanes up through, let’s 
say, What we call phase 1 or the study period in competition with 
other competitors. We had excellent talent on those and we were not 
adjudged the winner in certain cases. 

Mr. Bares. That is a good, healthy situation. I wouldn’t be 
critical of that. But we do know of many planes that have gone into 
production, but the things never fly, or certain— 

Mr. Martin. I am not aware of that within our company. 

Mr. Bares. You haven’t had that experience? 

Mr. Martin. We have not had that experience. 

Mr. Bares. All right. That is all, Mr. Chairman. 

Mr. Hésertr. Mr. Courtney, have you any questions? 

Mr. Courtney. Are you ready to start with me? 

Mr. Hfésert. Ready to start. 

Mr. Foco. Mr. Chairman, one question, please. 

Mr. Skeen, in your appendix B. 

Mr. SKEEN. Yes, sir. 

Mr. Foco. You say that is offered as part of your exhibit. You 
said it was prepared by an industry association, but it is anonymous. 

Mr. SKEEN. Yes, sir. 

Mr. Foco. May we have that identified? 

Mr. Skreen. If you insist on the identification, I will give it to you. 

This particular association printed these booklets. They were 
widely distributed. We asked them if we could use their name, and 
they stated they would rather that we did not. 

Mr. Foco. Mr. Chairman, it is being introduced as an exhibit by 
the company, and I don’t think it should remain anonymous if they 
want it considered. 

Mr. Hésertr. You mean the identity? 

Mr. Courtney. May I point out further this is a public record, 
Mr. Chairman, and it will have to have somebody behind it, I would 
suggest. 

Mr. SKeen. Well, I would like to put it this way, that this particular 
statement, the views of which are the views of the Boeing Airplane 
Co.—we did not prepare it, however. We are submitting it as a 
part of the record and we are completely in accord with the views. 
So I would like to say it this way, that these are the views of the Boeing 
Airplane Co. 

Mr. Héserr. But I still think it would be of interest to the com- 
mittee to know who ghosted the opinion of the Boeing Airplane Co. 

Mr. SKEEN. I am sure the record by now will show that I am 
practically forced, so I will tell you. 

Mr. Héserr. You are telling under compulsion. 

Mr. SKEEN. Yes. 

Again, with the statement that it presents the views of the Boeing 
Airplane Co., that it was written by the NSIA, the National Security 
Industrial Association. 

Mr. Héserr. That is the association that is supported by the 
aircraft industry. 
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Mr. ALLEN. No. 

Mr. Skren. That is the AIA, I believe, that you are thinking of. 
This is an association—the security meaning the security of the 
Nation. Those who are in defense, and so forth. It is not aircraft 
predominantly. 

Mr. Héserr. Who supports that group? 

Mr. SKEEN. I can’t honestly say, sir. 

Mr. Aten. I don’t know. 

Mr. Héserr. Do you contribute to it? 

Mr. AuuEeNn. I think we belong to the group. 

Mr. Héserr. What does it cost you to belong to it? 

Mr. SkKEEN. We are just new members in it. 

Mr. ALLEN. Very nominal, I thought, Mr. Chairman. It is normal, 
but I don’t remember how much it is. 

Mr. Héserr. Whatisit? What you call nominal and what we call 
nominal is entirely different. 

Mr. AuuLeN. It would not exceed $1,000. 

Mr. Héperr. It would not exceed $1,000? 

Mr. Auten. No. 

Mr. Hésert. And you are just new members? 

Mr. ALLEN. That is right. 

Mr. Hésert. We will have to find out how many more members 
they have, because they certainly can’t exist on a $1,000 membership. 

Mr. Courtney. Mr. Chairman, with the statement of the con- 
troller of Boeing Airplane Co., I take it that the company desires that 
the whole of the appendix, of which the last subject discussed was a 
part, is to be included in the record as a part of your statement? 

Mr. SKEEN. Yes. 

Mr. Courtney. And that the views which you express in there or 
which were expressed for you are the views that you are willing to 
support and adopt as part of your statement? 

Mr. SKEEN. Yes, sir. 

To clarify that, though, that is only appendix B. 

Mr. Courtney. That is only appendix B? 

Mr. SkeEeN. Appendix C was written by the Boeing Airplane Co. 
as a part of our presentation to the Renegotiation Board and the rec- 
ord should show that. 

Mr. Hépert. I gather you feel a little keenly about that Renego- 
tiation Board? 

Mr. SkeEN. That, sir, is an understatement. 

(Appendixes B and C follow:) 


APPENDIx B 
RETURN ON NET WortH as A MEASURE OF PROFITS 
INTRODUCTION 


The association has become increasingly concerned over the present emphasis 
on rates of return on net worth as a measure of the reasonableness of profits in 
renegotiation and in Government procurement generally. It believes that as 
a result of this emphasis, many efficient and well-integrated contractors are being 
discouraged from participating in the defense effort to the detriment of the 
national interest. 

The extent of the present emphasis on return on net worth became apparent 
at the recent hearings before the Senate Finance Committee on the extension of 
the Renegotiation Act. At these hearings the Secretary of the Air Force testified 
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that, as he understood it, the renegotiation board’s determinations are now being 
based on return on net worth “‘more than anything else.’’! The chairman of the 
renegotiation board quickly pointed out that the Renegotiation Act requires the 
consideration of five factors,? but he went on to indicate that in his opinion 
profits before taxes of more than 50 percent on net worth are presumptively 
excessive.’ At a later stage in the hearings Senator Case gave six examples of 
high returns on net worth as providing what he apparently considered the prime 
eason for an extension of renegotiation.‘ 

Similarly, percentages of return on net worth makes up almost half the statistics 
contained in the first report of the Lyndon Johnson committee on the aircraft 
industry. The report states that no conclusions have yet been drawn from these 
statistics, but the very appearance of net worth percentages in so important a 
document will stamp them in the minds of many as an important measure of 
profits. 

In the light of these and other * developments, the association believes that 
there is a need for a critical analysis of the part to be played by the net worth 
factor in renegotiation and elsewhere in paNencabasak procurement. In the 
association’s view, such an analysis will show that returns on net worth are not 
reliable standards for comparison, and that their use tends to stifle incentives for 
engineering accomplishments, technical resourcefulness, careful cost control, fair 
and reasonable pricing and general overall efficiency. In particular, and with 
deference to the chairman of the renegotiation board, the association feels that a 
yield of 50 percent or any other percentage on net worth before taxes is not 
necessarily—or even usually or probably—an indication that a contractor has 
earned excessive profits. The proper evaluation in renegotiation and contract 
negotiation must have its basis in the reasonableness of prices and costs. The 
Renegotiation Act makes this clear in one of the enumerated statutory factors 
which reads: 


“Reasonableness of costs and profits, with particular regard to volume of 
production, normal earnings, and comparison of war and peacetime products; 


RENEGOTIATION AND RETURN ON NET WORTH 


The increasing emphasis on return on net worth threatens to reduce renegotia- 
tion to a rate-making or profit-control device of the kind that is found in the 
public utility field. But historically, renegotiation was designed as a tool of 
the procurement process for use during periods of emergency with the purpose of 
assisting procurement agencies in the task of purchasing the highest quality 
product for the lowest possible price. It was originally named and intended as 
‘Price Adjustment Legislation.’”’ It was never intended that renegotiation would 
lead to profit control as such, and there is grave doubt about the statutory author- 
ity of the board to change the thrust of the renegotiation process by placing the 
principal emphasis on ratios of profits to net worth. There is even more doubt 
as to the authority or even the wisdom of the board in issuing Staff Bulletin 
No. 10 emphasizing ‘“‘return on net worth” as a factor but at the same time 
refusing to recognize that it must be related to true return and return after taxes. 
In Staff Bulletin No. 10 the board, after disclaiming any interest in a “rate- 
making process,’’ goes on to emphasize the importance of the factor in its thinking 
by evolving special rules which exclude evidence of “true net worth’ in its 
evaluation of this ‘‘factor.”’ 

Renegotiation began as an effort of the procurement authorities to stave off a 
strict profit-limitation measure which had strong support in the Congress. In 
March of 1942 the House passed a bill which would have imposed a flat 6 percent 
profit limitation on sales on all war contracts.?- But the War Department realized 


1! Hearings before the Committee on Finance, U. S. Senate, 84th Congress, Ist session on H. R. 4904, 
Committee Print, p. 15. 

2 Ibid., p. 16. 

2 Ibid., p. 17. At a later stage, it became apparent that the Secretary and the Chairman were thinking 
in terms of the aircraft and similar manufacturing industries. The Secretary said that in the case of 
— of engineering corporations, a return of 400 percent might be proper. 

‘ Ibid., p. 73. 

§ First report of the Preparedness Subcommittee of the Senate Committee on Armed Services under 
Senate Resolution No. 72, 84th Congress, Ist Session. 

6 For example, the hearings on the 1956 Air Force budget paralleled the hearings before the Senate Finance 
Committee on Renegotiation. (See Hearings on Department of the Air Force Appropriations for 1956 
before the Subcommittee of the Committee on Appropriations of tbe House of Representatives, 84th Cong., 
2d sess., p. 313 et seq.) 

’ This was the so-called Case amendment to the Sixth Supplemental National Defense Appropriation 
Act of 1942, H. R. 6868, 77th Cong., 2d sess. 
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that such limitation would stifle initiative and promote inefficiency, so it offered 
renegotiation as a substitute. The Congress accepted the proposal and passed 
the first renegotiation act. All concerned seemed to be aware of the deadening 
effects of strict profit limitation on a contractor’s productive capabilities, and no 
one seems to have suggested that a contractor’s profits could or should be measured 
in terms of a percentage of return on net worth." 

In the extended hearings and discussions which preceded the later World War 
II renegotiation legislation, there was nothing comparable to t! e present emphasis 
on return on net worth. The first statutory reference of any kind to net worth 
did not come until the Renegotiation Act of 1943 under which renegotiation 
officials were directed to consider, along with five other enumerated factors, 
the 

“Amount and source of public and private capital employed and net worth.” 

It will be noted that there is no reference in this provision to rates of return 
on net worth: The statute refers only to the source and amount of the capital 
and net worth employed. There is no suggestion that renegotiation should be 
transformed into a rate-making process in which profits are restricted to per- 
centages of a rate base. 

When renegotiation was revised during Korea, the original bill !2 varied the 
language of the 1943 act so as to require the board to consider— 

‘‘Reasonableness of return on net worth with particular regard to the amount 
and source of private capital.” 

This departure from the World War IT statutes served to highlight the question 
whether ratios of earnings to net worth were significant in renegotiation, and the 
Senate Finance Committee then struck the reference to “reasonableness of return 
on net. worth” from the bill. Thereafter, as finally passed by the Congress and 
approved by the President, section 103 (e) (2) of the Renegotiation Act of 1951 
goes back to the 1943 act and provides merely that the board shall consider— 

“The net worth with particular regard to the amount and source of publie and 
private capital employed.”’ 

In explaining the reason for the deletion of all reference to the “return on net 
worth,” the Senate Finance Committee said: 

“Your committee believes that the House bill is too restricted since the reason- 


ableness of the return on net worth might not in many cases be an adequate 
measure of profits.’’ 

As we view the situation this statement of the Senate Finance Committee 
makes precisely the point we wish to make in this memorandum. The committee 
said in 1951, as we say today, that return on net worth is not in many cases an 
adequate measure of profits. 


INADEQUACIES OF RETURN ON NET WORTH AS A MEASURE OF PROFITS 


Most certainly industry recognizes and has recognized the need and importance 
of yardsticks or indexes for planning, organizing and integrating its human and 
material resources. ‘To this end numerous measurements have been developed 
including those based on factors such as profits, market position, productivity, 
product leadership and personnel development. ; 

The use of profit indexes, including that of return on net worth has been given 
recognition by industry. The net worth return “factor” simply establishes a 
floor or minimum standard to determine if the material investment is worthwhile. 
There has been no concept of a ceiling in this area because it is a truism that 
inereased profitability stems from a combination of the elements in these indexes. 
Profitability directly measures the ability to render adequate service in the broad 
sense and the ability to preserve intact the productive resources, material and 
human, entrusted to management. Profitability is also a safeguard of business 
growth; and in an expanding economy this means its survival, since profits alone 
make possible the funds for expansion of physical facilities, for research, for prod- 
uct development and the many other elements that are the seeds of growth. 
—eenneaet 


8 Hearings before the subcommittee of the Senate Appropriations Committee on the Sixth Supplementa 
National Defense Appropriation Act of 1942, p. 22 et seq. 

® Sec. 403 of the Sixth Supplemental National Defense Appropriation Act of 1942, 56 Stat. 245. 

10 Hearings before the subcommittee of the Senate Appropriations Committee on the Sixth Supplemental 
National Defense Appropriations Committee on the Sixth Supplemental National Defense Appropriation 
Act of 1942, 77th Cong., 2d sess., pp. 22-32, 84-92. 

11 Sec. 403 (a) (4) (A) (iii) of the Sixth Supplemental National Defense Appropriation Act of 1942, as 
amended by sec. 701 (b) of the Revenue Act of 1943, Public Law 235, 78th Cong. 

2H. R. 9246, 81st Cong., 2d sess. 

13S, Rept. No. 92, 82d Cong., Ist sess. 
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Industry recognizes that there is no simple formula which can be adhered to 
rigidly. It realizes, for example, that undue emphasis by management upon 
return on net worth can result in a restricting of expenditures for research and 
development and other facilities in an effort to improve current ratios to the 
detriment of the business over the long term. It also recognizes that while the 
relationship of profits to return on net worth has come value as an initial indica- 
tion to point to the actual ‘‘factors’’ which measure the adequacy or reasonable- 
ness of profits, concentration on such an arbitrary factor as the major measure is 
extremely inequitable and unjust, because it immediately ignores the real factors 
which account for the larger return. Some of the more important dangers and 
inequities inherent in such a practice are discussed below. 

The present emphasis on return on net worth favors inefficient contractors. 

The association's first and foremost objection to the present emphasis on re- 
turns on net worth is that it de-emphasizes the efficiency factor. Yet Congress 
specified very clearly in section 103(e) of the Renegotiation Act of 1951 that the 
first and principal measure of a contractor’s profits shall be efficiency. 

Example: The X Co. sells a product for $1 and by efficient manufacturing 
methods makes $100,000 on a net worth of $200,000. The Y Co. sells an identical 
product for $1.25, but because it is inefficient and ultraconservative in the employ- 
ment of its capital resources, it makes only $100,000 on a net worth of $500,000. 
In this situation the efficient X Co. has a return of 50 percent on net worh and 
so lies within today’s danger zone for renegotiation refunds. The inefficient 
Y Co. has a 20 percent return and so is well below the 50 percent figure mentioned 
by the chairman of the renegotiation board in the testimony before the Senate 
Finance Committee that has already been mentioned. 

Carrying the example further, the present emphasis on return on net worth 
often means that the contractor with the lowest prices and the highest quality 
in a competitive market may have to pay a renegotiation refund. The possi- 
bility of refunds in such a situation eliminates incentives to pare costs and maxi- 
mize productivity. It weakens the mobilization base by discouraging efficient 
contractors from the participating in defense programs. It can also lead the 
Government to pay maximum prices to support marginal producers. 

Rates of return on net worth do not provide equitable standards for comparison. 

The second reason why rates of return on net worth are not adequate measures 
of profits is that the amount of invested capital required by different industries 
varies to such a degree as to make comparisons meaningless. 

At one extreme of the defense spectrum there are many small engineering firms 
which do little or no manufacturing and need little net worth. It is recognized 
in renegotiation staff bulletin No. 12 that in cases of this character net worth can 
be given “little if any significance.”’ In hearings before the Senate Finance 
Committee it was brought out that in some cases of this kind, rates of return 
might properly amount to ‘‘300 percent or 400 percent on investment,” ™ 

At the other extreme, there are defense industries with capital requirements 
comparable to those of a public utility. Between this kind of company and the 
small engineering firm there are countless variations, and it is obvious that a 50 
percent or higher rate of return on net worth might indicate that a company selling 
at competitive prices had invaluable ingredients which require evaluation. But 
the net worth return itself would not be the yardstick. 

An equally important inequity in the use of return on net worth as a standard 
of comparison is the fact that it is subject to wide fluctuations merely because of 
changes in business volume and quite apart from defense activity. These fluctua- 
tions can take place merely bezause the general level of business volume is high 
at one time and low at another and do not necessarily have any relationship to 
efficiency, risks assumed, contributions made, et cetera, upon which profit con- 
siderations should be based. Here again it must be remembered that the concept 
of the annual fiscal period is entirely artificial and evolved only as a matter of 
accounting convenience. The “‘return’’ has to be evaluated over a longer period 
or there is distortion. 


RATES OF RETURN ON NET WORTH DO NOT TAKE ACCOUNT OF REPLACEMENT COSTS 


A substantial portion of the investment of any manufacturing company is 
normally in physical facilities. Unless these facilities are completely new, their 
replacement cost ean be very much greater than the original cost that is recorded 
on the books of account. And since net worth and return on net worth necessarily 
reflect original costs, less depreciation, rather than replacement costs, they tend 


4 Hearings before the Committee on Finance, U.S. Senate, 84th Cong., Ist sess. on H. R. 4904, Committee 
Print, p. 17. 
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to be highly misleading, particularly for comparisons between companies having 
different histories with respect to facilities acquisitions. This situation is of 
course especially serious at the end of a long period of inflation such as the period 
from 1938 to the present. 

Because the return on net worth is a bookkeeping concept which does not 
reflect replacement costs, it may, taken in the narrow view, favor the contractor 
with the new plant over the contractor who is resourceful enough to do the same 
job with an old plant. 

Example: The X and Y companies sell identical products for identical prices 
and make identical profits. X has an old plant that is carried at $500,000 on 
its books. Y has a new plant that is carried at $1 million. This difference and 
this difference alone might push X’s return on net worth above the present danger 
point while Y’s profits might well be below it. 


RETURN ON NET WORTH DOES NOT MEASURE CONTRIBUTIONS TO THE DEFENSE EFFORT 


The national security does not rest primarily on mass production, as important 
as this may be. It rests much more on the continuing development of new 
methods and new products resulting from engineering resourcefulness and tech- 
nical skills, which are not measurable in capital terms. These elements represent 
basically investments in people. They cannot be reflected on books of account, 
and they therefore cannot be considered in any formula for measuring profits 
which depends upon rate of return on net worth. Emphasis on the net worth 
factor therefore penalizes companies making significant contributions to the 
defense effort in terms of engineering, research, and development. It rewards 
contractors that are long on tangible capital but short on the intangibles which 
are so important to the national security, such as engineering and development of 
new products, new processes, etc. 

Example: The X Co. engineers and develops the best product in the world. 
It has an excellent engineering organization, but its book net worth is only 
$100,000. The Y Co. has a net worth of $500,000, but no engineering organiza- 
tion, and it manufactures an inferior product which it sells for the same price. 
Assuming both companies make a profit of $100,000, the X Co. is in the danger 
zone for renegotiation refunds under the present interpretation of return on net 
worth as an indicator. The Y Co. is in the clear. 


EMPHASIS ON RETURN ON NET WORTH DEEMPHASIZES THE RISK FACTOR 


The present predominance of the net worth factor necessarily will lead to a 
decrease in the importance of the risk factor; yet in many defense industries the 
risk factor should have primary attention. For example, companies comprising 
the aircraft and the machine tool industries, including their subcontractors, run 
the rusk of overexpansion or saturation of markets when they enter upon all-out 
production for defense. The consequent peaks and valleys in the sales and profits 
of such companies are not taken into account when return on net worth is over- 
emphasized. The application of a 50 percent or any other percentage of net 
worth as a ceiling on the profits of such companies shaves the peaks but fails to 
fill the valleys. ‘There may be a 60 percent return for 3 years and no return for 
the next 5 years. 

In addition to the danger of peak and valley procurement, there are many other 
unusual risks and difficulties associated with Government business which are nor- 
mally not a concern in commercial business, These include limited usefulness of 
investment in special facilities, termination of contracts at Government conveni- 
ence which can seriously disrupt a contractor’s operations and continued advance- 
ment, unusually rigid specifications, surrender of contractor know-how, absorption 
of qualified engineering and other technical personnel, and the unequal status and 
recourse a contractor faces in disputes or disagreements with Government repre- 
sentatives. 

Another very important risk associated with Government business is the loss 
in industry position resulting from the diversion of management, facilities and 
capital, and the dilution of managerial effort, which is inherent in concentration 
on defense contracts. 

Since a return on net worth ratio is a very arbitrary factor, it cannot give ade- 
quate consideration to the varying degrees of risk peculiar to doing business with 
the Government. 
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RETURN ON NET WORTH DOES NOT TREAT ALL CAPITAL FUNDS EQUALLY 


Net worth, however calculated, represents actually the difference between 
total assets and total liabilities. As a result, a return on net worth ratio can 
produce widely different ratios between companies of the same industry simply 
because one company may have resorted to long-term debt as a means of financing 
instead of the issuance of additional stock. 

Since capital funds are commingled in a business regardless of whether they 
are contributed by stockholders or are acquired through loans, each capital 
dollar bears an equal risk and is entitled to an equal, fair, and reasonable return. 
Therefore, emphasis upon such a return on investment formula can operate, for 
example, to the disadvantage of a new firm which is operating on borrowed capital 
at a time when it needs profits most to expand facilities and reduce indebtedness. 

Example: Two defense contractors, X and Y, begin an emergency period with 
net worths of $100,000. X company borrows $1 million for emergency expan- 
sion, and Y Company issues new stock amounting to $1 million. Assuming 
that both companies earn $100,000 in a given year, the X company will show a 
100-percent return on net worth while the Y company’s return will be only 9 
percent. But each will have approximately the same return on capital employed. 


STRICT PROFIT LIMITATION BY WAY OF THE NET WORTH RATIO IS INCONSISTENT 
WITH THE POLICIES OF THE DEPARTMENT OF DEFENSE 


Today, the Department of Defense is encouraging contractors to invest more 
and more of their funds in research and development and in production facilities. 
This is a forward-looking program with which the association is heartily in accord, 
but it will obviously fail in accomplishment if profit limitation is carried to the 
point of stifling incentive. 

The association believes that the current emphasis on profit limitation, as 
exemplified in the predominance of the net worth ratio, is inconsistent with the 
Defense Department’s program. Taking the aircraft industry as an example, it 
appears from the Lyndon Johnson investigation that there are those who believe 
that this industry has been earning excessive profits, and returns on net worth 
have been cited as evidence of this proposition. However, net worth figures do 
not reveal the fact that over two-thirds of the industry’s earnings have already 
been plowed back into facilities and projects of various kinds, and still there are 
only a few companies, even after long years of struggle and risk-taking, which 
have been able to own and equip facilities that are adequate for even a conservative 
production level. If the Defense Department aims are to be accomplished, 
industry must have adequate profits, and renegotiation will have to be conducted 
on the basis of all the statutory factors without the present overemphasis on 
returns on net worth. 


CONCLUSION 


Because of the obvious inadequacies of return on net worth as a test and its 
very limited utility as an indicator, not a measure, it is clear that it should not 
be relied upon as a measure for limiting profits by Congress, the Renegotiation 
Board, Department of Defense, or other Government agencies. Rather, it 
should be treated as the initial indicator that it is, and not one of the statutory 
factors, which it is not. 

The only factors which should be considered in determining the adequacy of 
profits are the “statutory factors’’ as provided in the Renegotiation Act, and 
“return on net worth” is not one of these factors nor can it properly be one. 

The association firmly believes that defense contractors must be given ade- 
quate incentives for cost and price reduction and efficient management, rather 
than being penalized for doing a good job. As a result of the current emphasis 
on profit control rather than the best possible product at the lowest possible 
price, items already designed and approved for manufacture are not attractive 
manufacturing lines to efficient producers. Even more important, however, it is 
deterrent to design of new and improved products. 

The association believes that the adoption of a more realistic approach to 
procurement profits and prices would not only create a genuine interest in all 
business undertaking defense work but would be of tremendous benefit to the 
Government, the defense effort and the national welfare. 
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APPENDIX C 
CAPITAL EMPLOYED AND NET WORTH 


It has been stated that the figure of net worth is to a considerable degree a 
creature of accounting and is not necessarily a measure of the true worth of a 
business. In no other type of manufacturing business is this more true than in 
the case of an airframe manufacturer such as contractor, which devotes a sub- 
stantial portion of its efforts in both peacetime and emergency periods, to the 
design and development of military aircraft. 

Consideration should be given to the fact that the true worth of a company is 
represented by anything of value which affords definite help in enabling the 
company to conduct a successful business. True, contractor makes use of the 
physical assets that are represented by its net worth as disclosed on the balance 
sheet, but this net worth does not reflect the true value of the most important 
element necessary for the design, development, and manufacture of advanced 
and revolutionary type aircraft; namely, the value of a highly skilled engineering 
and manufacturing organization. Contractor has spent a substantial amount 
of time and money, and has incurred losses in lean years, in assembling and 
retaining its engineering and manufacturing organization. Without it, notwith- 
standing the amount of physical assets or the book net worth as expressed in 
dollars, the work would not have been accomplished which produced the 1952 
earnings subject to this renegotiation. 

It is well known that research and development is by far more important for 
survival and growth in the aircraft industry than it is in other industries. This 
factor was considered by Mr. Cooke, aviation editor of the Wall Street Journal, 
in an evaluation of contractor which appeared in Barron’s Weekly, wherein 
Mr. Cooke said: 

“* * * The rise of Boeing to the dominating position in the province of air 
attack rests solidly upon its achievements in the field of engineering and upon 
the company’s organizing ability in getting its bombers into production in its 
own plant and in those of other companies selected by the Government * * *,’’ 

Book net worth not only fails to reflect the true value of contractor’s greatest 
asset, know-how, but also does not reflect marked appreciation in the value of 
tangible physical property, including land, buildings, and equipment, the greatest 
portion of which were acquired or constructed during and prior to World War II. 
In addition, about one-third (original cost of approximately $11 million) of the 
facilities in use during 1952 had been fully amortized under certificates of necessity. 

Capital invested years ago when the value of the dollar was high and the 
retained earnings of years prior to 1952 as measured by the then current value of 
the dollar do not throw light on the reasonableness of 1952 earnings expressed in 
1952 dollars. 

In view of the above and by reason of the effect of contractor’s financial history 
on its net worth, the relationship of contractor’s earnings on renegotiable business 
to the net worth employed in renegotiable business is not a valid criterion for evalu- 
ating the reasonableness of its profits. 

To evaluate the effect of contractor’s financial history on its net worth and on 
its return on net worth, it is believed that the makeup of the financial term net 
worth should be examined. Essentially, net worth is comprised of capital invest- 
ment and earnings (net of losses) that have been retained for use in the business. 
In a business such as contractor’s, in which violent fluctuations in demand for its 
products are an inherent risk, the principal available means of increasing net 
worth is through the medium of earnings retained for use in the business. The 
impact of contractor’s financial history on its net worth is described below: 


DEVELOPMENTAL LOSSES 


Contractor’s low net worth is to a certain extent the result of its designing and 
developing the four-engine bombardment aircraft during the 1930’s. The story 
behind the development of the prototype of the Flying Fortress, its performance 
capabilities, and its untimely crash, have been fully explained elsewhere in this 
presentation. Needless to say, the crash resulted in a substantial loss to con- 
tractor and a corresponding diminution of its net worth. 

Contractor further lost substantial sums in the immediate prewar period 
throuzh the development of its four-engine transoceanic commercial flying boat, 
the Clipper (the first plane to regularly fly the long, non-stop commercial passenger 
routes of both the Atlantic and the Pacific), and in the development of its four- 
engine commercial Stratoliner. The Stratoliner incorporated for the first time 
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in history a pressurized cabin and other features which contributed to the success 
of the B-29 Superfortress and later military models. Substantial losses were also 
incurred on the contract for the development of the B—29, which later played such 
an important roie in the Pacific theater during World War II and in the more 
recent Korean conflict. 

As a result, contractor’s capital was further depleted, and as a consequence, 
when the excess profits tax statute was enacted in 1940, contractor again was 
penalized because its base period net income was nominal, and its invested capital 
had been materially reduced. It was therefore taxed at, or near, maximum rates 
which prevented it from building up net worth to the same extent as many other 
companies, 

RESTRICTIONS ON FOREIGN SALES 


As a result of unusual restrictions on contractor, its net worth and base period 
net income for excess-profits tax credit purposes were lower than many other 
aircraft companies, some of which had substantial prewar aircraft sales, both 
domestic and foreign. 

During the period 1936 to 1939 a very substantial and increasing volume of 
foreign business was available to American aircraft manufacturers. With the 
development of the three outstanding airplanes of the period, i. e., the Flying 
Fortress, the Clipper, and the Stratoliner, contractor expected to be able to enter 
the export market., As required by statute, application was made to the State 
Department in 1936 for release of the Flying Fortress for foreign sale. However, 
it developed that by reason of the excellence of this airplane neither the Army nor 
the Navy would consent to its release and consequently under date of November 
19, 1936, contractor was advised by the State Department that permission could 
not be granted. This request was renewed several times during the base period 
and each time contractor was refused permission to sell the airplane abroad. Al- 
though many foreign inquiries were received, due to the restrictions no sales were 
made. So far as is known, this was the only military airplane on which the Ameri- 
can Government refused an export permit during this period. Preliminary efforts 
were likewise made to sell the Clipper abroad but the Federal Government refused 
permission on grounds of military secrecy to release the engines for sale. 

In the case of the Stratoliner, contractor in 1938 received a firm order of $800,000 
for one airplane and reproduction rights. Contractor voluntarily complied, how- 
ever, with a direct request by the President of the United States through the 
Assistant Seeretary of War that contractor not sell this airplane abroad, notwith- 
standing the fact there was no law by which the Government could have pro- 
hibited the foreign sale of this commercial airplane. In other words, the innovator 
of the world’s then finest airplanes, by reason of their excellence, was unable to 
make sales in the foreign market thereby preventing an otherwise normal increase 
in net worth and also contributing to the fact that contractor’s base period net 
income for excess profits tax purposes was nominal. 


EFFECT OF WORLD WAR II PROFIT LIMITING MEASURES ON CONTRACTOR’S NET WORTH 


Starting with 1940 and throughout the war years, contractor was operating at 
near capacity. Even though the volume of business was substantial, its net 
earnings during the war years did not compare favorably with other industries. 
This condition was the result of the presence of a basic philosophy that contractor 
an airframe manufacturer, should be satisfied with a lower return on sales than 
other industries which involved less technical skill but which had a much higher 
capital structure. 

Not only was this philosophy evidenced in the negotiated contract profit rates, 
but also in the profit limiting legislation enacted during the World War II years. 
The excess-profits tax statutes which did not provide a realistic basis for exemp- 
tion, as hereinbefore mentioned, played an important part in minimizing the 
earnings contractor was able to retain for use in the business. 

During World War II, certain of the automotive companies netted 2 or 3 times 
the rate of profit manufacturing contractor-d°signed parts and assemblies (some- 
times in a Government-owned plant) as did contractor, notwithstanding the 
fact that contractor devoted substantially all of its resources and efforts towards 
the design and development of the military aircraft which such other companies 
had previously been engaged in the development and production of more profitable 
commercial products, 
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POSTWAR LOSSES 


During the years 1946 to 1949, contractor passed through an extremely 
hazardous stage in its history. With the end of the war, substantially all military 
contracts were terminated and contractor was confronted with the problem of 
maintaining its organization. In an effort to maintain a nucleus of its admin- 
istrative, engineering, and manufacturing teams, contractor turned to various 
types of commercial aircraft activities. Although the programs that were 
undertaken resulted in a sales volume that was substantial in comparison with 
pre-World War II volume and thereby did preserve the ability to perform ade- 
quately in the present emergency, large losses were realized. 

It is interesting to note that during the same period, the majority of manu- 
facturing companies were earning substantial profits. A large number of these 
companies which engaged in more profitable commercial fields during peacetime 
were called upon to turn their attention to defense work only under extremely 
emergent conditions and at a time when it becomes difficult to secure materials 
and/or manpower for their commercial work. 


CURRENT AIRCRAFT PROCUREMENT PROFIT LIMITING MEASURES AND EXCESS PROFITS 
TAX ACT OF 1950 


In many respects, contractor’s net earnings experience beginning with 1950 is 
similar to its World War II experience. Although contractor’s sales volume since 
1950 has been steadily increasing, its net earnings have been minimized by the 
current profit-limiting measures utilized in Government procurement of aircraft 
and by excess-profits tax legislation. 

In addition to the progressive reduction in basic contract profit rates, the 
principal types of contracts negotiated in recent years for the procurement of 
aircraft contain profit-limiting provisions which provide for the Government to 
obtain the benefits, through after-the-fact price redetermination, of the major 
portion of cost reductions achieved by contractor. 

The Excess Profits Tax Act of 1950 placed a heavier burden on contractor than 
on the majority of manufacturers. Contractor was taxed at, or near naximum 
rates, since not only was its average base period net income nominal by reason 
of post-World War II losses, but its invested capital and total assets, which are 
used in certain alternative computations of excess profits tax credits, had been 
substantially minimized by the factors set forth in paragraphs 1 through 4 above. 

Profit-restricting measures being currently utilized in aircraft procurement and 
the Excess Profits Tax Act of 1950 have combined to adversely affect contractor’s 
net earnings, and in turn have restricted the normal growth of its net worth. 
The extent to which the above factors affected contractor’s net worth is demon- 
strated by the fact that its net earnings for the year 1952 represented a return of 
1.9 percent on sales as compared to the 5 to 6 percent realized by other manufac- 
turing industries. 

CONTRACTOR’S DIVIDEND POLICY 


Contractor, through lower dividend payments, has retained a considerably 
higher percentage of earnings for use in the business than manufacturing industry 
in general, in an attempt to offset to the maximum extent possible the above 
factors which have limited the growth of contractor’s net worth. From 1934 
until the present time, contractor has paid out in dividends less than 30 percent of 
its net earnings, whereas during this same period, dividends paid by all manu- 
facturing industry have been in excess of 50 percent of earnings. 

Renegotiation Staff Bulletin No. 13 contains the following statement: 

‘‘* * * The law does not require the Board to consider a contractor’s net worth 
when it is apparent that this information does not throw light on the reasonable- 
ness of a contractor’s profits. The fact that the net worth did not reflect a marked 
appreciation in the value of assets, including intangible assets, would be reason for 
not treating the reasonableness of return on net worth as the primary basis of 
determination, instead subordinating the net worth to other factors such as the 
requirement that favorable recognition be given to a contractor’s efficiency. In 
no case is any particular rate of return on net worth used as a ceiling on allowable 
profits * * 5%.” 

Contractor therefore submits in summary that contractor’s net worth and 
capital employed do not throw light on the reasonableness of contractor’s earnings 
and should not be used as a criterion in determining the reasonableness of earnings 
for the year under review for the following reasons: 

1. The net worth does not reflect contractor’s investment in its greatest asset; 
that is, its engineering and manufacturing organizations, retained in lean years 
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only through Coveiogasenent and commercial programs which materially reduced 
net worth because of the substantial losses incurred. 


2. Contractor’s met worth includes eapital investment and former j 
earnings retained in the business in terms of the then current value of the dollar. 
Similarly, contractor’s net worth does not reflect the marked appreciation in the 
value of its physical assets. Therefore contractor’s net werth is not expressed 
in the same values as its 1952 earnings expressed in 1952 dollars. 

3. Notwithstanding a conservative dividend policy, the growth of contractor’s 
net worth has been unduly retarded by the ‘interrelated impact of the following 
factors which have combined to artificially limit contractor’s net worth to levels 
substantially lower than would normally be experienced by a company as successful 
in its own field as contractor has been in the field of aircraft design and 
manufacture. 


(a) Prewar losses incurred in the development of revolutionary advancements 
in the state of the aircraft art which were incorporated in the Flying Fortress, 
Clipper, Stratoliner, and Superfortress. 

(b) Restricted earnings in 1936 through 1939 by reason of compliance with 
governmental restrictions on the foreign sale of its Clipper, Stratoliner, and 
Flying Fortress. 

(c) Limitation of net earnings during World War II because of the effects of 
(a) and (6) above on contractor’s base period net income and invested capital 
during the base period (1936-39) selected by the Government for the determination 
of excess-profits-tax credits. 

(d) Post-World War II losses incurred as a result of contractor’s efforts to 
preserve the nucleus of its engineering and manufacturing organization during 
this period of reduced military procurement. 

(e) Limitation of net earnings since 1950 because of current aircraft procure- 
ment profit limiting measures and the effects of (d) above on contractor’s average 
base period net income and of all the above factors on contractor’s invested 
capital and total assets during the base period (1946-49) selected by the Gov- 
ernment for the determination of excess-profits-tax credits under the Excess 
Profits Tax Act of 1950. 

Mr. Hésert. All right, Mr. Courtney. 

Mr. Courtney. Mr. Chairman, we have 6 contracts under consid- 
eration—7 actually, and in adopting the previous format we have 
waited until the percentages were distributed to consider the general 
financial picture of the company. Perhaps we might vary that since 
we in this instance are going to consider only seven contracts. 

P So we might refer, then, to the general information with respect. to 
the company, the portions of which will later be distributed through 
the different contracts. 

Mr. Hésert. Off the record. 

(Statement off the record.) 

Mr. Courtney. Following the same pattern of format which we 
have adopted, Mr. Chairman, with the assent of the committee, that 
is, the assent of the witnesses, we will put into the record the general 
finances of the company, sales, percentages, paid-in capital, and the 
like. Iam taking up the first of them and considering the years since 
negotiation, that is, renegotiation; 1952, it is true, is it not, Mr. 
Skeen, that the records of the company show that in 1952 the per- 
centage of Government sales versus private sales were 99.6 percent 
for Government; in 1953, 99.8 percent; and in 1954, 99.8 percent; and 
in 1955, that portion of it which is covered by the report, which I 
think is to September 30; is it not 

Mr. Skeen. That is right, sir. 

Mr. Courtney. To September 30, 1955, 99.7 percent. 

Mr. SKEEN. That is correct, sir. 

Mr. Courtney. With relation to the plant, the answers of the com- 
pany indicate that the Government investment, capital investment 
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in plant in use with reference to the several contracts which will later 
be considered, has a stated value of $150,037,824. 

Mr. SkreEen. This might be a technicality. Stated value I do not 
understand, sir. But it is the cost of the facilities. 

Mr. Courtney. In all events, let me put it to you this way: You 
did not determine the value of $150 million, did you? 

Mr. SKEEN. Yes. We actually have administered many of these 
contracts—owned contracts. The contracts for the acquisition of 
Government facilities—we have acted not unlike any engineer. So 
these are the cost of the facilities. 

Mr. Courtney. Then that puts a different color on it. Then 
these figures were given to you not by the Government. They were 
determined by you in performing work for the Government and result 
in a total of $150,037,824, which appear as the capital cost of that part 
of the plant which is Government owned. Is that correct? 

Mr. SKEEN. Yes, sir. 

Mr. Courtney. The question with respect to rental is answered 
that there was no rentals paid. 

Mr. Sxeen. This is for the period 1952. 

Mr. Courtney. From 1952 to 1955. 

Mr. SxreEn. That is right. 

Mr. Courtney. Yes, sir. These current contracts that we are 
considering. 

Mr. SkEeENn. Correct. 

Mr. Courtney. In the same period the company’s total invest- 
ment in plant was $53,125,662, against which you were allowed 
depreciation and amortization of $13,407,293; is that correct? 

Mr. SKEEN. Yes, sir. 

Mr. Courtney. That takes care of plant. 

Now, with reference to paid-in capital, in cash. In December 1952 
the paid-in capital, according to the records of your company—and 
correct me if we are wrong—showed the amount to be $1,623,368—— 

Mr. Fogo. No; that is the number of shares, sir. 

Mr. Courtney. Number of shares. Excuse me; 1,623,681 shares. 

Mr. SKEEN.. There were outstanding as of December 31, 1952. 

Mr. Courtney. And you have a value on those of $5,412,270; 
correct? 

Mr. Skreen. That is a par value only, sir. 

Mr. Courrngy. You speak of additional capital, earnings charged 
to capital account against these shares, of $8,142,064 for the same 
year; is that correct? 

Mr. Skxexrn. That is in our account entitled, ‘Additional Paid-in 
Capital.” 

Mr. Courtney. In 1952, your capital stock account or paid-in 
capital amounted to $13,554,334: is that correct? 

Mr. SkeEn. That is correct. 

Mr. Courtney. And skipping now to June 30, 1955, which was the 
date of your last report, there were in circulation 3,258,125% shares; 
correct? 

Mr. SKEEN. Correct, sir. 

Mr. Courtney. Of a par value of $5,470,075. 

(Mr. Allen nods.) 

Mr. Courtney. To which was added additional paid-in capital of 
$9,052,351. 
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(Mr. Skeen nods.) 

Mr. Courtney. So that your capital stock, paid-in capital, at the 
time of this report, June 30, 1950, was $14,523,066. 

Mr. SKEEN. That is June 30, 1955. 

Mr. Courtney. As I understand it, or as we understand it from 
your account, in December 1952, there had been transferred out of 
earnings to the capital stock account of $21,649,080; is that correct? 

Mr. SKEEN. That is right, sir. 

Mr. Courtney. So that would make the capital stock account, 
with this addition, in December 1952, $35,203,414? 

Mr. Skeen. Correct. 

Mr. Courtney. On June 30, 1955, the capital stock account then 
was increased to $46,445,666, or by the addition of that amount? 

Mr. SKEEN. Correct. 

Mr. Courtney. So that on June 30, 1955, your capital stock ac- 
count with these additions from earnings was $60,968,732. 

Mr. SKEEN. That is right. 

Mr. Courtney. Out of earnings—and let me ask you this question, 
since it is addressed to the year 1952—is the figure which I am going 
to read for earnings retained in the business without benefit of the 
renegotiation? 

Mr. Skeen. That is quite right, sir. 

Mr. Courrnery. So that reflecting at no time in these figures any 
adjustments which you will be required to make by reason of renego- 
tiation. 

Mr. Sxeen. That is correct, sir. 

Mr. Courtney. You would in that year, 1952, have paid into or 
retained in the business out of earnings $53,998,612? 

Mr. SkrEeEN. That is correct, without the renegotiation. 

Mr. Courtney. Without renegotiation, which would have increased 
your net worth to—— 

Mr. Fogo. 67. 

Mr. Courtney. To $67,552,946. 

Mr. Sxeen. Right. 

Mr. Courtney. That is correct. 

. Again, on June 30, 1955; and without reference to renegotiation or 
any adjustments which might be required as a result of the renegotia- 
tion of 1952 or any that might be required as to renegotiation for any 


subsequent year, the earnings retained in the business as of this year 
would be $141—— 


Mr. Foaco. 104. 

Mr. Courtney. $104,644,856. 

Mr. Skeen. That is right, sir. 

Mr. Courtney. Which would increase the net worth of the com- 
pany to $119,167,922 as reflected on the books of the company. 

Mr. Skreen. That is correct. 

Mr. Courtney. That, then, from all of the answers which have been 
addressed to you relating to these subjects, is the state of your account 
as given in response to the questionnaire. 

Mr. Sxeen. That is correct, sir. 

May I be sure we are together? 

You have been reading these last three as earnings retained for use 
in the business? 

Mr. Courtney. Yes, sir. 
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Mr. Skxeen. Did you mean that? The point that I am making: 
Actually our net worth as of June 30, 1955, is $119,167 ,922. 

Mr. Courtney. That is correct. 

Mr. Sxeen. Of which $60,968,732 is reflected in our capital stock 
account, $50,199,190 being specifically in the earnings retained for 
use in the business account. 

Mr. Courtney. With reference to dividends—we haven’t distri- 
buted the different numbers of shares in the different years. I take 
it that the number of shares have progressively increased? 

(Mr. Skeen nods.) 

Mr. Courtney. Without detail, in 1952, with 1,623,681 shares 
outstanding, the dividend was $2.67? 

Mr. Sxeen. That is correct. 

Mr. Courtney. And with an increase in shares, in the next year, 
1953, it was $3.50. And in 1954, $3. And with 3,258,125% shares 
out on June 30, 1955, the dividend paid in that half-year was $1.50. 

Mr. SKEEN. That is right. 

Mr. Courtney. As I understand it, Mr. Skeen, your fiscal year 
and the calendar year correspond? 

Mr. SKEEN. Correct. 

Mr. Courtney. I guess you are able to give—Mr. Hess suggests 
that you are able to give us the dividend that was paid. 

Mr. SKEEN. Yes, sir. 

Mr. Courtney. In the close of 1955. That was how much a share? 

Mr. Sxreen. The $1.50 becomes $3.25. 

Mr. Courtney. $3.25. 

Mr. SKEEN. Per share. 

Mr. Courtney. With reference to the other items, as to which 
you were specifically asked and which were distributed and will be 
distributed through the specific contracts, the first has to do with 
salaries and incentive compensation to officers. 

Mr. SKEEN. Yes, sir. 

Mr. Courtney. Before we “proceed with the discussion of these 
figures and introducing them into the record, I want to advert again 
to the statement you made in examination by the committee that 
the incentive program, so far as it will be projected through 1955, 
has been suspended? 

Mr. Skeen. For the year 1955 only. 

Mr. Courtney. And of course the figures that we have here relate 
only to the year 1954. That was the cutoff date. 

Mr. SkreEn. That is correct. 

Mr. Courtney. Are the salaries substantially the same in 1955, 
or were they, as they appear on the list for the year 1954? 

Mr. Sxeen. Since our incentive compensation plan is somewhat 
less in 1955 than in 1954, the comparable amounts being $136,055 in 
1954 as versus $95,885 in 1955, the overall compensation of the listed 
officers has been reduced by approximately $30,000 in the aggregate. 

Mr. Courtney. Well, let’s be specific and I will ask you—because 
we have in the interval completed the year 1955 so far as the company 
is concerned—if you would supply the same data for 1955 that we 
have and will discuss on 1954. 

Let me ask you this specific question with respect to salaries. 

For the officers stated in the year 1954, the total was $475,983? 

Mr. SKEEN. That is correct. 
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Mr. Courtney. In direct compensation? 

Mr. SxeeEn. That is correct. 

Mr. Courtney. Do you have the figure, the total figure for the 
year 1955, so we may have a comparison at this point? 

Mr. SKEEN. The only reason for the hesitancy is—we have had 
some changes in officers. To be sure that the number of people do 
not disport the comparison, I have the figures here and would read 
them, if you would like them that way. 

Mr. CourtNnry. Suppose you supply them for the record. 

Mr. Héserr. Read them into the record. 

Mr. Sxeen. By individuals? 

Mr. Courtney. By individuals. 

Mr. Sxeen. All right. I should stress that this is the basic salary 
paid in cash. 

William Allen, $91,577; W. E. Beall, $63,973; E. C. Wells, $51,644; 
F. P. Laudan, $50,000; J. E. Schaefer, $40,000; J. P. Murray, $21,657; 
J. O. Yeasting, $38,973; A. F. Logan, $28,986; C. B. Gracey, $32,967; 
E. M. Nelson, $22,657; J. R. Prince, $30,315; C. E. Skeen, $21,986. 

Mr. Hess. What happened to Barron? 

Mr. SKEEN. Mr. Barron resigned, sir. 

Mr. Hess. His place wasn’t filled? 

Mr. Skeen. The place as vice president and assistant general 
manager at Wichita was not filled. 

Mr. Courtney. Now, the total. 

Mr. SKEEN. The total for those are $484,755. 

Mr. Courtney. Were any of the incentive compensation awards 
paid during 1955, or what were the amounts? 

Mr. SKEEN. Yes, sir. 

Mr. Courtney. To the point of suspension. 

Mr. Skeen. The company has continued to pay them. So there 
were amounts paid under the incentive compensation plan. 

Would you want those? 

Mr. Courtney. Ready? 

Mr. SKEEN. Yes. 

Mr. Courtney, to be sure we are together, would you like for me 
to read to you the amounts of compensation received in 1955 that 
were a result of the plan in 1954? You see, the actual cash payment is 
made in the year following. For example, 1954 awards are paid in 
1955. 1955 awards are not yet paid, but will be paid in 1956. 

Mr. Courtnry. Have they been determined upon? 

Mr. SKEEN. Yes, sir. 

Mr. Courtney. Of course they haven’t been allowed, as I under- 
stand it? 

Mr. Sxeen. That is right. The amount that was paid in 1955, 
which is the result of 1954, have not been reimbursed. 

Mr. Courtney. No officer has received them? 

Mr. SkeEeNn. They have been received; yes, sir. The 1954 amounts 
were received 

Mr. Courtney. In 1955? 

Mr. SxeeEn. In 1955. 

Mr. Courtney. But we are talking about the figures that do not 
appear on the report that was made to the committee, which would 
be the 1955 incentive. 

Mr. SKEEN. 1955 awards. 
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Mr. Courtney. Not paid; am I correct? 

Mr. SKEEN. Correct. 

Mr. CourtNEy. We may as well complete the record. 

Mr. Sxeen. All right. 

Mr. Courtney. So we will know what you may have lost. 

Mr. Sxeen. W. M. Allen, $19,095; W. E. Beall, $13,065; E. C. 
Wells, $10,555; F. P. Laudan, $8,040; J. E. Schaefer, $8,040; James P. 
Murray, $3,000; J. O. Yeasting, $8,040; A. F. Logan, $4,810; C. B. 
Gracey, $6,735; E. M. Nelsen, $3,750; J. E. Prince, $6,230; C. E. 
Skeen, $4,525. <A total of $95,885. 

Mr. Courtney. These incentives—I think you explained but let 
us repeat it right at this point—are based upon the profit structure 
of the company as disclosed at the end of the year 1955. 

Mr. SKEEN. They are limited; yes, sir. 

Mr. Courtney. Limited. 

Mr. SKreeNn. And in a sense based upon it. 

Mr. Courtney. Are there other employees of the company who 
participate in incentive compensation, other than this group of 
management? 

Mr. SKEEN. There are, sir. For the year 1955, awards were made 
to 5,000. 

Mr. Courtney. Is that an even number? 

Mr. SKEEN. No; 5,282. 

Mr. Courtney. Determined in the same fashion as with respect to 
the officers, on the basis of profit? 

(Mr. Allen nods.) 

Mr. Courrney. And having relation to their particular occupation 
within the company. 

Mr. Sxeen. And their performance. 

Mr. Courtney. And do you have the total figure that was awarded 
to that group? 

Mr. SKEEN. The awards were $3,250,000. 

Mr. Courtney. In an even amount? 

Mr. SKEEN. Yes. 

Mr. Courtney. For the year 19——— 

Mr. SKEEN. 1955, that will be paid in 1956. 

Mr. Courtney. Have these awards been suspended under the Air 
Force regulations? 

Mr. Skeen. The entire amount that I am now speaking about has; 
yes, sir. 

Mr. Courtney. So that would be nearly $3,300,000 in -incentive 
compensation which has been suspended? 

Mr. SKEEN. Right. 

Mr. Courtney. For the year 1955? 

Mr. SKEEN. Right. And I would like to make it clear that the 
officers’ awards are a part of this $3,250,000. 

Mr. Courtnrey. That was the next question. So the total to be 
distributed was $3,250,000? 

Mr. SKEEN. Correct. 

Mr. Courtney. Including the officers and management groups 
above $20,000 who are specifically referred to? 

Mr. SKEEN. Correct. 

Mr. Courtney. What was the amount and what were the number 
who participated in 1952, 1953, and 1954? 
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Mr. SKEEN. First of all, I should like to say that this particular 
group is all supervision, clear down through the first level of foremen. 

In 1952, the total amount, $2,500,000. Total number, 3,742 
participants. 

Mr. Courtney. Of whom the named personnel were part? 

Mr. Skeen. That is correct. If they were officers at that time; 
yes, sir. 

Mr. Courtney. 1953 is the next vear. 

Mr. SkeEN. There are officers—Mr. Barron, for example, the 
treasurer of the company, now deceased, who did share- 

Mr. Auten. Mr. Bowman. 

Mr. SkeEen. Who did share in this amount in 1952, who did not in 
1955, as I read. 

1953, 4,412 are the number of participants, and the total dollars 
are $3 million. 

Mr. Courtney. And 1954. 

Mr. SKEEN. 5,042 participants, $3,900,000. 

Mr. Courtney. These amounts of incentive awards are paid 
within a single year or are they distributed over a number of years? 

Mr. SKeEeN. They are paid in a single vear, generally following the 
year in which they were awarded. 

Mr. Courtney. So the amounts which you have just identified as 
having been awarded in 1952, 1953, and 1954 have been paid out? 

Mr. Sxeen. Yes. I would like to amend my statement and point 
out that one of the provisions of the plan is that any award over $500 
after taxes is split to the nearest, 50-50. One-half is in company stock 
and the balance in cash. So if the award after applicable income taxes 
is $500 or more, that is split in half to the nearest share, one-half of 
which is cash and the balance is stock. 

Mr. Courtney. When you speak of after taxes, after the individual 
will have computed his taxes? 

Mr. Skeen. Yes. Of course we are required by various Internal 
Revenue rules to withhold even these types of payments, a certain 
amount, a flat percentage I believe it is. It is after that withholding 
tax. 

Mr. Courtney. You determine it after the withholding has been 
accomplished? 

Mr. SKEEN. That is the point, sir. 

Mr. Courtney. If the amount exceeds $500, it is evenly split be- 
tween stock and—— 

Mr. Sxzren. Cash. 

Mr. Courtney. And cash. At what value for the stock? 

Mr. Sxeen. The value on the award date, which is established by 
the 

Mr. Courrney. Is that market or book? 

Mr. Sxreen. At market price. 

I should further state, in case you are not going to ask me, that this 
plan is administered by an incentive compensation committee which 
is comprised of three members of the board of directors of our com- 
pany who are not members of the Boeing Airplane Co. 

Mr. Courtnry. The plan I take it has Treasury approval? 

Mr. SKEEN. It does, sir. 

Mr. Courtney. We may be laboring the point, but is the same sys- 
tem of setting salaries employed, to get outside help, or that you leave 
the room when your story is being told? 
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Mr. SkeeEn. I believe Mr. Allen should answer that. 

Mr. AutLEN. We have had a bylaw in our company since 1934, that 
requires that all salaries in excess of $10,000 or more are subject to the 
approval of the board of directors. The way we operate on salaries: 
We have a salary committee, consisting of three members of the board 
who are not employees of the company. That committee makes rec- 
ommendations to the board on any salary of $10,000 or more and it 
is then subject to board approval or disapproval. 

Mr. Fogo. Contributions we didn’t take. 

Mr. Courtney. The next item which is distributed over the spe- 
cific contracts that we will refer to have to do with contributions 
which are charged against the United States Government contracts: 
And considermg the year 1952, which is the year of beginning of this 
inquiry, there was paid out to Aircraft Industries Association $102,774. 

Mr. SKEEN. Yes. 

Mr. Courtney. In 1953, $90,781. 

Mr. SkeEn. That is correct. 

Mr. Courtney. In 1954, $79,213. You must have the figure for 
1955 by now. 

Mr. SkreEN. No, sir; I do not believe we have it. It is generally 
calculated after the year sometime. But may I consult? 

Mr. Courtney. Yes. 

Mr. SxrEen. We do not have 1955. 

Mr. Courtney. Again that sum is determined upon the basis of 
sales, is it not, a percentage of sales? 

Mr. SKEEN. It is my understanding it is determined on the basis 
of a percentage of each company’s sales of all types of aircraft, both 
military and commercial, as compared with the entire sales for all 
aircraft industry. 

Mr. Courtney. The next in order of appearance is the Seattle 
Chamber of Commerce. 

Mr. SKEEN. Yes. 

Mr. Courrney. For 1952, $10,000; for 1953, $9,961; for 1954, 
$17,500. 

Mr. SKEEN. Yes. 

Mr. Courtney. And is the figure for 1955 available? 

Mr. SKEEN. No, sir; it is not available as yet. 

Mr. Courtney. The Institute of Aeronautical Sciences, for 195 2, 
$5,000; 1953 the same amount; and 1954, the same amount. 

Mr. SKEEN. That is right. 

Mr. Courtney. For the Association of Washington Industries—do 
you mean the State of Washington? 

Mr. SKEEN. That is correct. 

Mr. Courtney. For 1952, $4,200, and the same amount for 1953, 
and $3,000 in 1954. 

Mr. Sxeen. That is correct. 

Mr. Courtney. National Association of Manufacturers: For 1952 
and 1953, $5,000 in each year, and for 1954, $5,200. 

Mr. Sxeen. That is right. 

Mr. Courtney. The Wichita Chamber of Commerce: For 1952, 
$2,000; for 1953, $2,000; for 1954, $6,000. Do you have any expla- 
nation of the sudden rise in duty? 

Mr. SKEEN. To the Wichita Chamber of Commerce? 

Mr. Courtney. Yes. 
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Mr. Auten. I think it might be generally said, sir, it is by reason 
of the increase in our operations in that area. As a matter of fact, I 
think they calculate in Wichita that 1 out of about every 4 individuals 
in the Wichita area, wage earners, are employed by Boeing. 

Mr. Courtney. The Washington State Taxpayers Association: 
$1,067 in 1952, $3,100 in 1953, and $5,000 in 1954. 

The Wichita Crime Commission: In 1952, $1,000, the same amount 
in 1953 and 1954. 

Mr. SKrEENn. Yes, sir. 

Mr. Courtnry. The Air Force Association: In 1953, $2,500, and 
in 1954, $4,000. 

The Flight Safety Foundation, $2,000 in 1953 and $2,000 in 1954. 

The Kansas State Chamber of Commerce: In 1953, $2,000, and in 
1954, $2,500. 

The Seattle Safety Council, $1,000 in 1953, and the same amount 
in 1954. 

The Engineers Joint Council, $1,000 in 1953, and the same amount 
in 1954. 

In 1954, $3,000 to the Washington Conference on Unemployment, 
and in 1954, $1,000 to the Tax Foundation. 

Other contributions under $1,000 and not itemized for 1952 
amounted to $9,162; in 1953, $182,016; and in 1954, $21,750. 

These total amounts for 1952, $140,203 and $147,758 in 1953, and 
$158,163 in 1954—all of these amounts were distributed over 
Government contracts in percentages; is that correct? 

Mr. Sxeen. That is right. 

Mr. Courtney. That is all for the general. 

Let us turn over to the consideration of the plane that we have been 
talking about as to which the company has stated that $16 million 
went into the development of the plane. 

Mr. SkeeEn. Right. 

Mr. Courtney. Out of company earnings? 

Mr. Sxren. That is right. 

Mr. Courtney. That is the KC-135? 

Mr. Skeen. Yes, sir. 

Mr. Courtney. Your coatract on that is dated in September 1954. 
Io other words, that 1954 represents the first sale or the first oppor- 
tunity of return on the development of this contract? 

Mr. Sxren. That is right. 

Mr. Courtney. Of this plane, I should say. 

In considering the unit costs, in considering cost by element, for 
engineering labor you have a direct charge of $11,417,426. For 
developmental labor, $3,606,536. 

Mr. Skeen, can you tell me what you mean by developmental labor? 

Mr. SkzueEn. Yes, sir. 

Mr. Courtney. As distinguished from the item of $16 million. 

Mr. Sknen. I have the complete answer to that. Yes. We have 
a category of costs that we term for cost accumulation purposes, 
“developmental labor.”” It includes such items as the manufacture 
of wind-tunnel models, working models, manufacture of mockups, 
engineering, manufacturing and sales mockups, shop assistance to 
engineering projects, staff units, the manufacture of test specimens, 
preparation of structure test setups, such as static tests, hydrostatic 
tests, and so forth. 
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Mr. Courtney. Then the simple way of saying it: Items. of that 
category are termed ‘developmental’ and are distinguished from the 
$16 million account? 

Mr. SkEEN. If you are still talking about the $16 million, sir, this 
is not a part of it. 

Mr. Courtnry. Tooling labor, then, came to $13,983,147. And 
production labor, $18,422,062. Or a total in the labor account of 
$47,429,171. 

Now, Mr. Skeen, is that an actual expenditure or is that an 
estimated expenditure? 

Mr. SKEEN. You are speaking now about the KC-135? 

Mr. CourtNngy. Yes. 

Mr. SKEEN. I can answer your question, however, that the KC—135 
program is just getting into production. So therefore, this is the 
estimated cost of completion as determined in our contract negotia- 
tions for that particular airplane, none of which have been delivered 
as yet. 

Mr. Courtnry. When you speak of determined in deliberations, 
is that an agreed figure? 

Mr. SKEEN. Yes. 

Mr. Courtney. Between yourself and the Air Force? 

Mr. SkeeEn. That is correct. 

Mr. Courtney. This contract is a—— 

Mr. SKrEN. Fixed-price, incentive-type contract. 

Mr. Courtney. With the division of 80-20. 

Mr. Sxeen. This particular contract is 75-25. 

Mr. Courtney. Under the item of materiel, without repeating the 
detail, you have a total materiel account of $27,192,115. 

Mr. Skeen. That is correct. 

Mr. Courtney. An agreed figure, estimated, between yourself and 
the Air Force? 

Mr. SxeeEn. That is correct. 

Mr. Courtney. Now direct charges, $2,631,187. 

Mr. SKEEN. Yes. 

Mr. Courtney. What specifically are direct charges? 

Mr. Skren. Specifically that is insurance, specific and necessary 
for this contract, certain property taxes, business and occupational 
taxes, items of that sort. 

Mr. Courtnny. You have outside production of $40,578,026. 

Mr. SKEEN. Right. 

Mr. Courtney. That would be the subcontracting account?’ 

Mr. SKEEN. Yes, sir. 

Mr. Courtnry. Which is in addition to the $47 million and the 
$27 million in direct labor and materiel previously referred to. 

Mr. SKEEN. Correct. 

Mr. Courtney. The spare-parts program, $4,035,686. Before 
arriving at that figure, you considet manufacturing overhead, at 
$56,673,433? 

Mr. SKEEN. Yes. 

Mr. Courtney. And the engineering overhead, $8,221,249. Gen- 
eral and administrative overhead, $3,236,722. 

Is that based upon percentage? 











1844 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Mr. Skeen. Yes. That is a percentage projection of the amount 
that this particular contract will bear to the total in the years of per- 
formance, which are substantially 1956, 1957, and 

Mr. Courtney. The years of expected performance? 

Mr. SKEEN. Yes. 

Mr. Courtney. Is it fair to say that you and -the Air Force-are in 
agreement as to the percentages to be used? 

Mr. SKEEN. It is. I can give you a relative feel for it in just a 
moment here. 

Mr. SKEEN. General and administrative overhead for the year 1956 
is estimated to be—on this particular contract, that is, which was your 
specific question. 

Mr. Courtney. Yes. 

Mr. Skeen. This would be 11.4 percent of the total. In 1957 it is 
estimated to be 8 percent of the total. 

Mr. Courtney. With respect to research overhead, $1,712,257. 

That is a percentage, isn’t it? 

Mr. Sxeen. That 1s correct. 

Mr. Courtney. So the total of these items of indirect costs appli- 
cable by percentage is $69,843,661, making a total estimated cost on 
the performance of this contract, determined in the fashion you have 
indicated, of $191,709,846. 

Mr. SkreENn. That is correct. 

Mr. Courtney. You were asked specifically a question with refer- 
ence to overtime charge, and the answer to that question—and in 
answer to that question, it is stated that on June 30, 1955, the overtime 
allowed was $1,800,000. 

Mr. Sxeen. No. I believe the statement was that that was our 
estimate for overtime expended through that date, plus a projection 
of all overtime through completion of the contract. 

Mr. CourtNEy. So we may have some better understanding of 
how these incentive target prices are determined, you have agreed 
with the Air Force that the final contract sales price is $203,938,211; 
is that correct? 

Mr. SkeeEn. That is correct. 

Mr. Courtney. And the scheduled cost you have just discussed, 
which would leave an estimated profit of $12,273,365 during the life 
of this contract? 

Mr. Sxeen. Yes; that is the estimated profit before income taxes. 

Mr. Courtney. Of course before taxes. 

That would make a unit price per plane of $6,864,087, with a profit 
of $410,644, all estimated? 

Mr. SKEEN. Correct. 

Mr. Courtney. And no adjustment or incentive would come into 
play until what time? 

Mr. Skxeen. Until such time as the final costs are compared with 
this contract target, about which we have been discussing. At that 
time the final agreed-upon costs in the eyes of the Air Force, which 
exclude some of the items we have discussed, will be compared with 
this particular target. The difference, should it be under that, will 
be split 75-25, with certain limitations. If it is over that, we will 
pay 75—pay 25 percent of the overrun, until a certain point, that 
costs might be 125 percent of the target, and then all of the overrun 
would have to be paid by the Boeing Airplane Co. 
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Mr. Courtney. Out of its accumulated moneys, if any? 

Mr. SKEEN. Right. 

Mr. Courtney. This contract is just in the beginning stages? 

Mr. Skeen. Correct. It is in the beginning stages from a standpoint 
of deliveries, of which there have been none. But the tooling is 
substantially completed, the basic engineering, and so forth. So to 
that extent it is well along. 

Mr. Courtney. May we turn over to the RB—52 contracts—— 

Mr. Hépert. (Aside.) 

The committee will stand in recess until tomorrow morning at 
10 o’clock. You will be back, Mr. Allen, and Mr. Skeen. 

Mr. Courtney. And may we continue? 

Mr. Hésert. And we will continue through tomorrow afternoon, 
in the hope that we can conclude with you. 

Mr. ALLEN. Very good, sir. 

Mr. Hésert. Thank you very much for your cooperation. 

(Whereupon, at 4:04 p. m., the subcommittee adjourned to re- 
convene at 10 a. m. the following day, Wednesday, February 22, 1956.) 
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WEDNESDAY, FEBRUARY 22, 1956 


Hovuss or REPRESENTATIVES, 
CoMMITTEE ON ARMED SERVICES, 
SUBCOMMITTEE FOR SPECIAL INVESTIGATIONS, 
Washington, D. C. 

The subcommittee met at 10 a.m., Hon. F. Edward Hébert presid- 
ing, with the following members present: Messrs. Hess, Cunningham, 
Bates, and Nelson. 

Mr. H&ésert. The committee will come to order. Members of the 
committee, we recessed yesterday afternoon while Mr. Courtney was 
exploring contracts which are held by Boeing. We will continue, 
then, and close, we hope, today, with you, Mr. Allen. Mr. Courtney? 

Mr. Courtnry. Mr. Chairman, we will start then with the contracts 
for the B-47, which have two different kinds, cost-plus-fixed-fee and 
the incentive-type contract—— 

Mr. Hfperr. May I interrupt, Mr. Courtney? Yesterday we 
finished which one? 

Mr. Courtnry. We had finished the KC—135. 

Mr. Héserr. That is the tanker? 

Mr. Courtney. That is the tanker developed by Boeing, and the 
prototype. The development expenses were defrayed by Boeing out 
of the earnings of the company. 

Now let’s take up the B-47, Mr. Skeen and Mr. Allen. The first 
of these contracts, Mr. Chairman, is a cost-plus-fixed-fee contract. 
The definitive date was October 31, 1949, and the letter contract 
September 3, 1948. It relates to 97 models, with spare parts, 

Now if we can go through that, Mr. Skeen. 

In this case the total contract sales price was $285,175,412; is that 
right? 

Mr. SkEEN. That is correct. 

Mr. Courtney. Now, is that a final adjusted price? 

Mr. SKEEN. Yes; that price is final. 

Mr. Courtney. And the estimated profit, or what is the final 
profit? 

Mr. SkEEN. The final profit before Federal income taxes is 
$13,468,313, which is 4.72 percent on sales. 

Mr. Courtney. Mr. Skeen, does this contract or that profit— 
would it any way be affected by the renegotiation of 1952? 

Mr. SKEEN. In a very small way, since the sales on this particular 
contract were practically completed by the end of 1952. To the ex- 
tent there were sales on this contract in 1952 and since we understand 
renegotiation is an overall affair, it is true that they would be de- 
creased somewhat. 
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But on this particular contract, because it did not participate to 
any marked degree in the sales of the company in 1952, then it has, 
renegotiation has a very small effect upon this contract. 

Mr. Courtney. Then the committee may consider this $13 million 
to be substantially the final allowed profit? 

Mr. Sxren. That is correct, sir. 

Mr. Courtney. Has that figure been adjusted between yourself 
and the Air Force? 

Mr. SKEEN. It has been determined substantially between our- 
selves and the Air Force; yes. 

Mr. Courtney. So that there is no substantial point of disagree- 
ment on that sum? 

Mr. SKEEN. NO, sir. 

Mr. Courtney. With respect to the assignment of overhead, 
manufacturing, engineering, and administrative cost to this contract, 
will you turn to that portion of the document and indicate the alloca- 
tion of those items to this contract? 

Mr. Sknen. Yes. I refer you to table B-5. 

Mr. Courtney. I have it. Relating to the years 1952 and follow- 
ing, under the different headings, will you indicate the apportionment 
in each year in percentage and dollars of the general expenses of the 
company as assigned to this contract? 

Mr. Skeen. Yes. Beginning in 1952—pardon me, may I round 
these numbers out to save time? 

Mr. Courtney. Yes. 

Mr. Skxern. About $2.4 million of manufacturing overhead was 
allocated to this contract. That is 1.8 percent of the total company 
manufacturing overhead for the year 1952. Likewise, in engineering 
overhead, $750,000, approximately, or 4.1 percent. General admin- 
istrative, $145,800, which was 2.1 percent. Research, $70,800, which 
is 2 percent. 

As you can see there, Mr. Courtney, this particular contract was 
not a significant portion of the 1952 activities. 

Mr. Courtnny. Very good. As to general administrative over- 
head, the proportion. 

Mr. Skeen. I have covered all portions of overhead, sir—manu- 
facturing, engineering, general administrative, and research. 

Mr. Courtney. And within the scope of general administrative 
overhead would appear the salaries, contributions, and the other items 
we spoke of yesterday? | 

Mr. Skeen. Generally that is true. 

Mr. Courtney. Mr. Chairman, may table B-5 to which the 
witness has just referred be made a part of the record for the detail? 

Mr. Héserr. Without objection. 

(The information referred to follows:) 
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Mr. Courtney. So we may have in the record without the detail 
and as a part of the testimony, will you state the unit of these planes 
and the profit per plane as determined from these figures? 

Mr. SKEEN. On the contract 22413? 

Mr. Courtney. Yes. 

Mr. Skeen. This is probably better illustrated by the graph in our 

repared statement, on figure 11 (p. 1776). This particular graph is 
intended to show the unit sales price on each successive contract, and 
at the same time the unit profit per airplane. 

This discloses that the sales price per airplane was $2,458,698, and 
the unit profit was $117,750. 

Mr. Courtney. That first graph, then, relates to this particular 
contract? 

Mr. Sxeen. That is correct. 

Mr. Courtney. With which we are dealing? 

Mr. SKEEN. That is the 97 airplanes. 

Mr. Courtney. The B-47. 

Mr. SkEeEn. Yes. 

Mr. Courtnrny. The second of these contracts for the B-47 is a 
fixed-price, incentive-type contract. The definitive date is May 15, 
1953, and the authority to proceed on November 1, 1951. 

In discussing the unit costs of this plane as determined under this 
contract, will you state for the record the unit price and the profit per 
plane? 

Mr. Sxeen. Yes. There was covered on this particular contract 
two types of B-47’s—the model B-47, essentially a bomber, and a 
model RB-47, essentially a reconnaissance airplane. The unit sales 
price on the B-47 bomber was $1,157,971. The unit profit, again 
before Federal income taxes, was $106,635. The unit sales price on 
the RB-47 was $1,944,967. The unit profit was $167,080. 

Mr. Courtney. Those figures which you have just read for profit 
are substantially higher than those shown in the response to the 
committee’s questionnaire. Will you explain the difference? 

Mr. Sxeen. I don’t believe that I am with you, sir. I refer you 
now—I am reading from schedule B-2. I think you were on a follow- 
on contract. 

Mr. Courtney. Allright. Let’s proceed to the follow-on*contract, 
table B-3 (p. 1852), which is Air Force 33(600)5148, and take the 
unit costs as developed in this contract, which is, again, a fixed-price, 
incentive-type contract. 

Mr. Skeen. That is right. 

Mr. Courtney. With an authority to proceed on November 1 
1951, and a definitive contract May 15, 1953. 

Mr. Skeen. All right. Again covered by this contract is the two 
types of B-47’s that I have just mentioned, the B-47 and the RB—47. 
The unit sales price of the B-47 is $1,156,082. The unit profit is 
$98,368. On the RB-47 the unit sales price is $1,161,223. The 
unit profit is $91,677. 

Mr. Courrney. Were the prices and the profits indicated with 
respect to these latter two contracts affected in any way by the rene- 
gotiation of 1952? 

Mr. Skgeen. Yes. Contract 21407, which is the first B-47 contract 
about which we discussed here, will be affected by the renegotiation 
finding. On the basis of our best estimate of allocations of that 
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particular gross $10 million alleged excessive-profit finding for the 
year 1952, that will reduce the refund per airplane on contract 21407 
by approximately $17,560 per unit. 

Mr. Courtney. And the effect on profit will be? Is that the re- 
funding profit? 

Mr. SkEeen. That is the refunding profit per unit, yes, sir; $17,560 
per unit. 

Mr. Courtney. As to the contract 5148, which we have been dis- 
cussing. ‘That is a current contract, is it not? 

Mr, SKEEN. Yes, sir. | 

Mr. Courtney. And how will that be affected by the renegotiation, 
according to your best estimate? 

Mr. SxrEn. Contract 5148 was not placed into substantia produc- 
tion in the year in question, 1952. In fact, never did it bear more 
than 1.6 percent of the total labor pool. So it, too, like the B—52 
contract, will not be substantially affected by the 1952 renegotiation 
finding. 

Mr. Courtney. Then in only 1 of these 3 contracts with respect 
to the 47 is there a significant change in profit, in your opinion? 

Mr. SkreEN. That is correct. 

Mr. Courrney. Per unit? 

Mr. SKEEN. Yes, sir. 

Mr. Courtney. As a result of the 1952 negotiation. 

Mr. SKEEN. We will come to the other contract most principally 
affected, the C-97, in a few minutes. 

Mr. Courrngey. Mr. Chairman, may the detail with respect to 
which the witness has testified be included as part of the record here? 

Mr. Hésert. Without objection, it will be included. 

(The information referred to follows:) 
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INFORMATION RELATIVE TO ConTRACT SALES PRICE AND PROFIT 


TABLE B-3.—Contract AF33(600)-5148 




















Estimated final contract sales price. ..............-...-.---- $571, 513, 980 
Estimated costs at completion (table B-3.1, p. 1900)_________- §24, 374, 414 
Pstimnted wraiihcs. ccc 0 oe bo wcestiividlwewadiadiaslE 47, 139, 566 

B-47 RB-47 
Estimated unit airplane sales price_...._.___-- $1, 156, 082 1, 161, 223 
Estimated profit per airplane___..._._....---- 98, 368 91, 677 
Initial definitive contract sales price..........-.....-------- 684, 037, 807 


Contract changes: ! 
Adjustment to contract sales price result- 
ing from target reset negotiations on air- 


plane portion of contract__...._.._.--- (98, 494, 104) 
Engineering changes and other articles: 
Deletion of internal ATO racks____-_-_- (1, 705, 604) 


Removal of wing external tank and 
strut as contractor furnished equip- 


pth sos 5. fb teen oi ee ot (2, 507, 514) 
Installation of 33 rocket ATO racks - - 2, 478, 757 
Revise lower radar compartment - --_- 1, 380, 373 
Mock-up for 40 KVA alternator sys- 

WR Scie ote ec ae ee. 2, 244, 137 
Balance of engineering changes and 

ee ie Pa oe 7, 538, 087 


Estimated adjustment to contract sales 
price that will result from final price 
revision negotiations ?_______________-_- (23, 457,959) (112, 523, 827) 





Estimated final contract sales price. ...........--_-- 571, 513, 980 


!The monetary value of changes that substantially affect the contraet sales price and adjustments 
resulting from target reset and final price revision negotiations, including estimates, are set forth in detail. 


The number, date, and scope of all change orders and supplemental agreements is included in table B-3.2, 
p. 1900 


2 Current estimate of the sales price adjustments that will be negotiated at time of final price revision. 


Final price revision negotiations for airplanes are scheduled for October 1955, and for spare parts and other 
erticles in 1956. 


Mr. Courtney. Now let’s come to the B—52, the first of the con- 
tracts, Mr. Skeen. The first of these is Air Force 33(038)21096. 
This was the first of these contracts; is that correct? 

Mr. Skreen. That is the first of the production contracts, yes, sir. 

Mr. Courtney. A cost-plus-fixed-fee contract, with an authority 
to proceed under a letter of intent February 24, 1951, and a definitive 
contract November 7, 1952. 

Mr. Skeen, the figures with respect to this contract are final, are 
they, or not? 

Mr. SkEEN. That is correct. They are substantially final. The 
contract, just for the record here, CPFF contract, of course, runs to 
completion because we still have some spare parts and so forth to 
deliver. In each of the years that there are direct labor on a contract, 
that entire year must be settled from the entire overhead pool stand- 
point in order to say that it is final. 

But since the preponderance of the work has already been accom- 
plished in years that we have settled on overhead, any deviation from 
the figures herein reported would be, in my opinion, minimal. 

Mr. Courtney. Then, with the exception of spare parts, this con- 
tract is substantially performed? 

Mr. Skeen. And some flight testing on some of the initial units 
that have been turned back to the company for flight testing. 
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Mr. Courtnry. Now on this contract you have come to a final 
agreed contract sales price of $545,049,391. 

Mr. SKEEN. That is correct. 

Mr. Courtney. [temized as indicated on table C—1? (See p. 1907.) 

Mr. SKEEN. Yes, sir. 

Mr. Courtney. Now with respect to the distribution of adminis- 
trative costs, will you refer to that sheet, please? 

Mr. Sknen. Yes, sir. On table C—5 (p. 1855). 

Mr. Courtney. Again on C-5? 

Mr. SKEEN. Yes, sir. Do you have a particular year you would 
like me to select? 

Mr. Courtney. Let us take the last of the years, please. 

Mr. SKEEN. Meaning 1955? 

Mr. Courtney. 1955, or ’54, I guess. 

Mr. Skeen. 1954. All right. 

Mr. Courtney. So we may have an understanding of the percent- 
ages assigned to this contract. 

Mr. Sxeen. All right. Of the total manufacturing pool in 1954, 
34,800,000 was allocated, which was 20.6 percent of the total manu- 
facturing pool. 6,700,000 of engineering overhead was allocated, 
which was 27.9 percent of the total engineering pool. Just slightly 
over $2 million of G. & A. expense was allocated, which was 21 per- 
cent of the total pool. 

Mr. Courtney. The total company expenditures; is that it? 

Mr. Sxeen. That is correct. These 

Mr. Courtney. Are those percentages substantially true for the 4 
years in question? 

Mr. Sxeen. As you will note by glancing at that column, each 
year the percentages vary in accord with the activity expended on 
that contract as it is related to the total. 

Mr. Courtney. And those figures are all reflected on table C—5? 

Mr. Sxreen. That is correct. 

Mr. Courtney. Now let’s pass to the second of the contracts. 

Mr. SKEEN. All right, sir. 

Mr. Courtney. For the RB-52, which we have described as a 
fixed price incentive contract. This is Air Force contract 
33(600)22119, a fixed price incentive-type contract, with authority to 
proceed on September 5, 1952, and a definitive contract April 15, 1953. 

Now with respect to this contract, considering the individual unit 
prices, there is a variation between the amounts reported on your 
table C-2 (p. 1910), and that shown on figure 11 in the company’s 
presentation of yesterday. 

Mr. SKEEN. It is figure 12 (p. 1777). 

Mr. Courtney. Figure 12 and the figures shown on it are a more 
recent adjustment of costs; is that correct? 

Mr. SxeeEn. That is correct. 

Mr. Courtney. Can you state for the record, and with reference 
to these exhibits, the contract price or estimated sales price and the 
profit per plane? 

Mr. SKEEN. Yes, sir. May I clarify this just a little? 

Mr. Courtney. Yes, sir. 

Mr. SKEEN. We presented the initial information on the basis of 
our June 30, 1955, information. During that time of course we have 
been obtaining information on this particular contract. We have 
now established the final incentive target for the B—52 contract. 
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Mr. Courtney. When you say we, does that include the Air 
Force and the company? 

Mr. SKEEN. Yes, sir, the company and the Air Force have nego- 
tiated it. We are very happy to say that our cost trends on the B—52 
program in terms of man-hours per pound and any other indicators 
that we have had in the past is much greater. 

We therefore have a substantial reduction in unit prices on the 
B-52. These particular reduced prices are, as I say, formally es- 
tablished now in the contract. 

Mr. Courtney. Then will you refer to those prices? 

Mr. SKEEN. Yes, sir. 

Mr. Courtney. And for the record. 

Mr. Sxeen. The prices now for the RB-52—B units—— 

Mr. Courtney. Under the contract which you just cited. 

Mr. SKEEN. 22119, of $5,351,783. Estimated unit profit, $340,020. 

On the B-52-C, the unit sales price is $4,709,002. 

Mr. Courtney. With a profit of? 

Mr. SkEEN. With a profit of $307,493. 

Mr. Courtney. We still have another contract, don’t we? 

Mr. Sxeen. No. There are no more B—-52 contracts that we had 
reported in the blue book, that is in the questionnaire. 

Mr. Courtney. Yes, sir. 

Mr. Skeen. But on figure 12, since that time we have another 
contract of B-52’s. 

Mr. Courtney. And is that a target price, or incentive-type con- 
tract? 

Mr. SKEEN. It is an incentive-type contract; yes, sir. 

Mr. Courtney. And what are the figures on that per unit? 

Mr. SKEEN. $3,940,523. 

Mr. Courtnry. With a 

Mr. Skxeen. Unit profit of $252,351. 

Mr. Courtney. The distribution of the four items of general 
expense is shown on table C-—5; is that correct? 

Mr. Skxeen. That is correct. 

Mr. Courtney. With percentages given for each year? 

Mr. SKEEN. Yes, sir. 

Mr. Courtney. May I ask whether or not any of these figures 
which you have given will be affected in any way by the renegotiation 
of 1952, and if so, in what respect? 

Mr. SKEEN. No, sir, with respect to the B—52 program reference to 
table C—5 discloses that it was not a significant portion of our 1952 
work at all. So, therefore, it would have little effect. 

Mr. Courtney. Then the committee may consider these figures as 
substantially final? 

Mr. Skeen. That is correct, sir—well, pardon me. Substantially 
final depending of course on the final costs as they will be compared 
with these targets with the incentive split being made. 

Mr. Courtney. Now the split on these is on what percentage? 

Mr. SKEEN. It is on the basis of 80 percent to the Government and 
20 percent to the Boeing Co., in both underruns and/or overruns. 

Mr. Courtney. Mr. Chairman, may the detail of these figures be 
included in the record as a part of the witness’ presentation as an 
exhibit? 

Mr. Hépertr. Without objection, it will be made a part of the 
record. 

(The information referred to follows:) 
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Mr. Courtney. Now the committee may wish to understand, if you 
know, what the reason is for the difference in the ratio of incentive 
as between your KC-—135 and the B—52’s. 

Mr. SkeEen. Well the KC-—135 is the first program that has deviated 
from this 80-20 percent split. The KC-—135 is a 75-25 percent split. 

Mr. Courtney. Yes. 

Mr. Sxeen. And I believe that if there is any particular reason it is 
the fact that the KC-135 has never had a production program and 
we took the 25-75 percent split on the feeling that there was more 
risk involved, and “94 was more opportunity on the other hand to 
realize incentive earnings. The variance there is of course only 5 
percent, but I don’t think there is any principal reason other than the 
fact that we believe with the experience of the prototype that we have 
a reasonable chance of making incentive earnings. 

At the same time we know there is considerable risk inherent in 
that. 

Mr. Courtney. And that was the company’s viewpoint in accepting 
this percentage? 

Mr. Skeen. And furthermore, I think it is a fair statement to say 
that probably without that type of a split we might not have been 
able to get the basic profit rate that we did establish on the program. 

Mr..Courtney. When you say we did establish, you mean the 
company and its calculations? 

Mr. Skeen. The company and the Air Force. 

Mr. Courtney. That percentage reflects your compromises and 
adjustments to arrive at what you would estimate to be a fair return 
for your company? 

Mr. SkeEn. On the basis of the risk involved, yes, sir. 

Mr. Courtney. On the basis of the risk involved and the type of 
contract involved and the scope of the contract. 

Mr. SKEEN. Correct, sir. 

Mr. Courtney. Let’s pass to the 97. This, Mr. Chairman, is a 
fixed-price incentive-type contract with an 80—20 incentive percentage? 

Mr. Skeen. What page are you on, sir? 

Mr. Courtney. I am on table A-1 (p. 1884). 

Mr. Skeen. You are talking about contract AF 33(038) 14764. 

Mr. Courtney. Yes, sir. 

Mr. Sxeen. That is a fixed-price incentive-type contract. 

Mr. Courtney. With the letter of contract of July 14, 1950, and a 
definitive contract of December 26, 1950. Now there are two of 
these, aren’t there? 

Mr. Sxeen. There are several of C—97 contracts, yes, sir. 

Mr. Courtney. Now without going into the detail, the more recent 
figures with respect to unit costs on this contract are likewise reflected 
on your sheet—— 

Mr. Skeen. Figure 10 (p. 1775). 

Mr. Courtney. And so we may have it in this portion of the 
record, in considering Air Force contract 33(038) 14764, will you state 
the unit costs and the profit per plane? 

Mr. SKEEN. Yes, sir. The unit costs are $818,267, with unit profit 
before Federal income taxes of $60,386. 

Mr. Courtney. With the distribution of costs as shown on table 
C-5? 

Mr. SKEEN. Yes, sir. May I comment here, sir? 
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Mr. Courrney. Yes, sir. ; 

Mr. Skeen. That this is one of the programs that is also materially 
affected by the renegotiation finding for 1952 as we interpret it. 

Mr. Courtney. Do you have an opinion or are you able to estimate 
the effect on this contract of the renegotiation? 

Mr. SKEEN. Yes, sir. In our opinion the 1952 renegotiation re- 
duced the unit profit per airplane approximately $11,000 per unit. 

Mr. Courtney. The next of the contracts for the KC-—97 is Air 
Force 33(600)5805, with authority to proceed on August 14, 1951, 
and a definitive contract of November 19, 1952. Again the figures, 
most recent figures, are reflected on your figure 10, is that correct? 

Mr. SkEEn. That is correct, sir. 

Mr. Courtney. As distinguished from the book figures, or the ques- 
tionnaire figures? 

Mr. SKEEN. Yes, sir. 

Mr. Courtney. Will you tell us for the record at this point the unit 
cost and the profit? 

Mr. SkeEN. The unit sales price is $834,299. The unit profit per 
airplane before Federal income taxes is $58,109. 

Mr. Courtney. Will this contract or that profit be affected in any 
respect by the renegotiation of 1952 and your best estimate as to its 
effect? 

Mr. SxreEen. Mr. Courtney, this contract, like some of the others 
that I have mentioned, was a very minor portion of our 1952 activity. 
So, therefore, any effect upon this would be minimum, 

Mr. Courtney. The next of the contracts for the KC-—97 is Air 
Force 33(600)22235, with a letter of intent of August 21, 1952, and a 
definitive contract of January 15, 1953. Will vou refer to figure 10 
and state for the record at this point the unit cost and the profit per 
plane? 

Mr. Skeen. Yes, sir. The unit sales price, $651,199. The unit 
profit per airplane before Federal income taxes is $46,361. 

Mr. Courtney. Will that profit be affected by the 1952 renegotia- 
tion? 

Mr. SKEEN. NO, sir. 

Mr. Courtney. And for the reason that you have stated in refer- 
ence to the prior contract? 

(Mr. Skeen nods.) 

Mr. Courtney. The distribution of overhead and the other three 
general expenses of the company as they appear in your response to 
the committee’s questionnaire, percentage and dollarwise, are not 
substantially affected, are they, by the adjustment in costs which 
you reflect on figure 11 (p. 1776)? 

Mr. Skren. No. The percentage of those particular overhead 
pools will not be substantially affected. 

Mr. Courrnry. And with respect to the KC-97, what is your 
opinion? 

Mr. Skeen. There has been no substantial change at all from those 
figures heretofore reported. So they are substantially the same. 

Mr. Courtney. So far as percentages and figures on those four 
items, which are distributed percentagewise, the difference in the 
figures reported in the answer to the questionnaire and those appearing 
on the exhibits will not be substantially affected and the committee 
may consider them as substantially correct? 











1858 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Mr. Sxeen. That is right, sir. 

Mr. Courtney. I think that is all your contracts, isn’t it? 

Mr. SkeEen. That is all. 

Mr. Courtney. We have a further question, question 31, which 
relates to any compensation of any character or kind paid to any 
officer, retired officer of the United States Military Establishment. 

Mr. SKEEN. Yes, sir. 

Mr. Courtnry. Will you refer to that exhibit, please? 

Mr. SKBEN. Yes, sir. It is the last one in the book—table E-7 
(page 1923). 

Mr. Courrney. And it covers the years 1952 on to 1955? 

Mr. SKEEN. Yes, sir—well, it covers through August of 1955. 

Mr. Courtney. Yes, sir. 

Mr. SKEEN. The amounts that we have paid these retired oflicers, 
which incidentally was on the basis of our interpretation of a retired 
officer. 

The compensation is shown in the last column and is that paid 
each of those retired officers through August of 1955? The other 
years are final. 

Mr. Courtney. Mr. Allen, are you able to state from the report 
that has been made to the committee whether any of these persons 
named on this sheet are in a position to influence the policy of the 
company in any respect? 

Mr. Auten. Absolutely not. In looking over this document, I 
scanned it to see if I knew any of these people. I recognize one name, 
Oldfield. He is employed in connection with our guided missile effort. 
He is a technical man. 

Mr. Courtney. And in general, what are the duties, if you know 
them, of the personnel who are mentioned on these sheets, some 67 
of them? 

Mr. Auuen. I don’t know, with the exception of Mr. Oldfield. 
They are simply people in our factory or in our engineering depart- 
ment. But what they do, I couldn’t say. 

Mr. Courtney. And not in any way affecting the management or 
the policy of the company? 

Mr. Auten. Ob, no, they are not. 

Mr. Courtney. Do they in any way affect the sales of the company? 

Mr. ALLEN. No, sir. 

Mr. Courtney. Have anything to do with the sales of the company, 
if you know? 

Mr. ALLEN. Not to my knowledge. 

Mr. SKEEN. We have some detail, if you would care to pursue that, 
Mr. Courtney, as to just taking at random some of these individuals. 

Mr. Courtney. I will leave that up totheChair. I think probably 
the amount of compensation 

Mr. SkEeEn. Speaks for itself. 

Mr. Courtney. Is the most eloquent answer to that question. 

Mr. Hess. What does that show, Mr. Courtney? 

(Mr. Courtney hands.) 

Mr. Hépert. Mr. Allen has testified, I think, that none of these 
individuals have any connection with sales or policy. 

Mr. Courtney. That is right. 

Mr. ALLEN. Not to my knowledge. 

Now, if Mr. Skeen has something to the contrary, why-——— 
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Mr. SKnEEN. My analysis of the detailed selection that we made at 
random certainly supports that. 

Mr. H&éserr. I didn’t get that. I am sorry. 

Mr. SKEEN. I said that the detail that I have here, sir, certainly 
supports that statement. 

Mr. Hfépert. Well, it is not necessary, then. 

Mr. Hess. In looking this over, Mr. Skeen and Mr. Allen, I note 
that the man, Mr. Oldfield, that you mentioned—the top amount that 
he drew in one year was in: 1954, when he drew $12,750. 

Mr. ALLEN. That is right. 

Mr. Hess. None of the others are anywhere near that in salary. 

Mr. Auten. That is right. 

Mr. H&éserr. It is not necessary. 

Mr. Courtney. Mr. Chairman, with respect to subcontracting and 
the general discussions of yesterday and the views that were expressed 
with reference to the attitude of the renegotiation board and the com- 
pany’s opinion as expressed with reference to that attitude, is it sub- 
stantially correct, for the understanding of the committee, to say that 
as we examined the figures on the individual contracts the percentage 
of subcontracting is something always less than 50 percent and gen- 
erally between 40 and 50 percent of the total contract involvements. 

Mr. SKEEN. We employ three methods for the evaluation of the 
extent of subcontracting. They are dollars, man-hours, and effort, 
as well as airframe weight. We can go into that on each of the 
contracts. 

Mr. Courtney. No. 

Mr. Skeen. But I would say generally—if your question was 
directed at the dollars. 

Mr. Courtney. Direct at dollars. 

Mr. Sxren. I would say that in the area of 40 percent fairly 
accurately describes the dollars of subcontracting. 

Mr. Courtney. That is as they appear from the answers to the 
questionnaire. 

Mr. SKEEN. Yes. 

Mr. Courtney. In respect to different contracts, varying in a few 
instances. 

Mr. Sxeen. That is correct, sir. 

Mr. Courtney. It is in that area that the renegotiation board has 
disagreed with you in your opinion on the distribution, or on the 
award of profit. 

Mr. SkeEN. The renegotiation board put it this way, that we were 
able to achieve volume through the intensive use of subcontracting, 
a position to which we very much disagree. We could have achieved 
most of the volume in the year 1952. In fact, we have stated all of 
it in the plants of our own and the plants of the Government which 
we operate. 

Mr. Courtney. With respect to the type of contracts which are 
awarded to these principal subcontractors, all of whom are mentioned 
in the various answers to the questionnaire, in amounts over $100,000, 
what type of contracts are those? Are they fixed-price or are they 
incentive-type contracts or cost-plus contracts? 

Mr. SKEEN. ‘There are no cost-plus-fixed-fee contracts, subcon- 
tracts. I would say that substantially in the neighborhood of 60 to 
80 percent of them are price redetermination type contracts, where 
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the Boeing Co., our auditors, go into these companies and after a cer- 
tain amount of work is completed, get the cost statement for the 
articles in retrospect and sit down and negotiate the prospective 
period after they have the advantage of the actual cost experience. 
Not unlike at all a negotiation between the Air Force and the Boeing 
Co. However, we have no incentive contracts. Once that price is 
determined, that is generally a fixed-price contract. 

Mr. Courtney. And you have no cost-plus-fixed-fee contracts? 

Mr. SKEEN. No, sir, subcontracts. 

Mr. Courtney. With subcontractors. 

Are these subcontracts all approved by the Air Force? 

Mr. Skeen. Yes, sir. The local Air Force contracting officer 
reviews each and every one of them. We submit to him our working 
papers with respect to the audit. The working papers are the report 
of the negotiations and quite often when there is Air Force auditors 
in residence at the subeontractor’s plants, it is a meeting of Air Force, 
Boeing and the subcontractor. 

Mr. Courtney. What degree of supervision is exercised by the 
Department of Air Force, to your knowledge. 

Mr. SkeEeNn. There are some particular companies that the Air 
Force audit in residence and subcommit the complete audit report. 
Then we negotiate on the prospective period, that is, the period yet 
to be completed under the subcontract, and to the extent available, 
we utilize that information, that is, the Air Force information. 

Mr. Courtney. What degree of supervision—we touched on it 
lightly yesterday with Mr. Jansen. What degree of supervision do 
you exercise over the performance of these subcontractors? 

Mr. Skxeen. Generally I can tell you it is a high degree. If you 
would like to go into it further, we would like to probably have 
Mr. ——. May I speak to Mr. Allen just a moment? 

Mr. Courtney. Yes, sir. 

Mr. Auuen. If Mr. Courtney desires it. It depends upon the 
extent to which you want to go into it. 

Mr. Courtney. The question is directed to matters that have 
come to the attention of the subcommittee. 

Mr. Hfésert. I was going to ask Mr. Courtney to explore that. 
We have one particular subcontract in mind that we would like to 
know something about. I think it came to the committee’s attention 
last year, or the year before last. 1 think it was Temco—— 

Mr. Foco. No, Oliver Corp. 

Mr. Hf&pert. What was the name? 

Mr. Foaco. Oliver Corp., of Battle Creek, Mich. 

Mr. SKEEN. Yes, sir. 

Mr. Courtngy. Mr. Chairman, as you have indicated, this matter 
came to the attention of the subcommittee, of course as most such 
matters do, and was investigated by the subcommittee and adjusted, 
as a result of the subcommittee’s investigation. It has some signi- 
ficance in view of the large amount of subcontracting. 

Mr. Fogo made the inquiry and he can tell you about it. 

Mr. Foco. Incidentally, 1 borrowed this card from the Boeing 
Company to tell them their faults. 

Mr. SkeENn. There will be a charge. 

Mr. Héserr. To the Government? 
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Mr. Fogo. This will be a little more difficult than putting figures 
on the board. 

As I understand, these questions are to be directed to Mr. Jansen? 

Mr. ALLEN. Yes. 

Mr. Fogo. As I understand on these contracts, on a work graph, 
you have a line projected there of estimated man-hours, and that is a 
set formula with which you start out at so many man-hours and it is 
supposed to decrease as they complete so many units. 


TESTIMONY OF MR. PETER JANSEN, PRODUCTION CONSULTANT, 
BOEING AIRPLANE CO. 


Mr. Jansen. That is right. 

Mr. Foco. That is the projected line—— 

Mr. Courtney. Wait a minute, which is the projected line? 

Mr. Fogo. What I tried to make is a straight line down here, sir. 

Mr. Courtnrey. Make the points as A and B as the projection, 
and C and D for the next. 

Mr. Fogo. That is the projected line. This is the actual work line. 

Mr. Courtney. That is the line above? 

Mr. Foco. The above one is the actual, as shown by the company’s 
own graph chart. 

Mr. Jansen, I think with what has been said before by the other 
two gentlemen about the amount of supervision that the company 
exercises in these subcontracts, the subcommittee would be interested 
in an explanation of this, keeping in mind that this figure here is after 
the contract has been in effect for 21 months. 

Mr. Courtnry. The basic complaint, Mr. Fogo, had to do with 
the number of employees, is that correct? 

Mr. Fogo. Yes, sir. The point that 1 am trying to establish, sir, 
is at the end of 21 months the figures on work performance prior to 
that are what were used to establish this target price that Mr. Skeen 
has just discussed. 

Mr. Courtney. In terms of numbers, what does it mean, total 
numbers? 

Mr. Fogo. Back through about here [indicating] they reached the 
peak in employment. 

Mr. Courtney. About here is what time? 

Mr. Fogo. I was there in October 1953. 

Mr. Courrney. All right. 

Mr. Fogo. This 21 months is October 1953. The peak employment 
was in July of 1953, when they had 3,932 employees. 

As of September 1—these are all the first, these months—that had 
been reduced to 3,076. That was not because of any improvement 
in the work. This reduction from 3,932 to 3,076 was because Boeing 
had canceled some of the subcontracts that had been previously 
awarded to Oliver Corp.; correct, Mr. Jansen? 

Mr. JaANsEN. The portion of the work statement. No cancellation 
of the subcontract itself, but the amount of work in the contract was 
reduced. 

Mr. Courtney. The scope of the contract was reduced. 

Mr. JANSEN. Right. 

Mr. Fogo. What I am trying to pinpoint is that this reduction was 
mostly because of work withdrawn by Boeing Corp. Do you agree 
to that? 
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Mr. Jansen. No. You made the investigation at that time and I 
don’t know for sure whether all of that was due to reduction of work- 
load or whether there was some efficiency included in that reduction. 

Mr. Courtney. Just tell what your own fi dings were, Mr. Fogo 
as a result of your investigation and what followed upon your report, 
in terms of number of employees. 

Mr. Fogo. Within 60 days—the investigation was made in October. 
Within 60 days after that investigation 

Mr. H&serr. October 1953? 

Mr. Foao. 1953, sir. This is all 1953. Within 60 days after our 
investigation at the plant, where plant management knew of the 
objections taken to their operation, and within 2 weeks the Air Force, 
both at the regional office in Detroit and at the headquarters of AMC 
in Dayton knew of our ideas about the plant operation. In 60 days 
the total employment reduced from 3,076 to 1,901. . 

Mr. Courtney. With no change in the scope of the contract? 

Mr. Fogo. No change in the scope of the contract. 

This line here, at the end of 21 months, was when there had been 
52 units completed. This is not a very accurate graph. There was 
some drop. Their first drop here started after 18 months. And the 
principal criticism was at that time that you are way up here [indicat- 
ing] after 18 months of operation on the contract. There was some 
slight reduction in the 3 months’ period. I don’t think quite as much 
as what I have on the line. 

At the end of 21 months they bad delivered 52 units. And the 52 
units, that is, the operation on the 52 units, was the basis for arriving 
at a unit price, is that correct, Mr. Jansen? 

Mr. Hésert. What unit were they manufacturing there, Mr. 
Fogo? 

Mr. Fogo. Fuselages. 

Mr. JANSEN. Fuselages for the RB-47? 

Mr. Fogo. For the prime contract at the Wichita plant. 

Mr. JANSEN. Right. 

Mr. Foco. Did you assent to that, Mr. Jansen, or did you know 
the operation on the 52 units was what was used to establish the unit 
price on those fuselages? 

Mr. JANSEN. That I don’t know. 

Mr. Fogo. Mr. Chairman, my authority for that is what I was 
told at the plant by the works manager and subsequently confirmed 
from the Air Force, the Department of the Air Force, in a letter dated 
October 19, 1954, from the Director of Legislative Liaison, that 52 
units were used for establishment. 

Mr. Courtney. Mr. Fogo, the graphs which you have reproduced 
on the board are reproduced on log sheets. May they be made a part 
of the record, Mr. Chairman? 

Mr. Hfésert. Without objection. 

Mr. Foaco. This is a company graph. 

One year later in dropping by that plant—and this was after the 
unit price had been established—this line came down like that 
[indicating], with a target in about the middle between the esti- 
mated—in other words, they even bettered the target man-hours. _ 

The concern, Mr. Chairman, was the fact that—and the reason it 
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was brought into the hearing here was because of the company's 
presentation on how much supervision they had given these sub- 
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contractors. They operated 18 months, still going uphill, and there 

was no reduction made until after 18 months of work on this contract. 

Mr. Courtney. Mr. Chairman, I think that is the substance of 
the—— 

Mr. Foco. There are two other things, Mr. Courtney. 

Mr. Courtney. All right. 

Mr. Fogo. I think that is pertinent. When you follow the state- 

) ment in the book 

Mr. Courtney. Yes. 

Mr. Fogo. This company—In fact, the complaint that led the 
committee to an investigation was the fact that this company was 

| paying a higher wage scale than any other industry in the community, 
and it was affecting the other industries. 
The reason that Mr. Jansen had knowledge of this was because 
when I reached the AMC headquarters in Dayton, he happened to 
be there that day and participated in the conference I had with the 
Air Force officials. And I have Mr. Jansen’s name in this report. 
» I would like to read just one line. I am sorry I don’t have my hand 
/on it. Mr. Chairman, I don’t find the immediate wording. At this 

conference there I made the statement about these wage scales and 
the fact that they were paying even a higher rate than the home office 
or home plant was at Wichita, and Mr. Jansen, who is their chief 
field man, was very much surprised that that was happening and be 
couldn’t understand why they were paying higher rates than they 
were at Wichita. 

Mr. Hésert. Mr. Jansen, do you recall that conference? 

Mr. JANSEN. Yes, sir. 

Mr. Hépert. Do you have any comment to make? 

Mr. JANSEN. Yes, I have. 

As stated yesterday, this particular contract was let to this company 
in 1951, shortly after the start of the Korean war. At that time the 
Government did not deem it advisable to provide facilities for any 
of these subcontracts on the B-47 or the B—52. 

We tried nine companies, some with great ability, and were 
unsuccessful. 

In agreement with the Air Force, it was determined that this com- 
pany, who had recently bought an old plant, that they had facilities 
requiring refurbishing, but they had the basic facilities, and on that 
basis they were selected. 

Mr. Courtney. Who exercised the judgment as to the selection of 
this company, you or the Air Force? 

Mr. JENSEN. Jointly, after 

Mr. Hépert. What did the facilities have to do with the total 
amount of personnel employed? 

Mr. JANSEN. None, sir. I am simply pointing 

Mr. Hésert. The committee is interested particularly in this over- 
employment at this particular plant, where the figures were when it 
was called to our attention that the number of personnel was 39, 
what 

Mr. Fogo. 3,076. 

Mr. Hépert. Within 60 days the personnel was reduced 

Mr. Foco. To 1,901. 

Mr. JANSEN. To start with, the company didn’t have too much 
experience, and we put an assistance team in there of 75 people to 
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build the first body section and supply the first set of tools. This 
high figure includes the tool-making which ended at a particular 
period, and it also includes the training of hundreds of people. There 
was considerable labor turnover in that, and that high figure includes 
the trainees. 

Mr. Héspert. There was no deduction to be drawn from the fact 
that this sudden drop occurred after the committee interested itself? 

Mr. JANSEN. I am sure that had an effect. 

Mr. Héserr. Would it be a proper conclusion to draw, then, that 
supervision of which Boeing is so proud in these subcontracts was 
stimulated a bit by the committee’s activity? 

Mr. JANSEN. At about the same time that this occurred and that 
the investigation was made, we were able through our assistance to 
obtain a much better experienced factory management who at one 
time worked for Boeing. 

Mr. Hfésert. Would you say that was close supervision, when for 
18 months you weren’t cognizant of this situation? 

Mr. JANSEN. Sir, as I explained before, in the initial effort they 
must have trained at least 2,000 people who were not producing. 
All the tools were made for approximately eight sets in order to 
meet our requirements. And that all came to an end about the 
same time, together with the investigation, and the acquisition of 
more capable supervision in the plant. 

Mr. Hféserrt. Is the committee to draw from what vou just stated 
that this reduction would have taken place if the committee had not 
interested itself? 

Mr. JANSEN. Whether or not to the same degree, exactly the same 
degree, sir, I cannot state, but there definitely would have been a 
great reduction, yes, sir. 

Mr. Hépert. It was merely a coincidence that the committee 
moved in there just about that time, would you say that? 

Mr. JANsEN. No. I will give the committee some credit. 

Mr. Hfpert. You don’t want the committee’s assistance investi- 
gating any more subcontracts, do you? 

Mr. JANSEN. Yes, it is all right. 

Mr. Hfésert. Do you know any area where we could probably 
direct our attention? 

Mr. JANSEN. Not at the moment, but during that period you missed 
3 or 4 real bad ones. 

Mr. Hfésert. What did you do about the 3 or 4 bad ones? 

Mr. JANSEN. We did plenty. In the case of one, on the fifth of 
January 1943, we took all the B—52 work and yanked it out of that and 
placed it with new subcontractors. 

Mr. Foco. 1943— 

Mr. SKEEN. 1953. 

Mr. Courtney. You are not speaking of this particular company? 

Mr. JANSEN. No, sir. 

Mr. Hépert. You are talking about the other bad spots? 

Mr. JANSEN. And in the case of another one we completely got out 
of there, and the plants were closed and the work has been placed 
elsewhere. 

Mr. Hess. Is this company still a subcontractor of yours? 

Mr. JANSEN. No, sir. 

Mr. Hess. It is not. 





ee ioe 


AIRCRAFT PRODUCTION COSTS AND PROFITS 1865 


Mr. JANSEN. However, this one subcontractor did conclude its 
program on a reduced work statement. 

Mr. Courtney. And that price has been redetermined? 

Mr. JANSEN. That I don’t know. Mr. Skeen might be able to tell 


you. 

Mr. Hess. Mr. Skeen? 

Mr. SKEEN. I believe so. 

Might I say this, Mr. Chairman, that we take somewhat of a differ- 
ent view from the inference that Mr. Fogo left here, probably an honest 
difference of opinion. We felt so much that our efforts in the assist- 
ance of the Oliver Corporation was so illustrative of our efforts in 
supervising and placing people in a plant that we fully developed that 
brochure and attached it as a part of our 1952 renegotiation. I am 
sorry I don’t have it here. 

Mr. CuNNINGHAM. May I ask a question, Mr. Chairman? 

Mr. Hésertr. Yes, Mr. Cunningham. 

Mr. CunnineHamM. What could this committee have done that it 
didn’t do to help you ferret out these bad ones? 

Mr. JANSEN. Sir, I don’t know. I do think that we took appro- 
priate action in each case. However, it was quite difficult to find good 
subcontractors during that period. 

Mr. CunninGHamM. Could this committee, then, in the future do 
anything to help you from getting into those bad situations? What is 
the fault? What can we do? 

Mr. JANSEN. Yes, sir; the basic fault was that the Government at 
the time was unwilling to provide facilities for good subcontractors. 

Mr. CunninGHam. In other words, you didn’t provide enough 
money? 

Mr. JANSEN. No, sir. 

Mr. CunnincHaM. How about the renegotiators, were they on the 
job or not? 

Mr. JANsEN. That, I don’t know, sir. 

Mr. CunnineHaM. There must have been someone to blame in 
Government, aside from your company, for this failure to locate these 
bad spots, and I am trying to find out where they are, so we can correct 
it for the future. 

Mr. JANSEN. Sir, the first thing is the bad spots should never have 
been created. At the time—during the Korean war we were asked to 
fill the gap in the civilian economy created by the Korean war. That 
was not continually controlled. And after you got into these com- 
panies, their civilian business took precedence over ours and we 
play second fiddle. 

Mr. CunninGHAM. Would you say, then, that you were asked to 
accelerate the program to such an extent that you had to do things 
you wouldn’t have done in the normal course of business, in the way 
of checking the people with whom you were dealing, in order to get 
speed for the war effort? ; 

Mr. JANsEN. I didn’t get the question altogether, sir. 

Mr. Cunnincuam. Was the fact that the Government asked you 
to hurry your program to turn out things faster than you normally 
would in the way of planes—had that anything to do with it? 

Mr. JANSEN. No: that didn’t have anything to do with it particu- 
larly; no, sir. We were unable to go to the people whom we knew 
had capability. And those whom we thought had capability gave 
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too much effort to their normal civilian business because this was 
just a war baby. 

Mr. Cunnincuam. Thank you for that. 

I understood you to say you were unable to go to the people who 
had the capabilities. Did I understand you correctly? 

Mr. JANSEN. Yes, sir. 

Mr. CunnincHaM. Why were you unable? 

Mr. JANSEN. Because those people, with additional facilities, could 
have produced these programs and the Government was unwilling 
at that time to provide these facilities. 

Mr. Cunnineuam. And had the Government provided them in the 
way of giving more capital, they could have had the facilities? 

Mr. JANSEN. Yes, sir. 

Mr. CunnincHam. And you could have gone to them? 

Mr. JANSEN. Yes, sir. 

Mr. Cunnineuam. That is all, Mr. Chairman. 

Mr. Courtney. Then this question relates to the degree of control 
which you are able to exercise as a prime contractor over your sub- 
contractors. And with 40 percent of the total dollar volume being 
subcontracted out, what have you to say as to whether or not you have 
sufficient authority and’ sufficient control of the subcontracts to 
exercise that degree of supervision which will afford you the most 
economical product? 

Mr. JaNnsEeN. We do now, sir. There has been a very radical 
change—— 

Mr. Courtney. Since when? 

Mr. Jansen. In the subcontract structure. I will come to that, 
if I may. 

The aircraft industry, or rather the whole defense industry, has 
always been considered a war baby, and we have charts to show that. 

In the last couple of years it has been recognized by industry that it 
has become part of our economy, the big part, and there is much 
greater interest of industry in general to participate in the sub- 
contracting programs of the defense industry. In fact, it is so great 
we can’t keep them away from the door. 

Mr. Courtney. In other words, you have more people in industry 
willing to participate in your subcontracting? 

Mr. JANSEN. Yes, sir. 

Mr. Courtney. But, as to the degree of control which you exercise 
over the placement of subcontracts, what have you to say as to whether 
or not you have sufficient authority? 

Mr. JANSEN. Yes, we have. 

Mr. Skeen mentioned to you that the Air Force does approve sub- 
contracts. He forgot to mention that in the major subcontract 
structures, large structures for a big program, the approval is made 
at secretarial level. However, by compromise and negotia#ions we 
have generally agreed with any decision made by the Air Force in 
connection with our subcontract programs in the last couple of years. 

Mr. Courrney. You having the prime responsibility for producing 
the total product, the question is whether or not you have finality of 
decision in respect of subcontracts. 

Mr. JANSEN. Yes, we have. 

Mr. Courtney. And did you have finality of decision when this 
Oliver affair occurred? 
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Mr. Jansen. Yes, I would say we had. If we had said we don’t 
want Oliver, we wouldn’t have anybody, and we would have no doubt 
delayed‘eur program. 

Mr. Courtney. Then you have a veto, but not an affirmative 
choice? 

Mr. JANSEN. It was a question of necessity. But we control our 
own destiny when it comes to selecting and controlling subcontractors. 

Mr. Hépert. In this particular instance, Mr. Jansen, did the Air 
Force have its resident auditor there at the Oliver plant? 

Mr. JANSEN. Yes, there was an Air Force representative there. 

Mr. Foeo. May I correct that, Mr. Chairman? 

It was not an auditor. 

Mr. JanseN. No, an Air Force representative. I don’t know 
whether he had auditing experience or not. 

Mr. Foco. They have what they term quality control, but evidently 
no attention paid to efficiency control or overstaffing. It is a quality 
control group. 

Mr. Hésert. Would you differentiate between quality and effi- 
ciency? 

Mr. Foco. They do, because when I asked the question, they said 
they had nothing to do with the number of men employed in the plant. 

Mr. Hésert. The Air Force replied? 

Mr. Foao. Yes, sir. 

Mr. Courtney. Mr. Chairman, I think it should appear for the 
record—— 

Mr. H&ésert. I think, there, too, we want to make another obser- 
vation in connection with the reputed statement from the Pentagon 
that the Air Force had no concern with this investigation; that it was 
a matter of the House or the committee and private industry. I just 
reemphasize that to indicate that perhaps before the hearing is over 
the Air Force will find out they are very much involved in this whole 
affair. 

Mr. Courtney. Mr. Chairman, I think it should appear for the 
record, since it was a committee investigation on a specific subject, 
that the complaint came from the public, and the observations upon 
which the complaint was founded were the judgment of the public 
in that community. 

Mr. Hféserr. Would you say the public was ahead of the Air 
Force in finding out what was going on? 

Mr. Courtney. And the public estimate of what was going on 
was confirmed by the investigation. 

Mr. Hépert. And brought to the attention of the Air Force? 

Mr. Courtney. Yes, sir. So we have more than one judge, Mr. 
Chairman. 

Mr. AtLen. Might I say a word about this, sir? 

Mr. Héserr. Yes, Mr. Allen. 

Mr. Auien. I don’t know whether you gentlemen recall the phrase 
“guns or butter.” 

(Mr. Hébert nods.) 

Mr. ALLEN. That was very much—that originated in this area, 
The Korean conflict came along and there was a great effort then to 
do things-rapidly. 

On the other hand, our civilian economy was projected at a high 
rate. Subcontracting was a governmental policy. It is fair to say 
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that we subcontract often when we would prefer not to, but we do 
it in accordance with the governmental policy of spreading the 
production base. 

Mr. Jansen referred to some bad experiences we had with sub- 
contractors. Those particular subcontractors had performed very 
well during World War II when they had only military business to do. 
But when our work got into competition with their commercial work, 
we did badly. Why? In essence because they made more money 
on their commercial work. And in several instances the subcon- 
tractors that had performed very well during the war; we had to 
simply take the work out of there because it was not competing 
successfully for their attention as against the commercial work. 

Our experience during that period on subcontracting was not a 
pleasant one, I assure you. It made our—— 

Mr. CunnInGHAM. Would you say, then, that the present prosperity 
it is enjoying is detrimental to the security and defense of America? 

Mr. Auten. Sir, I will put it this way. I don’t think work involv- 
ing security is getting the attention and emphasis that it deserves. 

Mr. Cunnineuam. In other words, should it be separated from 
commercial enterprises? 

Mr. Auten. No. But I do feel strongly that the manufacture of 
B-52’s and B-47’s should mean as much to us at least as the manu- 
facture of Thunderbirds and TV sets. 

Mr. Hféserr. Do you care to elaborate on that, Mr. Allen? 

Mr. ALLEN. No, sir, only to say that we did the best we could with 
what we had. In other words, as Mr. Jansen pointed out, it was not 
easy to subcontract work. Because the subcontractors could do 
better by and large, the prospective subcontractors, by doing com- 
mercial work. We were in competition constantly with automobile 
bodies, and so forth. 

Mr. Héserr. In other words, in this era of crisis at that particular 
time, because it was an era of crisis 

Mr. ALuENn. It was. 

Mr. Hféserr. Your experience found that some manufacturers 
preferred to get the dollar value out of the commercial business in 
preference to doing a job for the Government in defense? 

Mr. Hess. Isn’t that true today? 

Mr. ALLEN. I think, as Mr. Jansen made clear, there is greater 
capacity today. In other words, there are prospective subcontractors 
who are glad to get our business now. In other words, they have 
the capacity. They didn’t have it then. 

Mr. Hess. But there are still many plants that are manufacturing 
commercial products who don’t care to have any of this military 
contract work? 

Mr. ALuEN. Yes; that is true. 

It should also be pointed out that we have, with the concurrence 
of the Air Force, directed more of our subcontract work into other 
aircraft firms, and they do better. 

Mr. CunnincHam. As I understand it, the dollar sign was placed 
ahead of country? 

Mr. Aen. Yes, sir. 

Mr. CunnincHAM. What would you suggest as a remedy for that 
situation in the future? 

Mr. Auuen. I want to make a statement, Mr. Cunningham. 
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Mr: CunninGHam. That is all right. 
Mr. ALLEN. Some place along here on this whole problem—I would 
prefer to do it at the conclusion, but—I have some very definite ideas 
on this subject. 

Mr. Hésert. You can give us the benefit of those ideas later. 

Mr. CunNINGHAM. I will withdraw my question until later, Mr. 
Chairman. 

Mr. Courtney. This all gets down to a single question which I 
asked Mr. Jansen, and because of your statement with respect to sub- 
contracting, I would like to repeat it to you. 

The question would be what the Congress can do to assist you as the 
prime contractor in the performance of your contracts and acquitting 
yourself of the responsibility for what you have contracted to do with 
respect to subcontractors. 

In round figures, 40 percent of the dollar value or more represents 
subcontracting. The question is whether or not you get the support 
of the Government in all respects that are required of you as the prime 
contractor having the responsibility and taking the blame for failures; 
whether or not you have sufficient authority to remedy deficiencies in 
subcontracting. 

Mr. AuLEN. I would say we have the authority. The answer to 
your question really—it is a broader answer than having to do with 
subcontracting. 

Mr. Courtney. Yes. 

Mr. Auten. In my opinion there is something that the Congress 
can do with respect to the whole security picture, which I would like 
to cover some place along the line. 

Mr. Courtney. I guess we have come to that point now. 

Mr. Héspert. | think Mr. Allen indicated he would like to express 
those ideas at the conclusion. 

Mr. Auten. I would. 

Mr. Héserr. We will wait until then. 

Have you any more questions? 

Mr. Hess? 

Mr. Hess. Mr. Allen, how long have you been connected with the 
aircraft industry? 

Mr. Auten. Connected over 30 years. 

Mr. Hess. How long with Boeing? 

Mr. ALLEN. Over 10 years—that is, as an employee of Boeing. 

Mr. Hess. You were prior to that? 

Mr. Auten. I was a lawyer and we represented the Boeing Air- 
plane Co. And I did most of their work and so I was almost as closely 
connected with the Boeing Co. in the first 20 years as I am today. 

Mr. Hess. You have been with Boeing for 10 years now as an em- 
ployee of the Boeing Co.? 

Mr. AEN. I became president in September of 1945. 

Mr. Hfésert. Your background as a lawyer, then. You are not a 
technician, you are an administrator? 

Mr. ALLEN. That is right—well, I don’t know that I am an admin- 
istrator. [I hope I am. I don’t consider myself any great shakes as 
an aircraft president, no. 

Mr. Bates. There is a difference of opinion on that, I understand. 
Mr. Hess. Mr. Skeen, let me ask you a few questions, if you please. 
Mr. SKEEN. Yes, sir. 
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Mr. Hess. Let us turn to these charts, charts 10, 11, and 12, that 
Mr. Courtney questioned you on before. Let’s take the B-52, figure 
12. (See p. 1777 ) 

Mr. SKEEN. Yes, sir. 

Mr. Hess. And the unit cost of those planes were $19,783,000? 

Mr. Skeen. That is correct. 

Mr. Hess. That was in the stage when there was a lot of develop- 
ment and research work going on, is that correct? 

Mr. SKEEN. Yes, sir, but more importantly, sir, the entire amount 
of basic tooling; we call them nonrecurring costs. 

Mr. Hess. Yes. 

Mr. SKrEN. Plus the basic engineering. 

Mr. Hess. Yes. 

Mr. SKEEN. Is in that figure, allocated over a small quantity of 
only 20 airplanes. So it looms large in the unit sales price. 

Mr. Hess. I understand that. And your profit before taxes per 
plane was $559,000 plus? 

Mr. SKEEN. Yes, sir. 

Mr. Hess. So-then in your second contract the cost per plane 
drops to $5,351,000, and the profit drops to $340,000? 

Mr. SKEEN. Yes, sir. 

Mr. Hess. In your third contract, it is down to $4,709,000, the 
cost, with a profit of $307,000 per plane? 

(Mr. Skeen nods.) 

Mr. Hess. And in the fourth contract the cost per plane is down 
to $3,940,000, with a profit of $250,000. All of these profits are 
before taxes? 

Mr. Sxren. Correct, sir. And the costs, as you mentioned, is 
cost to the Government. That is sales price in our parlance. 

Mr. Hess. Cost to the Government. 

Mr. SKEEN. Yes, sir. 

Mr. Hess. So there has been a gradual reduction in each subsequent 
contract per unit price and a gradual reduction in your profit? 

Mr. Skeen. In our opinion, sir, it isn’t gradual. It is a marked de- 
crease because of the fact that each successive airplane practically is a 
better airplane from the fact that it has incorporated into it the im- 
provements in the advance of the state of the art. 

Likewise, as you note, there has been an ever-ascending increase in 
the cost per man-hour. All of those items are taken into considera- 
tion. Yet, the total airplane is coming out at a lesser sales price, 
notwithstanding those other items which would normally tend to 
increase the cost. 

Mr. Huss. I was coming to that. 

I think there were 300 changes in the plane during this period of 
these four contracts? 

Mr. SKEEN. Yes, sir, and some of them, as Mr. Martin explained 
yesterday, were substantial. 

Mr. Hess. So that at no time was there a profit of more than 
$559,000 on a B—52? 

Mr. SKEEN. Per unit, that is correct, sir. 

Mr. Hfésert. $559,000—what was the cost of the unit at that time? 

Mr. Hess. $19,883,000. 
Mr. Sxeen. That is right. 
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Mr. Héperrt. So any idea that the cost of a B-52 as of now is $8 
million, with the Boeing making $1 million profit on the unit, is 
erroneous? 

Mr. SKeen. If that is true, sir, the books are pretty badly out of 
balance at Boeing. 

Mr. Hésert. Mr. Allen, are you familiar with the regulation of 
the Air Force which provides that any salary over $25,000 on a unit 
must be approved by the Air Force? 

Mr. ALLEN. Yes, sir. 

Mr. Hfésert. Have you ever had any experiences with the Air 
Force in connection with the salaries in excess of $25,000? 

Mr. AuueN. All of our salaries are submitted to the Air Force and 
approved. 

Mr..Hfésert. And approved? 

Mr. ALLEN. Yes, sir. 

Mr. Hféperr. Mr. Allen, I want to thank you on behalf of the com- 
mittee, you and your staff, for your cooperation and your presentation. 

Mr. Auten. Thank you, sir. 

Mr. Hépert. Speaking for myself personally, I would say we are 
very much impressed with the job you are doing. 

Mr. Atuen. Thank you, sir. 

Mr. Hésert. You are doing a splendid job for the security of this 
country. 

Mr. Auuen. Thank you. 

Mr. H&éspert. Have you any comment to make? The committee 
will be very glad to hear you. 

Mr. Auuen. Thank you. 

Questions were not asked yesterday about our incentive plan, and 
I would, particularly in view of a headline I saw in the Washington 
Post this morning, make a few comments with respect to it. It is 
something that we are proud of and we would like to have properly 
understood. 

The Boeing Airplane Co., I would say, was—one of its outstanding 
characteristics until very recently was that it never earned any money 
to speak of. As a matter of fact, from the years 1934—and I start 
with that period because that is when for 9 time we were a part of 
United Aircraft and we were split off in 1934—through 1941, most 
of those years were loss years, and during that period of time our 
stockholders received 1 dividend of 40 cents a share. 

During the war years, although we produced very heavily, our 
earnings were very small because of the excess-profits tax. 

The excess-profits tax has consistently almost been designed to 
penalize at least the Boeing Co., because the base years, so-called, 
were prior to the war, and in those years we lost money. We were 
developing the B—17, the flying boat that carried President Roosevelt 
and Mr. Churchill across the Atlantic, and the first pressurized 
airplane, the Stratoliner. 

Consequently, the application of the excess-profits tax, since we had 
no base, went to the maximum. 

I recall one year—I believe it was 1944—where we produced over 
$600 million worth of business and our profits after taxes were less than 
$6 million, less than 1 percent. 

Following the war, as I pointed out, I became president of the com- 
pany on the day that the Government canceled all of our contracts. 
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The day before they canceled everything at Wichita and we just closed 
the plantdown. Everybody was letting. And then the next-day they 
canceled practically everything at Seattle. They left us with a few 
B-29’s, but we were producing them at such a high rate that the few 
they left us were practically complete. 

As a consequence, we had in effect to start from scratch. Because 
the company was entirely engaged in producing B-29’s at the end of 
the war. That is what it should have been doing. 

So 1946 and 1947 were lost years. 

I was very anxious to of course see the company—I knew if we were 
to survive we had to develop some strength through earnings. And as 
a consequence, the management of the company proposed to the stock- 
holders in 1947 our incentive plan. That plan, which was approved 
by the stockholders in 1947, permitted the directors to set aside not 
to exceed 6 percent of earnings before taxes, for distribution to em- 
ployees of the company by way of providing them incentives to make 
the company a success. 

Although the plan was in effect in 1947, it didn’t operate because 
there were no earnings. In 1948 we distributed the amount of 
$180,000. 

I make the categorical statement that the application of our 
incentive plan has been a fine thing for the Boeing Co. and the United 
‘States Government. It is a broad application. All members of 
our supervisory organization participate in it. And whether you 
noticed yesterday or not, during the year 1955—I think it was 
55,000—— 

Mr. SKEEN. Fifty-five thousand, two hundred. 

Mr. Fogo. Eighty-two. 

Mr. Auten. Fifty-five thousand, two hundred and eighty two people 
participated in it. The distribution averaged about six-hundred-odd- 
dollars per person. 

It operates as follows: It is done on an incentive basis and on a 
grading basis. For example, Mr. Skeen, here: His supervisor grades 
him either excellent, good, or fair. He submits his recommendation 
to me. I in turn go over those recommendations and I submit them 
to an incentive compensation committee, consisting of three of our 
directors who do not participate in the program. I am graded by 
those three directors. 

It is an austere plan. And I am not making this explanation 
because I feel I have to defend the amounts involved, but I want to 
indicate the principle, and that is that if we are to keep the quality of 
our aircraft superior to that of our potential enemy’s, it must be 
through, in my opinion, the application of incentive. The industry, 
itself, must be kept highly competitive and the people in it must 
realize and be made to realize that their security and their positions 
are dependent upon their performance. 

Now this incentive plan of ours is an effort and we think it has been 
a very successful one to carry out that philosophy. 

I would also make it clear that the suspension as allowable costs by 
the Government was not due by reason—they did not have our plan 
in mind. It was a broad policy on the part of the Defense Depart- 
ment to investigate all of these plans to determine if they were reason- 
able and proper or whether they were not. 
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A determination on that point has not been made. I don’t want to 
engage in any comparisons, but I submit to you that you view the 
applicatien of our plan as related to other industrial concerns, and I 
think you will find that our compensation plus the incentives compare 
very favorable with even base salaries. 

If you have any questions about that, I would be delighted to try 
to answer them. 

Mr. H&ézert. We have no questions. Did you want to say some- 
thing else? 

Mr. ALLEN. ‘Yes, I do. 

Mr. Hézert. We are particularly interested in the indication which 
you made that you had some suggestions that Congress could do 
about the situation. 

Mr. ALLEN. Very well, sir. 

First, may I say that we appreciate very much the attention that 
you have given us, and we are glad of this opportunity to appear here 
and give you the facts. That is what we have attempted todo. The 
facts that is surrounding our operation. I hope, while we are very 
proud of our contribution and what we have done, that we haven’t 
given the impression that we think we have all the answers. We 
don’t. 

There isn’t anything that we do, the Boeing Co., that we couldn’t 
do better. And the minute we start thinking otherwise, then it 
would be better to have our weapons built by someone else. 

Mr. CunnincHam. Might I, Mr. Chairman, make an observation 
before he proceeds? : 

In view of the question I asked you a while ago, Mr. Allen, and your 
answer, that dealt with come contractors—— 

Mr. ALLEN. Yes, sir. 

Mr. CunnincHam. With regard to the dollar sign being put ahead 
of cotmtry, I wish to make this statement, in view of your statement 
now that it appears to me as one member of this committee that the 
Boeing Co. definitely put the welfare of our country ahead of the 
dollar sign. 

Mr. Auten. Thank you, sir. 

I don’t know, maybe you will find something that you think we did 
wrong. If you do, I would like to know about it. I don’t know of 
anything that we did consciously wrong. But we make mistakes. 

On the broader matter of security—and I think this hearing, and 
I think this committee, has an opportunity to and should look into 
this matter of our national security as it stands today and the rela- 
tionship that industry has to the Government and places in preserving 
our security. 

What I have to say really applies to the entire industry, but I don’t 
purport to speak for the industry. [I am speaking for the Boeing 


0. 

Let’s look at the background for just a moment. We know the 
Russians have nuclear weapons. We feel, and I believe it is generally 
recognized, that our security depends on our ability to retaliate. 

As far as equipment is concerned, namely, the equipment that will 
be used to carry the weapons to retaliate, as it stands today it is pretty 
largely the Boeing Airplane Co. 

If we had something happen today, the B-47 would principally 
carry the load, supplemented by our KC-97 tanker. If something 
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happens in the future, in the foreseeable future, it will be the B-52, 
again supplemented by our jet tanker. 

In other words, if we have a superiority, it presently lies in the 
equipment that we use and the people who operate that equipment, 
to carry the missile, to carry the weapon, the bomb. 

You have read the statements, I am sure, of our military people, 
in which they have said that they feel that the Russians have passed 
us quantitatively and that they are narrowing the gap qualitatively. 
That is beyond my knowledge. 

I only can say that I have great confidence in the people who make 
those statements. General Twining, Chief of Staff, Vice Chief of 
Staff General White, General LeMay, General Power. In this 
morning’s paper, I read where General Twining testified yesterday 
before the Senate Armed Services Committee, and he said—the 
statement in the paper said: 

General Twining said yesterday Russia has long since passed us in the quantity 
of airpower and is rapidly narrowing the United States margin of superiority in 
quality. The Air Force Chief of Staff told the Senate Armed Services Com- 
mittee his real concern was with the Soviet attempt to close the quality gap by 
greatly increasing this research and development efforts. Twining warned 
“It is apparent they are putting more men and money into this battle of the 
laboratory than we are.” 

Now I feel, and I am sure our military do, that if we are to preserve 
our security, it is essential that we preserve our technical superiority, 
if we have it. 

General Kenney, who was General MacArthur’s general in the last 
war, summed it up, I think, very well in his inimitable fashion, when 
he said: 

Airpower is like poker. The second best hand is worse than none at all.- It 
will cost. you dough and win you nothing. 

How do we maintain that superiority in equipment? The Govern- 
ment, of course, has chosen to do it in the American way, to rely on 
private companies, like Boeing. In my opinion, that is the proper 
way and the only way we will ever preserve it. If we try to do it 
through direct Government construction—and I don’t say this criti- 
cally. It has been tried and it didn’t work. And the minute we get 
away from competition and severe competition within the industry, 
quality will suffer. 

Our chief engineer at one time expressed it this way: We never 
do as well as when we realize that our best may not be good enough, 
meaning that the Boeing Co. never does as good a job as it does when 
it realizes that its competitors are after the same business and our 
best may not be good enough to get it. 

The minute we get away from that, qualitatively we are lost. 

What does the Boeing Co. have that is so valuable to the American 
people? There has been talk of facilities. We have done the best 
we could on facilities. But facilities are meaningless without people 
who have the know-how. 

I refer back to the cancelation of our contracts at the end of the last 
war. We had no business to support our organization. But we all 
recognized that it was essential if we were to continue in business that 
we preserve as large a nucleus as possible of that know-how that we 
had built up over the past 25 years. 

We preserved that nucleus by going out and commencing the con- 
struction of 50 Stratocruisers, without any orders. We sold them. 
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We lost money on them. But it kept our organization, a small 
nucleus, employed and together. And then as we went along and 
developed business and Korea came along, we had what it took to do 
the job. 

Let’s take the Wichita plant, forexample. There is a large Govern- 
ment plant. And then we have a small private plant, one of our own, 
next door. At the end of the war the Government closed down that 
plant like that [indicating with hand]. They took all the airplanes, 
parts and so forth, and sold them as junk. 

We took our organization and slung it back into our own little 
plant down there and we gave it parts to build for the commercial 
model, and we kept it alive. When the B—47 came along, we had an 
organization that could move into that Government plant, reactivate 
it—and it has now produced over 1,200 B-47’s. 

That is the priceless thing, is an organization, that knows how to 
do it. 

Before I came down here, I had an analysis made of how large an 
organization would we have to maintain in order to be capable of 
building and designing the present modern bomber. I gave this 
testimony before the Finletter Commission in 1947. And at that 
time, based upon the product of building—reciprocating engines and 
B-50’s, and so forth—I came to the conclusion that it would take 
15,000 people in order for us to preserve a nucleus of what it took. 
Our analysis today shows 23,000 people. The B-52 has over 100,000 
parts. In order to design and construct that, it takes hundreds of 
different types of skills. It takes scientists, it takes laboratories, and 
so on. 

If I want to really keep myself awake at night, I ask myself the 
question: How are we going to preserve that nucleus if we have 
another 1945? Or how are we going to preserve it if we don’t click 
and continue to get the business that is necessary to support it? 

That is the problem. 

That then brings me to this question, and the one I would like to 
have you consider. How strong, how capable do you want concerns 
like the Boeing Co. to be? That is the problem to be answered by 
the American public. And I am going to point out in a few words 
here that I think up to this point there hasn’t been sufficient attention 
given to it. 

I submit to the committee: Not only think about whether we are 
making too much money, but ask yourselves whether we are making 
enough in light of our responsibilities. Not money to pass to the 
stockholders. Our record speaks for itself on that. What have we 
done with our money? By and large, we compare very favorably 
with industry generally. Whereas we have retained approximately 
70 percent of our earnings in order to put us in a position to do a better 
job. Industry generally retains about 45 percent, as compared with 
our 70. 

But if we had greater earnings, we could do a better job. We would 
pour that money into laboratories, just like we are doing now with 
what we have, into developing new articles, like we did with the 707, 
which has saved the Government time, precious time, believe me, and 
money. 

And on that point I want to cover this. I have gotten the impres- 
sion that the fact that a company does practically all of its business 
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with the Government is a mark against it. I want to submit to you 
that it should be a mark in our favor, and I will tell you why. 

We have dedicated, the Boeing Co. has dedicated itself to the United 
States Government, and I am proud of it. I can point out to you 
instance after instance where we could have sold to others to our gain 
and were requested not to do so or prohibited from doing so because 
it was decided that it would be better for us to concentrate our efforts 
on Government business or because they didn’t want the article to 
get into other hands. 

As a matter of fact, that is covered in the appendix to our brochure. 

Sure, we are now entering this commercial business. That will 
benefit the Government. It will give us greater stability, we hope. 
But we only entered it after we satisfied the Air Force that we could 
do it without in any way jeopardizing our ability to perform our 
military contracts. That took a year. The Air Force took 1 year 
to consider that and finally agreed that we had the capacity and we 
had the manpower to do the job without interferring with the 
Government, the Government’s work. 

We are not in-and-outers in the aircraft business, in the Government 
aircraft business. If you really want to make money in the aircraft 
business, you only perform during wars. 

Let me illustrate what I mean. We lost money prior to World 
War II in developing the B—-17 and other articles. We have no tax 
base. World War II comes along. I can cite you instance after 
instance where we subcontracted parts, we will say, of the B-29 to 
a company that had had good earnings commercially prior to the war, 
and therefore it had a good tax base. Under its subcontract it keeps 
a fair share of its profits. With no tax base, we pay out 90 percent.. 
The same article being produced by a company on our design keeps 
several times the dollars on the same work that we would have kept 
had we done the work. 

What does it amount to? We build up no strength. Why is it 
that our net worth is so low? We have never had an opportunity to 
make money. 

What happened after the war? No work. We lost money during 
the base years, again. Excess profits tax comes along in Korea and 
we pay out the maximum. 

In other words, it is almost—it looks like it has been arranged so that 
companies like the Boeing Co. can’t build up strength. 

In essence, with the responsibilities we have, I feel very strongly that 
we are not being given the opportunity profitwise to develop the 
strength that is essential to us, and to permit us to do the job that we 
are called upon to do. 

Take a look at 1952. Over $700 million worth of business. We 
end up with $14 million and the Renegotiation Board comes along 
and says, ‘“That is too much money.”’ Pick up the newspaper, and 
you read of commercial companies netting, after taxes, $100 million, 
$200 million, and even over $1 billion. And what are their percent- 
ages after taxes? Eight, nine percent, even more. But when we 
made two point something percent after taxes, the Renegotiation 
Board say, ‘That is too much.” 

I say in light of our responsibilities that we have to the American 
people it is not only shocking and appalling, it is sickening. I feel 
very strongly about it. 
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What can be done about it? 

First, before I say that, I want to cover this matter of subcontract- 
ing. I think perhaps I already have. But there, again, is a good 
demonstration of the company that is dedicated and dedicates itself 
to the Government and one who enters defense business only if it 
would appear appropriate at the time. I make the categorical state- 
ment that we have also looked first to the Government to determine 
what is best for its welfare. And as long as I have anything to say 
about it, we always will. That is the way it should be. ’ 

But don’t penalize the Boeing Co. because at this moment our work 
is almost entirely Government. That should be a mark in our favor. 
It could have been otherwise. But it would not have been to the 
benefit of the United States Government for it to be otherwise. 

What is needed in my opinion is a statement of Government policy 
on this matter, either in legislation or otherwise. : 

Mr. Vinson did that once in the Vinson-Trammell Act, and he said 
a profit rate of 12 percent. 

To my knowledge, we have never even approached that. But a 
statement of policy is needed from this congressional body, because 
trace it down to the way it works, where we go—and I don’t say this 
critically. It is the way it naturally would work. We go to Wright 
Field to negotiate a contract. The negotiator has instructions to 
negotiate for the Government and get that profit rate down just as 
low as he can. Our industry is highly competitive. We in effect take 
the rate that is given to us. 

Although I think this hearing is a fine thing, you can be sure that 
the fact that you are looking at profits will have a very definite effect 
upon the profit rates that we will be allowed. In other words, the 
negotiator, on up, is going to say, “I am not going to have Congress 
looking down on the back of my neck, and saying I gave some com- 
pany too much money.” And we don’t want that. All we want is 
something that is fair and reasonable, particularly in the light of our 
responsibilities. And I submit to you in all sincerity that what we 
have been given up to this point is insufficient. 

Thank you. 

Mr. Hésert. Thank you very much, Mr. Allen. 

We appreciate your statement. It is well-timed and well-founded. 

Mr. Netson. Mr. Chairman, may I ask a question——— 

Mr. Hfépert. Mr. Bates. 

Mr. Barss. Mr. Allen, that was a magnificent statement. I think 
you were performing a tremendous service to not only the United 
States but for the entire free world, because if it was not for Boeing 
today, perhaps, there would be no free world. 

I wonder if you could, because the matter is so complicated, trans- 
mit to this subcommittee something that should be included in the 
statement of policy that you indicated is so necessary? 

Mr. Auten. Would you like me to have recommended a piece of 
legislation, Mr Bates? I don’t quite understand. 

“Ar. Bates. You have suggested the need for a statement of policy. 

Mr. AuuEN. I see. 

Mr. Bates. On the part of the Congress. 

Mr. Aten. I[ see. 

Mr. Bates. You said in the Vinson-Trammell Act it was a reflec- 
tion of a certain percent? 
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(Mr. Allen nods.) 

Mr. Bates. I don’t know whether you mean a percent of sales, 
percent of net worth, or what you mean, or both, or combinations 
thereof. I don’t want to discuss it at length here. 

Mr. AuLEN. No. 

Mr. Bates. Because it would take much more time than we have. 

Mr, ALLEN. Yes. 

Mr. Bares. But would you expand the thoughts which you have 
stated here? 

Mr. ALLEN. Yes, sir. 

Mr. Bates. In a memorandum to the committee? 

Mr. ALLEN. Yes, sir. 

Mr. Barges. So we can have the benefit of your views. 

Mr. ALLEN. Yes, sir. 

Mr. Barss. Okay. 

Mr. Huss. Mr. Nelson wants to ask a question. 

Mr. Hféperr. Mr. Nelson. 

Mr. Neztson. Mr. Allen, you have said that the aircraft industry 
is a highly competitive field. 

(Mr. Allen nods.) 

Mr. Netson. And you have also indicated that you think it should 
be so? 

Mr. ALLEN. Yes, sir. 

Mr. Netson. Could you tell this committee what company in the 
United States competes with Boeing in the field of heavy jet bombers? 

Mr. Aten. Yes, sir. I don’t know of any important piece of 
business we have, Mr. Nelson, that we didn’t come by in the severest 
kind of competition. Let’s take the B-47, for example. 

I remember that we were offered a contract—we had done quite a 
little development work of our own on swept wing bombers. There 
wasn’t any such thing at the time. Right after the war we were 
offered a fixed price contract to design and develop two B—47 bombers, 
for a fixed price of 

Mr. SkeeNn. About $7% million, roughly. That is for the total—— 

Mr. ALLEN. No; about $14 or $15 million, I can’t remember. 

We took that contract, recognizing that we would probably lose 
money on it. We did lose some money on it. We brought those 
two airplanes out. At thesame time Martin brought out a jet bomber. 
Consolidated brought out a competing jet bomber. And North 
American had already had one out. We got the business. 

Once you get the business, that doesn’t mean that the competition 
is over. Any good manufacturer realizes that if he is to keep that 
business until the model becomes obsolete, he must continue to improve 
it to the extent of his ability. 

Also, he recognizes the matter of price and cost. We realize, and 
we know, that we have the business we have today because we run 
an efficient operation. We do everything we can to keep our costs 
down. And that is detailed, some of the methods we use. 

Let’s take the B-52, if you want me to pursue it. I don’t know 
whether you remember that situation or not. i know that the 
B-52—we were in jeopardy of losing the B—52 contract before the 
airplanes were completed half a dozen times. The Air Force was on 
the point of canceling. When we finally did bring it out, it was in 
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competition with the B—60, which was a development of Consolidated 
Aircraft Co., from the B-36. 

In other words, it was the swept-wing jet B-36. We won that 
competition. 

Mr. Netson. Isn’t it true, Mr. Allen, that giving all credit to your 
company—because I think it is a wonderful one—isn’t it true that 
once you develop a prototype like the B-47 and the B—52 and win 
the competition, that you have a practical monopoly on that par- 
ticular field of aircraft? 

Mr. ALLEN. Certainly no one else is building B-52’s. But there 
are competitive aircraft coming along. And it is up to us to keep the 
B-52 the best bomber as long as we can. 

Mr. Neuson. What I would like to know is what is the source of 
these competitive aircraft? Who is building them? Who is build- 
ing, for instance, an aircraft that is competitive with the B—52? 

Mr. Aten. I know that Consolidated has under construction the 
B-58. Whether that would be considered by the Air Force as a 
long-range bomber or whether it will be considered as competitive 
with the B—47, I don’t know. It is under development. 

Mr. Netson. Is Consolidated developing that prototype on its 
own funds or on Government funds? 

Mr. AuuEN. No; it is a Government—now J am no expert on 
Consolidated contracts. 

Mr. Hépert. Mr. Allen, vou will not be called on to comment on 
any other company. 

Mr. Atuen. I would assume it was developed like the B—52. 
In other words, we were given a developmental contract to build two 
B-52’s. Having built those prototypes, we were then given a pro- 
duction contract. I think the B—58 has gone beyond that. I think 
they have a production contract at this point. 

Mr. Ne son. So that actually, Mr. Allen, competition in the heavy- 
bomber field is being kept alive on Government funds? 

Mr. ALLEN. Certainly. I don’t know who else you would build 
bombers for. 

Mr. Netson. That is true. But you win the competition on the 
B-52 and then the Government goes out and sponsors somebody else 
to compete with your B-52. : 

Mr. Auten. Absolutely. The Government sees to it that it is 
highly competitive. And that is the way it should be. And if we 
ever have it otherwise, we are whipped. 

Mr. Netson. That is the point I was trying to get. 

Mr. ALLEN. Yes. 

Mr. Hféserr. Wouldn’t you say in justice, too, Mr. Allen and 
Mr. Nelson, that Congress—getting in Congress is a pretty highly 
competitive field and it is all on Government funds after we get here? 

Mr. Auten. I don’t consider myself an expert on that subject. 

Mr. Hésert. Thank you very much, Mr. Allen. The committee 
will recess until 10 tomorrow morning, when Martin will be back. 

Mr. Courtney. Following them will be Fairchild. 

Mr. Hféserr. Following Martin will be the Fairchild Co. Thank 
you both. 

(Whereupon, at 11:55 a. m., the subcommittee recessed to reconvene 
at 10 a. m. the following day, Thursday, February 23, 1956. Testi- 
mony of Fairchild Co. on February 24, 1956, follows Boeing Co. 
answers to questionnaire.) 
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ANSWERS TO QUESTIONNAIRE 


QUESTIONNAIRES RELATIVE TO MopeL KC-97, B-—47, RB-47, B-52, RB-52, 
AND KC-135 PropuctTion PROGRAMS 


The following information is submitted in regard to: (1) procedures followed 
in compiling the information requested in the questionnaires submitted to the 
company on the KC-97, B—-47, RB-47, B-52, RB-52, and KC-135 production 
programs; (2) explanatory comments relative to terms used and to certain pro- 
visions of the company’s contracts; and (3) the schedules on which the answers 
to the various questions are set forth. The information is applicable to all con- 
tracts under the various programs. Comments that pertain to specific contracts 
are included on the applicable contract schedules. 

Information relative to contracts for the Model XB—47 and the Model YB-—47 
airplanes which were delivered in 1948, and for the Model X B—52 and the Model 
Y B—52 airplanes which were delivered in 1953, has not been submitted. These 
programs, as indicated by the model designations, were for the production of 
experimental-type aircraft. In addition, information has not been submitted 
relative to Model C~—97 contracts, which preceded the contracts for the Model 
KC-—57 airplanes. All Model C-97 airplanes were delivered in 1951 and prior 
years. 

It is noted that in the various sections of the report, renegotiation refunds, if 
any, that may be required for 1952 and subsequent years, have not been considered 
in determining contract profits, total net earnings, or net worth. 


I. Contract description (questions 2, 3, 4, and 5) 


The date of the letter contract has been submitted as the date the company 
was authorized to proceed with the work under the various contracts. In certain 
instances a notice of award was received prior to the letter contract; however, 
expenditures prior to the date of the letter contract were nominal. 

The fixed-price, incentive-type (target) contracts under which a substantial 
number of the company’s production programs have been or are being performed 
provide for the establishment of a firm target cost and a firm target sales price 
after a certain amount of cost experience under the contract has been gained. 
The firm target cost and sales price is normally established as to airplanes after 
the delivery of a certain number of airplanes or, in certain instances, after the 
shop completion of a specified number of airplanes. As to spare parts and other 
contractual items, the firm target cost and sales price is established at the time 
the items are contracted for. Under contract AF33(600)—28410 for Model KC— 
135 airplanes, however, the firm target cost and sales price was established at 
the time the airplanes were contracted for. The incentive type (target) contracts 
further provide that if actual costs at the completion of the contract are less 
than established target costs, the company will share in 20 percent of such cost 
underrun, The remaining 80 percent will be applied as a reduction of the con- 
tract price to the Government. If a cost overrun is incurred, the company ab- 
sorbs 20 percent of such overrun, and the sales prices of articles under the contract 
are increased by the 80-percent portion of the cost overrun until such time as 
the maximum sales price provided by the contract is reached. Thereafter, over- 
runs beyond that point are fully absorbed by the company. 

The answers to questions 2, 3, 4, and 5 for each contract are set forth on the 
“contract description” schedule under the respective contract sections of the 
report. 


II. Information relative to contract sales price and profit (questions 6, 7, 15, 16, 
and 21) 


The final negotiated sales price has been used for those fixed-price, incentive- 
type (target) contracts on which final price negotiations for all contractual items 
have been completed. On contracts where negotiations have not been concluded 
the contract sales price includes the final price of the contractual items for which 
final price revision negotiations have been completed, and an estimate of the final 
sales price that will result at the time of final price revision negotiations on the 
remaining items. In those instances where negotiations for the establishment of 
a firm target sales price have not been completed, the contract sales price set forth 
represents the company’s most current estimate as to the sales price that will be 
negotiated at the time the firm target under the contract is established. It is 
noted that the sales price under such contracts may possibly be further adjusted at 
the time of final price revision negotiations. 

Under cost-plus-a-fixed-fee contracts, the sales price for airplanes, spare parts, 
and other contractual items, represents the company’s most current estimate as 
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to the costs allocable to the contract that will be reimbursed, plus the total of the 
fixed fee provided for under the contract. 

Unit sales prices have been set forth for only the airplanes on the fixed-price 
incentive-type (target) contracts. The unit sales price represents the average price 
of the airplane on the basis of the initial statement of work, plus a pro rata share 
of the sales price of all engineering changes and certain other related work that is 
included under the airplane portion of the contract. In those instances where the 
final sales price for the airplane portion of the contract has not been finally de- 
termined, the unit sales price has been adjusted on a pro rata basis for the esti- 
mated adjustment that will result at the time of final price revision negotiations, 

It should be recognized that in comparing or evaluating the unit sales prices of 
airplanes delivered under different contracts of the same program, consideration 
must be given to the fact that engineering changes are continually being incor- 
porated into the airplane with a substantial affect on the average unit-sales prices 
of airplanes as between contracts. Further, changes in the subcontract structure 
and delivery schedule adjustments at the request of the Government may have 
substantial affect on the average unit sales prices of airplanes delivered under the 
various contracts of a program. 

Although unit sales prices are established for spare parts, and other contractual 
items contracted for under fixed-price, incentive-type (target) contracts, the sub- 
stantial number of items involved makes it impracticable to furnish the detail of 
such prices. 

Since CPFF contracts provide for the reimbursement of allowable costs and 
expenses as incurred, plus a fixed fee, and do not provide for the establishment of 
unit sales prices, the unit sales price of airplanes delivered under such contracts 
has not been computed and included in this report. 

The estitrated total profit under each of the contracts included in this report 
represents the company’s most current estimate of the profit that will be realized 
after the allocation of all costs and expenses incurred in its operations except for 
interest, entertainment, and “‘selling’’ expenses. Although certain of the costs 
and expenses allocated to the contracts were not allowed in the negotiation of 
contract sales prices, such expenses are ordinary and necessary to the company’s 
operations and therefore have been allocated to the various contracts included 
in this report in determining the profits realized. Until such time as the final 
contract sales price has been negotiated and until such time as all costs of perform- 
ing the contract have been incurred, the total profit is estimated and is subject to 
adjustment. 

It is noted that the total contract profit in certain instances includes incentive 
profits that the company has earned or anticipates earning under the incentive 
provisions of fixed-price, incentive-type (target) contracts. 

The profit or the estimated profit per airplane under the various contracts 
covered in this report represents the estimated average unit profit as determined 
on the basis of the total estimated profit for the airplane portion of the various 
contracts. 

The monetary value of the changes covered by either change order or supple- 
mental agreement that substantially affect the contract sales price and the mone- 
tary value of adjustments resulting from the establishment of the firm target 
sales prices and final price revision negotiations, including estimates where appli- 
cable, are set forth in detail for each contract. Although the monetary value of 
minor changes has not been set forth in detail, the value of such changes has 
been submitted in total. The number, date, and scope of all change orders and 
supplemental agreements, except for those issued and canceled, or as not yet 
executed, have been set forth for each of the contracts included in this report. 

The answers to questions 6, 7, 15, 16, and 21 for each contract are set forth 
on the “Information Relative to Contract Sales Price and Profit’? schedule under 
the respective contract sections of the report. 


IIT. Costs by element (question 8) 

Information relative to the total estimated costs and expenses applicable to 
the various contracts included in this report has been submitted on the basis 
of the classifications utilized in the company’s cost accounting system. Total 
estimated contract costs include actual costs incurred under the various con- 
tracts through June 30, 1955, plus the company’s most current estimate as to 
the costs necessary to complete the work provided for under the contracts. 

Overhead costs have been segregated into four classifications: Manufacturing, 
engineering, general and administrative, and research. Manufacturing and engi- 
neering overhead have been allocated to contracts on the basis of direct labor 
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hours, and general and administrative and research overhead have been allocated 
on the basis of combined manufacturing and engineering direct labor-hours. 
The total overhead in each classification by year and the allocation of such 
totals to the individual contracts are set forth on tables A-4, B-5, C-5, and 
D-2 of the report. 

Development costs incurred in connection with the instrumentation and mainte- 
nance of flizht-test articles, and the construction of models, mockups, static-test 
articles, static-tests jigs, and training devices, which relate to specific programs, 
have been charged directly thereto. 

The research overhead classification includes the cost of general research and 
developmental activities relating to preliminary design work on various types of 
aircraft; preliminary design in the field of guided missiles; studies in the field of 
aerodynamics, aircraft systems, structures, and materials; investigations and de- 
velopment of various manufacturing processes; studies in the propulsion field; 
and production relating to costs of models, mockups, and prototypes. 

The amount of overtime charged against the various contracts represents the 
premium pay with respect to hours worked in excess of the normal workday 
throuzh June 30, 1955, plus an estimate, based on experience and projected 
schedules, of the premium pay that will be incurred in connection with the com- 
pletion of the contract. The amounts charged to each contract are set forth as a 
footnote to the ‘‘Costs by Element” schedule in the applicable contract section of 
the report. 

Outside production costs include the cost of those components that could have 
reasonably been produced in the company’s plants, but which were subcontracted 
by reason of shop-load requirements or by direction of the Air Force. In deter- 
mining those companies with which subcontracts aggregating in excess of $100,000 
were placed, a review was made of all outside production costs. Although the 
review was made on a detailed basis, it is possible that certain companies with 
total subcontracts aggregating in excess of $100,000 were omitted from the listing 
included in this report. However, the review was conducted in such a manner 
that the lifting includes all companies with which individual purchase orders in 
excess of $100,000 were placed. Schedules setting forth the names and addresses 
of the applicable companies and the aggregate dollar amount of subcontracts are 
included under the respective contract sections of the report. 

The detailed cost information requested under question 8 is set forth on the 
““Costs by Element’’ schedule which is included for each contract covered in the 
report. 


















IV. Salaries and incentive compensation of officers with annual compensation in 
excess of $20,000 (question 9) 

Salaries and incentive compensation of officers with annual compensation in 
excess of $20,000 are set forth in detail on table E-1 of the report. Where an 
officer was elected during a year, his total annual compensation for that year has 
been submitted. The allocation of the compensation of the officers listed on 
table E-1 to the various contracts is set forth on tables A—5, B-6, C—6, and D-3. 
V. Stock rights (question 10) 

The company does not issue stock rights to officers or employees. 

VI. “Selling expenses’’ (question 11) 


“Selling expenses” have not been charged to any of the contracts included in 
this report. 


VII. Contributions or dues paid to trade organizations of public informational media 
and consultation and advisory fees (questions 12 and 13) 

Contributions and consultation and advisory fees are itemized in detail on 
tables E-2 and E-3, respectively, of the report. The allocation of these amounts 
to the various contracts is set forth on tables A—5, B-6, C-6, and D-3. 

VIII. Travel expenses (question 14) 

The allocations of traveling expenses to the various contracts is set forth on 
tables A-5, B-6, C-6, and D-3 of the report. 

Entertainment expenses have not been charged to any of the contracts included 
in this report. 


1X. Depreciation (questions 17 and 18) 


The allocation of depreciation to the various contracts is set forth on tables 
A-5, B-6, C-—6, and D-3 of the report. 
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No amount is carried in any other item or category on the company’s books as 
a reserve for depreciation or any other similar accumulation. 


X. Amortization (questions 19 and 20) 


The allocation of amortization to the various contracts is set forth on tables 
A-5, B-6, C-6, and D-3 of the report. 

No amount is carried in any other item on the company’s books as a reserve for 
amortization. 

The amortization charged to the various contracts in this report represents the 
amortization of emergency facilities allowable for Federal income tax purposes 
which is in excess of normal depreciation. 


XI. Sales for the years ended December 31, 1952, 1953, 1954 and for the 6-month 
period ended June 30, 1955 (question 22) 
An analysis of the company’s sales for 1952, 1953, 1954, and the 6-month 
period ended June 30, 1955, is set forth on table E—4 of the report. 


XII. Capital stock, dividends, and net worth (questions 23, 24, 25, 26, 27, and 28) 


Information relative to the company’s capital stock, dividends, and net worth 
is submitted on table E—5 of the report. 


XIII. Government-owned facilities being utilized at June 30, 195! 
and 30) 


The amount of Government-owned property which was being utilized by the 
company in the performance of its contracts as of June 30, 1955, is set forth on 
table E-6 of the report. 

The Government-owned plant at Renton, Wash., was administered by the 
General Services Administration of the Government for the years 1951 and prior. 
The company paid a rental of approximately $700,000 for the year 1951 and com- 
parable rentals for earlier years, the amount being determined principally by the 
space being utilized. As of October 1951 the administration of the plant was 
transferred to the Air Force. Since that time the plant has been furnished to the 
company rent free under the terms of special facilities contract W33-—038 ac— 
22291. In addition, the company paid a nominal rental through the year 1953 
on an office building located adjacent to the Seattle plant IT. 

The company is required to pay rent (usage charge) for Government-owned 
facilities that are utilized in the performance of nonprincipal Government con- 
tracts or commercial production. The usage charge paid for these facilities for the 
period 1946 throuzh 1954 amounted to approximately $300,000 and has been 
charged to the applicable contracts. 


XIV. Total Compensation Paid to ‘‘Retired”’ Officers of the United States Military 
Establishment (question 31) 

Total compensation paid to “retired” officers of the United States Military 
Establishment who were in the employ of the company in 1952 and subsequent 
years is set forth in detail on table E-7 of the report. ‘‘Retired’’ officers of the 
United States Military Establishment have been defined and included in this 
report as being ‘‘career officers in the regular service of the Military Establishment 
who are retired either for age, length of service, or disability drawing retired pay 
and subject to recall under provisions of various statutes’’. 

Since the compensation paid to “retired”’ officers in the employ of the company 
did not in any instance represent a material amount and since the determination 
of the amounts of such compensation that were charged to the various contracts 
included in this report would have required a detailed and time-consuming review 
of the payroll records, such information has not been submitted. 

XV. Balance Sheets (question 32) 

Copies of the company’s annual reports to stockholders for the years 1952, 

1953, 1954, and 1955 on page 1924. 


Notre.—Table B-3 will be found on page 1852; table B—5 on page 1849. Other 
tables referred to above follow in alphabetical and numerical order. 


(questions 29 
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Contract AF33(038)-—14764 


231 Mope, KC-97 ArrpLaNges, SPARE Parts, Spectat Toots, Grounp Hanp- 
LING EQuIPMENT MosiLE TRAINING UNITS AND TRAINING PaRTs 


FIXED-PRICE INCENTIVE-TYPE (TARGET) CONTRACT; DATE OF DEFINITIVE CONTRACT, 
DECEMBER 26, 1950; DATE OF LETTER CONTRACT (AUTHORITY TO PROCEED), JULY 
14, 1950 


TABLE A-1.—Contract AF33(038)—14764 
Contract sales price and profit . 


Final contract sales Te, RE OY | Sp eee eee, ny ae $234, 749, 936 
SS STN Oe _--~ 216,926, 977 





1 Here Rents ies eS IRE a yen RN se Tee 








skpabinbhnids 818, 267 
eee EA 60, 386 


pinata ___.. 186, 653, 965: 








Initial definitive contract sales price__-_..__---- 
Contract changes: ! 

Change to tanker configuration (C—-97E to 

KC-—97E) and increase the contract from 215 


airplanes to 231 airplanes_____-__..._-_-__- $31, 037, 487 
Adjustments to contract sales price resulting 
from: 
Target reset negotiations—Airplanes____ 10, 276, 298 
Final price revision negotiations—Air- 
peenet: J cecewcsl use tdeomic _ (4, 488, 503) 


Final price revision negotiations—Spare 
parts, special tools, mobile training units 
end Greteiner wie). fee. bs cen: 5 (1, 930, 233) 
Engineering changes, including change to small 
diameter in flight refueling tanks, and other 
mrtinieni oS. ca petted Seats Set Ge 13, 200, 922 48, 095, 971 





Final contract sales price... ...................-..- 234, 749, 936 


1 The monetary value of changes that substantially affect the contract sales price and adjustments resulting 
from target reset and final price revision negotiations are set forth in detail. The number, date, and scope 
of all change orders and supplemental agreements is included in table A-1.2. 


TaBLE A-1.1.—-Contract AF33(038)—14764 


Costs by element 

woe ee ee ees $3, 113, 172 

a gg we RAS ry peed 666, 885 
BPR BS Boe. apf 3 2, 863, 361 


Engineering labor- 
Developmental labor___ 
Tooling labor-__-__-__- 





Production labor ___ ___ hla A _... 29,153,013 $35, 796, 431 
Developmental material... eel 818, 470 
Tooling material_____- a hd Me a 414, 186 
Production material and purchased ‘equipment ae 053, 126 46, 285, 782 
Direct charges _ _ _ - Pas SEs ee er 1, 751, 596 
Outside production ( (table A-1. De: eicuvshews pace iawn 75, 278, 974 
Manufacturing overhead______..___----_- eee! 009, 225 
Engineering overhead _ engte pele ee naten aly aleve 2, 716, 167 
General and administrative overhead__________-. i 2, 395, 179 


Benmeeroh Overhead 26.5. od siielnd VSS ees cin mesa 1, 693, 623 57, 814, 194 





$216, 926, 977 
NOTES 


Total costs include actual costs incurred through June 30, 1955, plus the estimated costs to complete the 
contract. Approximately 99 percent of the total estimated costs of performing this contract had been 
expended through June 30, 1955. 

Overtime charges incurred through June 30, 1955, plus an estimate of the overtime charges that will be 
incurred in connection with the completion of the contract total $701,799. 

A summary of the allocation of the various types of overhead to this contract is set forth in table A-4. 
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A-1.2.—Contract A F33(038)—14764 change orders and supplemental 





Scope 





16 KC-97E’s, redesignation of C-97E’s to KC-97E’s, spares, etc. 
an special tools exhibit “B,” 
gratuities and metalworking machinery reports. 


Miscellaneous CCN’s, specification changes and increase in amount of 


specification changes, and inerease in amount of 
items 4 and 7 and addition of item 20 (engineering changes for item 10). 


Miscellaneous CCN’s; other miscellaneous changes. 
Price redetermination after delivery of 36th airplane. 


New item 24; miscellaneous CCN’s; revision 3 to exhibit ‘‘A’’; revision 2 to 
Revision 3 to exhibit ‘‘C’’; new items 25 through 30; miscellaneous MC R’s 
Settlement agreement for terminated airplane 51-390. 

Addition of items 32 and 33; revision 4 to exhibit ‘“‘A’’; miscellaneous 


Final price redetermination for items la and 10; decrease amount for spares 

revisions 2 and 3 to exhibit “B’’; 
miscellaneous CCN’s; miscellaneous other changes. 

Decrease funds for spares (item 4); revisions 6 and 7 to exhibit ‘“A’’; re- 

revision 4 to exhibit “‘C’’; modify con- 
figuration of quick-engine-change kit called for under item 31. 

Final price redetermination for items 4, 5, and 6; removal of excess funds 

“A’’: cancel CCN 210 called for 


Revisions 9 and 10 to exhibit ‘‘A’’; decrease funds for special tools and ground 
handling equipment (item 5); authorization to delivery 12 KC-97G air- 
planes without AML-52 antenna mast installed (item 1) (CCN 339). 


TABLE 
agreements 
Number Effective date | 
8S. A. 1.....--}] Nov. 20,1951 
C. O. 2. Dec. 29,1951 | Miscellaneous CCN’s, spare parts exhibit ‘‘A,”’ 
C.0.3 Dec. 28,1951 | Exhibit “‘C’’ (training parts). 
CG. @. G2is-< Apr. 29, 1952 
item 19. 
Ch Oh Gases May 6,1952 | Add paragraph (g) to article B-1. 
C. O. 6_. Sept. 5,1952 | Miscellaneous CCN’s, 
C.0. 7% July 28,1952 | Supplement 1 to spares exhibit ‘‘A.” 
G, &.%.. Nov. 4,1952 | Rev. 1 to exhibit “A.” 
Rev. 1 to exhibit “B.” 
Increase funds for item 4, amend item 10C. 
Cc. 0.9 Oct. 29.1952 
S. B. Dec. 22, 1952 
Cc. 0.11 Oct. 31,1952 | Rev. 2 to exhibit “‘A.’’ 
Rev. 1 to exhibit “C.” 
Miscellaneous CCN’s. 
New item 22 and other miscellaneous changes. 
C. O. 12___...}| Dec. 10,1952 | Increase funds for spares (item 4). 
Termination | June 4,1953 | Terminate KC-97F Airplane 51-390. 
notice. 
S. A. 13...-...| July 16, 1953 
exhibit ‘‘C’’; other miscellaneous changes. 
G.:0; Binns June 16, 1953 
and CCN’s. 
8S. A. TS-15 Feb. 26, 1954 
 e ees June 29,1953 | Addition of new item 31. 
8. A. 17.......] Sept. 4, 1953 
changes. 
8. A. 18.......| Nov. 30, 1953 
(item 4); revision 5 to exhibit ‘‘A’’; 
C, O, 19......| Mar. 31, 1954 
visions 4 and 5 to exhibit ‘‘B’’; 
| eee June 4, 1954 
from items 4 and 5; revision 8 to exhibit 
by C. 0. 9 (COSW 4). 
3 Dec. 28, 1954 
Administra- | Apr. 20,1955 | Release of excess funds. 
tive notice 
1 
Administra- | Aug. 15, 1955 Do. 


tive notice 
3. 
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TasBLe A-1.3.—Contract AF33(038)—14764 


Companies with which subcontracts aggregating in excess of $100,000 were placed 


Name and address Amount 
Bendix Aviation, 1160 Sherman Way, North Hollywood, Calif__-__- $1, 356, 123 
Castle Industries, Paine Field, Everett, Wash____________________ 140, 886 


Certified Manufacturing Co., Inc., 15499 Pacific Highway South, 
ce Ne |S a eee elgs 5. ee ee eer Diy ees 134, 199 
Cleveland Pneumatic Tool Co., 3781 E. 77th St., Cleveland, Ohio__ 3, 002, 114 


Continental Can Co., Inc., Coffeyville, Kans____ aa 379, 413 
Farwest Trading Co., 209 First Ave. South, Seattle, Wash_:.._____ 105, 000 
Foote Bros., 4545 Southwestern Blvd., Chicago, Ill__..___---._____ 1, 880, 310 
Gilfillian Bros., 1815 Venice Blvd., Los Angeles, he A al i Gated 211, 368 
Goodyear Aircraft Corp., 1210 Masillon Rd., Akron, Ohio______-_- 5, 856, 282 
Iron Fireman Mfg. Co., 4784 SE. 17th Ave., Portland, Oreg___.___ 5, 936, 977 
Libby-Owens-Ford Glass Co.., Nicholas Bldg., Toledo, Ohio_______- 335, 132 
Mid-Western Industries, Inc., 1009 S. West St., W ichita, ee ae 435, 074 
Oro Manufacturing Co.., 1425 E. Michigan Ave. Adrian, Mich___-_-_ 146, 491 
Pittsburgh Plate Glass Co., 125 Colfax St., Springdale, | aS 199, 096 
Rohr Asrorelt: Corn., Chula Viste, AQ cc oo tcc ecm ener nnd 27, 052, 561 

tyan Aeronautical Co., Lindbergh Field, San Diego, Calif________- 16, 285, 563 
Sprague Engineering & Sales C Jorp., 1144 West 135th St., Gardena, 

Re ie Sia Ok ea ie ne A aes cee oi RE 374, 687 
Tubular Aircraft Products Co., Inc., 225 N. Madison Ave., Los 

ee oS Ree a Se Ete ee 198, 335 
Vard, Inc., 2981 E. Colorado St., Pasadena, Calif..........._._--- 1, 415, 215 
Weber Aircraft Corp., 2820 Ontario St., Burbank, Calif__________- 176, 749 


Contract AF33(600)—5805 


318 Mopet KC-97 ArrpLangEs, Spare Parts, Speciat Toots, MoBite TRAINING 
Units AND TRAINING PaRTs 


FIXED-PRICE INCENTIVE-TYPE (TARGET) CONTRACT; DATE OF DEFINITIVE CONTRACT, 
NOVEMBER 19, 1952; DATE OF LETTER CONTRACT (AUTHORITY TO PROCEED), 
AUGUST 14, 1951 


Information relative to contract sales price and profit 
TaBLE A-2.—Conrtract AF33(600)—5805 


en GAOT, ARIRS CRO mr ert re nn ee See $311, 164, 864 
Estimated costs at completion (table A-2.1. | ARIE TE ee te 289, 206, 159 





ai EA tees Ne Se ome 21, 958, 705 








i COIR PTTINNNY ONIN 25 ge th oe eee 834, 299 
LES SALES LLL OLD OLA 58, 109 


Initial definitive contract sales price 
Contract changes !: 
Adjustments to contract sales price result- 


SE a ne eR a, ee 331, 171, 440 


ing from: 
Target reset negotiations—airplanes____ $(11, 855, 650) 
Final price revision negotiations— 
SEC ROSE idntere Sees (7, 155, 452) 


Final price revision negotiations—spare 
parts, special tools, mobile training 
units and training aids____________-_ (289, 538) 
Engineering changes and other articles______ (705, 936) 





(20, 006, 576) 
TMS AS ey dS Fe et Te ..----- 311, 164, 864 


! The monetary value of changes that substantially affect the contract sales price and adjustments 
resulting from target reset and final price revision negotiations are set forth in detail. The number, date, 
and scope of all change orders and supplemental agreements is included in table A-2.2. 





Final contract sales price 
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TasieE A-2.1.—Conrtract AF33 (600)—5805 







































Costs by element 


Ee ee ee $2, 049, 225 
OE EP 488, 022 
pes ie 5 ees 2, 715, 901 
RS oh ee Le nae woaem one 27, 18a, 711 

= — $32, 386, 859 
Mevelonmental macenal: -.-- = 22 ........-..,... 402, 992 
IGRI SUR NDNE Se ee ns a a 377, 616 
Production material and purchased equipme nt-_.. 57, 634, 055 

— - 58, 414, 663 
I AN Pa a ee ng aim oe & cpl Fa 8, 093, 202 
Outside production (table A—2.3)_.-____-_-- ee eeecd é 133, 224, 033 
Manufacturing overhead ___-_________-------- 19, 145, 377 
nmineerine Wenn. 325.545 <5... 5-- oe nue 1, 809, 311 
General and administrative overhead_________- 2, 392, 132 


Research overnead......=.........- Beet Bi 3, 740, 582 
, 087, 402 
eee PSE eee datas 289, 206, 159 
NOTES 
Total costs include actual costs incurred throuczh June 30, 1955, plus the estimated costs to complete the 
contract. Approximately 99 percent of the total estimated costs of performing this contract had been 
expended through June 30, 1955, 
Overtime charges incurred through June 30, 1955, plus an estimate of the overtime charges that will be 
incurred in connection with the completion of the contract total $829,380 
A summary of the allocation of the various types of overhead to this contract is set forth in table A-4. 


TaBLE A-2.2.—Conrract AF33(600)—5805 


Change orders and supplemental agreements 





No. Effective date | Scope 
| oe : ‘ 
ik Real June 26,1953 | Exhibit C, miscellaneous CCN’s and miscellaneous changes. 
S. A. 2........] Apr. 29,1954 | Add item 8: 4 sets of KC-97G trainer units. Add item 9: Training trans- 
| parencies. Add item 10: Engineering changes. Add ‘Renegotiation.”’ 
C. O. 3.___-...| Aug. 17,1953 | Revision 1 to exhibit C; exhibit B; miscellaneous CC N’s: amend exhibit A. 
2 eae May 7, 1954 | Interim price revision for item 1 


C. O, 5.__-.._| Jan. 27,1954 | Exhibit A; revision 1 to exhibit A; revision 1 to exhibit B; revision 2 to 
exhibit C, new item 11: miscellaneous CC N’s; amend data requirements; 
| miscellaneous other changes. 

C. O. 6.......| Apr. 13,1954 | Revision 2 to exhibit A. 

C. 0.7.......| Apr. 16,1954 | Decrease ay" for special tools (item 3). Add item 12: MCR 408 Retrofit 
kits and a time compliance technical order. Add item 13: Modify 6 
inflight refueling trainers; miscellaneous ECP’s; miscellaneous other 
changes. 





| 
i 

8. A. 8........] May 13, 1954 | Add item 14: C-97A modification kits. 

C. O.9.._....| May 26, 1954 | Revision 3 to exhibit A; cancellation addendum to exhibit A; revision 3 to 
| exhibit C; ame nd engineering data exhibit A; amend item 6; miscellan- 
| eous CCN’s 

C. 0. 10......| Oct. 7, 1954 ae of claim for ECP BO-371; miscellaneous ECP’s, MCR’s, and 

‘CN’s; decrease funds for spares (item 2); revision 4 to spares exhibit A 
aes 2); revision 2 to special tools ex! hibit B (item 3); rewrite item 12; 
| substitute specification MIL-Q-5923B for MIL-Q-5923A; amend June 
|} and July 1954, delivery schedule for item 1 

See) cy oe Dec. | Revision 5 to exhibit A; revision 3 to exhibit B; revision 4 to exhibit C 

eS . Se May Revisions 6, 7, 8, 9, and 10 to exhibit A. 

8S. A. 14 Mar. 2: Revision 4 to exhibit B. 





Administra- June 20, 1988 
tive no- 
tice 


Release of funds as a result of DOD 7220.6. 
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TaBLeE A-2.3.—Conrractr AF33(600)—5805 


Companies with which subcontracts aggregating in excess of $100,000 were placed 


Name and address 


Aero Duct Co., care of J. M. Walthew Co, Post Office Box 15, Amount 
edgcin —~a. Senbgaganer Bong 1 csees Wee ge OO $185, 181 
Alba Engineering Co., Inc., 5707 South Alameda St., Los Angeles, 

Calif__ EP EAE A aie CASI Sie ee EP NNO Ta 171, 950 
Bendix Aviation, 1160 Sherman Way, North Hollywood Calif_-_-_-- 557, 026 
Benson Manufacturing Co., 1811 Agnes Ave., Kansas C ity, Mo_-.- 4, 920, 693 
Briggs Manufacturing Co., 20300 Mound Road, Detroit, Mich___- 39, 415, 156 
Castle Industries, Paine Field, Everett, Wash_________.________- 848, 841 
Chrysler Corp., Amplex Division, 6501 Harper Ave., Detroit, Mich_ 382, 225 


Cleveland Pneumatic Tool Co., 3781 East 77th St., Cleveland, Ohio. 3, 865, 394 
Emsco Derrick & Equipment Co., Post Office Box 2098, Terminal 


ae it | a Oy Se DE IES ae eae | ST 278, 386 
Evans Products MR EE aa a a a eee 170, 099 
Foote Bros, 4545 Southw estern Blvd., C ‘hicago, Ill. cease 2, 006, 652 
Goodyear Aircraft Corp., 1210 Massillon Road, Akron, Ohio. ___ 6, 618, 136 


International Harvester C o., 180 North Mic higan Ave., Chicago, Ill_ 3, 624, 789 
Iron Fireman Manufacturing Co., 4784 Southeast 17th Ave., 


Portland, Oreg__- Set Beaks ik bin we ch ave ee 5, 581, 169 
Langley Corp., 660 2d Ave., San Diego, kOe Rai 114, 592 
Libby -Owens-Ford Glass Co. ., Nicholas Bldg., Toledo, Ohio____--_- 515, 188 
Mid-Western Industries, Inc., 1009 South West 'St., Wichita, 

OE aa LS Bede elie ER tla rn BW Ui lea a 406, 389 
Pittsburgh Plate Glass Co., 125 Colfax St., Springdale, Pa_______- 353, 144 
Ravenna Metal Products, 6518 Ravenna Ave., Seattle, Wash_ -____ 235, 811 
sohr Aircratt Corp., ‘Chula Viste; Call... e .~--+.------ 35, 147, 863 
Ryan Aeronautical Co., Lindbergh Field, San Diego, Calif______-_- 15, 773, 050 
Vard, Inc., 2981 East Colorado St., Pasadena, Calif_......._____- 1, 470, 569 
Weber Aircraft Corp., 2820 Ontario St., Burbank, Calif. _._______ 679, 300 
Westholt Manufacturing Co., Post Office Box 1714, Wichita, 

RR GE 9 5 ELE OIE IY ck 5 Riel ple 278, 555 
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Contract AF33(600)—22235 


262 Mopet KC—97 ArIRpLANEs, Spare Parts, Specitat Toots AND GROUND 


HANDLING EQUIPMENT 


FIXED-PRICE INCENTIVE-TYPE (TARGET) CONTRACT; DATE OF DEFINITIVE CON- 
TRACT, JANUARY 15, 1953; DATE OF LETTER CONTRACT (AUTHORITY TO PROCEED) ; 
AUGUST 21, 1952 

TABLE A-3.—Conrract AF33(600)—22235 


Information relative to contract sales price and profit 


Estimated final contract sales price____.._____-___----_-- _.... $200, 646, 210 
Estimated costs at completion (table A- 5) raya -. 186, 281, 402 
A eee de iil oe sialic dh a A ae Wee — 4wel wi “14, 364, 808 
Estimated unit airplane sales price__-- - - -- oe raee : 651, 199 
Estimated profit per airplane__.____........_---- lene Pa. 46, 361 
Initial definitive contract sales price_____..-_-_-_-_- ee 243, 683, 828 


Contract changes: ! 
Reduction of airplane quantity from 270 to 


ee Rete res NS ares oe Cees ($6, 327, 992) 
Cancellation of cargo RRR. <u) 0! he ~*~ (3, 892, 076) 
Adjustment to contract sales price resulting 

from target reset negotiations—airplanes (33, 262, 565) 
Engineering changes and other articles_ __-_ 2, 986, 432 


Estimated adjustment to contract sales price 
that will result from final price revision 
penne = os a oe SS ewww ene (2,541,417) (48, 037, 618) 





Estimated final contract sales price___...._.-.....---. 200, 646, 210 


1 The monetary value of changes that substantially affect the contract sales price and adjustments re- 
sulting from target reset and final price revision negotiations, including estimates, are set forth in de‘ail 
The number, date, and scope of all change orders and supplemental agreements is included in table A-3.2. 

? Current estimate of the sales price adjustments that will be negotiated at time of final price revision. 
Final price revision negotiations for airplanes are scheduled for March 1957, and for spare parts and other 


articles in June 1957. 
TABLE A-—3.1.—Conrtrract AF33(600)—22235 


Costs by element 





TRIN I nb ed a ee, ORT, 5 oS .... $1, 740, 154 
Developmental labor___......_----------- ei) | ae 83, 009 
Co ee OOS Sa ES DS ee 984, 997 
oy SS a ee eee re NS CTE es 16, 593, 854 
—_—————— $119, 402, 014 
Dewelomenentepeneierial: |... ...-..-.05...6.2.4.. 224, 638 
Tooling material__ 22k SES aoe de ae 157, 777 
Production material and purchased equipment _ renee ee he 
--—-— — 38, 129, 909 
Direct charges ___-___. item tee, Ee. kt ae ce Ee 1, 526, 003 
Outside production (table MeL he Fo ik! Jot sick waacnswg 77, 218, 564 
Estimated direct costs to complete spare parts, “spe scial tools and 
rs rer eenOR, foes: cl cole 15, 241, 054 
Manufacturing overhead - - - -_--._----------------- a8, 633, 550 
I I ee ne cl aawcoun , 505, 900 
General and administrative overhead___..___________ : 539, 973 
ee 5 a i ee _.. 1,084, 435 


—_———_——_ 34, 763, 858 





2 EE ee EE ee ee oe 186, 281, 402 


' A substantial portion of the estimated costs to complete spare parts, special tools, and ground handling 
cumpaners is peemeetie to items which have been provisioned but for which a cost estimate by element has 
not n established. Cost experience on prior contracts indicates that approximately 80 to 90 percent of 
the costs of these items is incurred in the outside production, purchased equipment, and production material 
classifications. 

NOTES 


Total costs include actual costs incurred through June 30, 1955, plus the estimated costs to complete the 
contract. Approximately 58 percent of the total estimated costs of performing this contract had been 
expended through June 30, 1955. 

Overtime charges incurred through June 30, 1955, plus an estimate of the overtime charges that will be 
incurred in connection with the completion of the contract tota] $83,884. 

A summary of the allocation of the various types of overhead to this contract is set forth in table A-4. 
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TasiLe A-3.2.—Conrract AF33(600)—22235 


Change orders and supplemental agreements 








y Effective _ 

No. date | Scope 

a aa! Se «) Cuneta’. 

T.S.2.--.----| Oct. 22,1953 | Settlement agreement for 8 KC-97G airplanes terminated. 

C. O. 3__.._.-| Sept. 21, 1953 | a of spare parts provisioning document and miscellaneous 

N'S 

SS Sears Oct. 21,1953 | Increase funds for item 2. 

ce) Seas Mar. 24, 1954 | Miscellaneous CCN’s; revise par. (12a) to exhibit A; add Goodyear Air- 
| craft Corp. as subcontractor having no-charge use of facilities; add ex- 
hibit 2; miscellaneous changes. 

oS” May 17,1954 | Miscellaneous EC P’s; increase estimated price of item 2. 

i June 10,1954 | Miscellaneous ECP’s; add Cleveland Pneumatic as subcontractor having 


| no-charge use of facilities. 
GO, :6...<.. Dec. 23,1954 | Miscellaneous EC P’s and CCN’s; increase funds for item 2; delete item 4; 
attach spares exhibit A; attach special tools exhibit B; amend delivery 
schedule: miscellaneous other changes. 
Administra- | June 20,1955 | Release of funds as a result of DOD 7220.6. 

tive notice 


i cere Mar. 25,1955 | Price revision for item 1; attach revision 1 to spares exhibit A; attach revi- 
sion 1 to special tools exhibit B. Add item 8: Engineering changes, amend 
variation in quantities clause; rewrite true depreciation clause; increase 
handbooks and parts catalogs called for under exhibit A; miscellaneous 
ECP’s and CCN’s; add taxes clause. 


=) ae July 12,1955 | Attach revisions 2 and 3 to special tools exhibit B (item 3). 
7 * Ses July 14,1955 | Attach revisions 2, 3, and 4 to spares exhibit A (item 2). 
8. A. 12-1 Aug. 22,1955 | Attach revision 5 to spares exhibit A (item 2). 


Administra- | Aug. 15,1955 | Release of funds. 
tive notice 
2. 











1 Canceled. 
TaBLE A—3.3.—Contract AF33(600)—22235 
Companies with which subcontracts aggregating in excess of $100,000 were placed 


Name and addre<s 
_ Engineering Co., Ine., 5707 South Alameda St., Los Angeles, Amount 


TS 2 as SOREN se menca Ri ateten dnt Mla concrete Be INE ned ieee $226, 359 
Benson Manuf: acturing Co., 1811 Agnes Ave., “Kansas City, Mo___ 3, 154, 560 
Castle Industries, Paine Field, Evere + Wash_-___- 881, 220 
Certified Manufacturing Co., Inc., 1 5499 Pacific Highw: Ly South, 

ON Se ae ee a a eee ores 449, 820 
Chrysler Corp., Amplex division, 6501 Hs arper Ave., De troit, Mich- 21, 196, 526 
Cleveland Pneumatic Tool Co., 3781 East 77th St., CG leveland, Ohio- 3, 756, 297 


Emsco sig sem & Equipment Co, Post Office Box 2098, Terminal 

Pe PE | rr eee ae ore 358, 584 
Foote Bros., 4545 South We stern “Blvd., Oe | | ne ee ee ee 1, 072, 376 
Goodyear Aircraft Corp., 1210 Massillon Rd., Akron, Ohio____. 1, 608, 101 
International Harvester Co., 180 North Michigan Ave., Chicago, Ill_ 1, 916, 273 
Iron Fireman Manufacturing Co., 4784 Southeast 17th Ave., Port- 

ee A a a a eae ee eee ae ee ee 3, 786, 700 


Mid-Western Industries, Inc., 1009 South West St., Wichita, Kans- 588, 140 
Rohr Aircraft Corp., Chula Vista, Calif ___ _-__ a es 23, 674, 462 
Ryan Aeronautical Co., Lindbergh Field, San Diego, "5 Se ea 13, 796, 481 
Sutorbilt Corp., 2008 East Slauson Ave., Los Angeles, Calif___-~-- 223, 240 


Vard, Inc., 2981 East Colorado St., Pasadena, Calif..........---- 937, 394 
Weber Aircraft Corp., 2820 Ontario St., Burbank, Calif-_-_------ 534, 061 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 1893 


Contract W33-—038 ac—22413 


97 Move. B—47 AIRPLANES, SPARE Parts, Spectra Toots, GRouND HANDLING 


EquiIPMENT, MosiLeE TRAINING UNITS AND TRAINING PARTs 


COST-PLUS-A-FIXED-FEE CONTRACT, DATE OF DEFINITIVE CONTRACT, OCTOBER 31, 
1949; DATE OF LETTER CONTRACT (AUTHORITY TO PROCEED), SEPTEMBER 3, 1948 


TaBLE B-1.—Contract W33-—038 ac-22413 
Information relative to contract sales price and profit 


Winel qomieaet eae pmiae. oo. cosas. 222 ot _.._ $285, 175, 412 
Estimated costs at completion (table B—1.1)_ ~~ -- cial at he 271, 707, 099 


a ae rt ai irtete ne ene pees cnn mn nee 13, 468, 313 


Initial definitive contract sales price________-___.__-_- 27 ~ 993, 464, 170 
Contract changes: ! 


Additional contractor furnished equipment— 


Auto pilot and deceleration parachute__..... $2, 413, 635 
Pigalle Seige ere a ang RS 1 Sle 16, 394, 077 
Allotment of additional funds to cover costs in 

excess of the initial contract cost estimates... 30, 780, 563 
Engineering changes and other articles __-_-_--__- 12, 122, 967 61, 711, 242 


er eras 285, 175, 412 


Final contract sales price_.........--.-.--- 








1 The monetarv value of changes that substantially affect the contract sales price are set forth in detail 
The number, date, and scope of all change orders and supplemental] agreements is included in table B-1.2. 


TABLE B-—1.1.—Conrract W33-038 ac—22413 
Costs by element 


irra eo Ses Ch ce eee. . $13, 602, 535 
Develonpmener 100T. = ek inp SEP ake 5, 263, 304 
DOR I iitdendhc Ge Whee SEO ale wns aimee _ 15, 881, 557 
I Se os ok Be se als 46, 467, 760 
—_—_——§ $81, 215, 156 
Developmental material - - -_- phiccistaesd tasten rst iniasiasuicn:s ‘ 2, 391, 889 
TOOURG INANE sew ek ook Dee bk sek ae 4, 873, 529 
Production material and purchased equipment _ to") 32, 509, 878 


—————————._ 39, 775, 296 
Dipent Cent fa ees 5 he U2 se Coen eee ape iaies es <a 1, 293, 690 


Outside production (table B-1.3)___.____-._________- 56, 534, 821 
Estimated direct costs to complete spare parts, special tools, “ground 

handling equipment, and training parts !______~ ap pee : 825, 258 
Manufacturing overhead - - ------.-------------- a. 445 406; 126 
Engineering overhead _ states acer inte tdikabsini:s oll ee 
General and administrative overhead__________- or 3, 584, 499 


pecieen aunt ee ee cpa 534, 296 


———— 92, 062, 878 


ras eae ota ae ae 271 707, ¢ 099 


‘A substantial portion of the estimated costs to complete spare parts, special tools, ground-handling 
equipment, and training parts is applicable to items which have been provisioned but for which a cost 
estimate by element has not been established. Cost experience on prior contracts indicates that approxi- 
mately 80 to 90 percent of the costs of these items is incurred in the outside production, purchased equip- 
ment, and production-material classifications. 


gO Re ee ae ee ere eee Se eee 


NOTES 


Total costs include actual costs incurred through June 30, 1955, plus the estimated costs to complete the 
contract. Approximately 99 percent of the total estimated costs of performing this contract had been ex- 
pended through June 30, 1955. 

Overtime charges incurred through June 30, 1955, plus an estimate of the overtime charges that will be in- 
curred in connection with the completion of the contract total $5,005,429. 

A summary of the allocation of the various types of overhead to this contract is set forth in table B-5 
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TaBLe B-1.2.—Conrract W33-038 ac—22413 


Change orders and supplemental agreements 








No. Effective date Scope 
S. A. 1........] Dec. 16,1949 | Advance payments. 
Ve. Ss ee Feb. 20,1950 | Modification of B-47 airplane, static test articles, and flight test. 
Cl = Mar. 30, 1950 | Engineering and/or specification changes. 
a Mar. 16,1950 | Property provisions. 


RANONAMmMBQQDAAMYAAZOAR 
° 
Ps 


cS = 

Termination 
notice letter 
and letter 
dated Mar. 
2, 1953. 


7 oer 


7) 


7) 


. A. TS-26- 


A.27 


. 0. 28 


OR 


a 


Q Dane 
Pa 
e 


= 
4 
~ 
- 
~ 
wo 


~~ 
oO! 
& 


?) 


. O. 36 
. O. 37 
. O. 38 
>. O. 39 
. 0. 40 
A See 


>< 


ARAL 
4 2 


Termination 
notice let- 
ter. 

Ce See 


eS 
a | eee 
S.A. B..o.-o0 








May 17, 1950 
June 21, 1950 
June 22, 1950 
June 29, 1950 
Oct. 20, 1950 
. 14, 1951 
y 2,1951 
. 20, 1951 
. 24, 1951 

8, 1952 

7, 1952 
7. 22, 1951 
10, 1951 
14, 1951 
June 28, 1952 
Apr. 25, 1952 
June 30, 1952 
May 21, 1952 
22, 1952 
16, 1953 


May 11, 1953 


Jan. 31,1955 
Feb, 26, 1953 
Apr. 8, 1953 
July 31, 195° 
Sept. 2, 1953 
Nov. 24, 1953 


Dec. 7, 1953 


-| Dee. 30, 1953 


Jan. 
Apr. 


15, 1954 
21, 1954 


June 4,1954 
June 25, 1954 
July 30, 1954 
Sept. 21, 1954 
Oct. 20, 1954 
Oct. 25, 1954 


Jan. 19, 1955 


Jan. 11,1955 


Jan. 
Apr. 


21, 1955 
13, 1955 











Training parts, tools, and equipment. 
Item 21— Mobile training units. 
Miscellaneous revisions. 
Miscellaneous revisions. 
CCN Nos. Sebae -2, 4, 7, and miscellaneous changes. 
Miscellaneous CC N’s, engineering changes and 1 B-47 MTU, 
Miscellaneous CCN’s. 
Rebuilding and rehabilitation of tooling. 
Miscellaneous CC N’s and additional services and materials. 
~?ome item of work and additional items of cost. 
cits. 
Fixed overhead rates and rebuilding of tooling. 
Increase funds allotted. 
Items 314, 35, 36, 37 and miscellaneous changes and revisions. 
New items 39 through 42 and miscellaneous changes. 
Increase funds for overrun. 
New item 43 and increase funds for spares. 
New item 44. 
New items 45-50 and miscellaneous CCN’s. 
Terminate uncompleted work under item 19. 


New items 51 through 73; miscellaneous changes to certain items; miscel- 
laneous CCN’s; revisions 1 and 2 to exhibit A; exhibit B. 

Settlement agreement for partial termination items 1, 8, 14, 7A, 11, 12 and 19; 
miscellaneous other changes. 

Incorporate retention-of-records clause. 

Revision 3 to exhibit A; exhibit D. 

Miscellaneous CCN’s; amend items 32, 42, 65 and 71; add items 74-82. 

Amend items 32 and 42 and add iiems 84 and 85. 

Add items 86 and 87; add kit 30 to item 52; add transportation and subsist- 
ence as allowable item of cost; miscellaneous other changes. 

Revisions 1 through 5 to exhibit B. 

Miscellaneous CCN’s (delivery of certain airplanes short certain CCN’s). 

Miscellaneous CCN’s (delivery of certain airplanes short certain CCN’s). 

Miscellaneous CCN’s; section I of D-12095 made inapplicable item 42; 
amend par. (b) of part 9. 

Removal of excess funds (underrun and items 5, 6, 11, 12, and 20). 

Revisions 6 through 14 to exhibit B revision 1 to exhibit D. 

Provision for maintenance of B-47 airplanes under item 39, 

Revisions 15, 16 and 17 to exhibit B; revision 2 to exhibit D. 

Miscellaneous MC R’s and CCN’s; delete paragraphs (b) and (d) of item 69. 

Revisions 18 and 19 to spares exhibit B (item 11); special tools exhibit C and 
revisions 1 through 8 (item 6); special tools exhibit C-1 and revisions 1 
through 9 (item 12). 

Terminate flight tests under items 1, 8, and 14; terminate static tests under 
item 7a. 


Provision for maintenance of B-47 airplanes under item 39; decrease funds 
allotted to item 39. 

Decrease funds allotted to item 12. 

Revisions 20 and 21 to spares exhibit B (item 11), 


Aug. 30,1955 | Revisions 4 and 5 to spares exhibit A (item 5). 
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TABLE B-1.3.—Contract W33-—-038 ac—22413 


placed 


Name and address 


Acton Manufacturing Co., Inc., 605 South Summit St., Arkansas 
Cite, TGs eiccncwowsnwcsaweies ghost een tein ide eewauesen 

Aeronca Manufacturing Corp., Municipal Airport, Middletown. 
| epee sry eee? PEN ee eee eee eee 


American Machine & Foundry, 261 Madison Ave., New York, N. Y_ 
Associated Co., Inc., 1211 East Douglas, Wichita, Kans_________- 
Axelson Manufacturing Co., Post Office Box 58335, Vernon Station, 
ra Na GE il wt eh aw dams warm mim minis 
Beech Aircraft Cor., Wines, Bans............- 
Bell Aircraft Corp., Post Office Box 1, Buffalo, N. Y 
Bendix Aviation Corp., 401 Bendix Dr., South Bend, Ind 
Cessna Aircraft Co., R. F. D. No. 5. Wichita, | aera neg: 
Chance Vought Aireraft, Inc., Post Office Box 597, Dallas, Tex 


Cleveland Pneumatic Tool Co., 3781 East 77th St., Cleveland, 


The Coleman Co., Inc., 250 North St. Francis, Wichita, Kans____- 
Consolidated E quipme nt Co., Inc., Post Office Box 2116, Wichita, 
RR cl a tr ees chet st Ane ae Bnd ap Sak OMe AE ake 
Consolidated Vultee Aircraft, San Diego, Calif 
Continental Can Co., Inc., Coffeyville, Kans_...............- _- 
Curtis Wright Corp., Airplane Division, Columbus, Ohio_________ 
Emerson Electric Manufacturing Co., 8100 Florissant Ave., St. 
PES, | I tp I ES RTE See re 
Foote Bros. Gear & Machine Corp., 4545 South Western Blv d., 
ean clad Bia gin amen oo 
General Riveters, Inc., 785 Hertel Ave., Buffalo, N. Y_ 
Goodyear Aircraft Corp., 1210 Massillon Rd., ies Ohio_ 
H. & H. Parts Co., Inc., Wichita, Kans____- 
Harmon Machine Co., Inc., 225 West Lewis St., 
The Glen L. Martin Co., Baltimore, | SGA cet See enn 
Midwestern Industries, inc., 1009 South West St., Wichita, Kans_ 
Murdock Machine & Engineering Co., Ine., 619 E ast Murdock Ave., 
pA ne cele i id i le te Cl et na Saal 
National Presto ye ES RT a 
Ryan Aeronautical Corp., Lindbergh Field, San Diego, Calif.____- 
Seago Engineering Corp., Post Office Box 231, Huntington Park, 
tic nr lg ewe 
Swallow Airplane Co., Inc., 917 East Lincoln, Wichita, Kans___-- 
Temeco Aircraft Corp., Post Office Box 6191, Dallas, Tex_ 
Vard Inc., 2981 East Colorado St. , wasadena, Calf. ...-.....-... 
W esthold Manufacturing Co., Inc., Post Office Box 1714, Wichita, 
caste alee accra Babee cheba ach nc bach Mell Di Guanine itp shasta 


W ichita, Kans_ way 


74721 —56——-39 


Companies with which subcontracts aggregating in excess of $100,000 were 
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Amount 


$285, 752 


403, 123 
249, 796 
212, 222 


375, 899 
697, 650 
4, 628, 900 
3, 658, 083 
3, 472, 116 
720, 970 


1, 652, 377 
1, 107, 898 


1, 002, 253 
244, 637 
3, 384, 376 
662, 422 


271, 299 


2, 982, 656 
113, 313 
982, 752 
602, 246 
192, 061 
399, 077 
112, 726 


344, 187 
345, 435 
1, 475, 861 


484, 019 
2, 573, 309 
3, 939, 572 

717, 200 


251, 656 
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Conrract AF33(038)—21407 


510 Moprt B-47 anno 52 Mopret RB-47 ArrpLaNnzes, Spare Parts, SpPecIAL 
Toous, GROUND HANDLING EQuipMENT, MosILE TRAINING UNITS AND TRAIN- 
ING ParRTs 


FIXED-PRICE INCENTIVE-TYPE (TARGET) CONTRACT; DATE OF DEFINITIVE CON- 
TRACT, MAY 10, 1952; DATE OF LETTER CONTRACT (AUTHORITY TO PROCEED); 
JULY 14, 1950 

TABLE B-2.—Conrract AF33(038)—21407 


Information relative to contract sales price and profit 








Estimated final contract sales price__.._..........-__-__~- __. $912, 558, 483 
Estimated costs at completion (table B-2.1)_____._____-_-_ . 828, 842, 419 
Estimated profit___-_- Spree SRA fel sat bdr Mac Dt Got Re eae Oe J 83, 716, 064 
R-47 RR-4? 
rue OURO! TNO en eran $1, 157, 971 1, 944, 967 
Estimated profit per airplane______._________- a 106, 635 167, 080 
Initial definitive contract sales price __ - pete. Ree eee 


Contract changes:! 
Adjustments to contract sales price resulting 


from: 
Target reset negotiations—airplanes $26, 433, 208 
Final price revision negotiations—air- 
RS a BR se. _ (52, 923, 648) 


Estimated adjustment to contract sales price 

that will result from final price revision 

negotiations on spare parts, special tools, 

mobile training units, and training aids ? (11, 130, 416) 
Incorporation of emergency escape pro- 





visions for navigator, pilot and copilot___ 9, 926, 316 
Engineering changes and other articles_ _ _- 1, 252, 184 (26, 442, 356) 
Estimated final contract sales price__........._---_---- 912, 558, 483 


i The monetary value of changes that substantially affect the contract sales price and adjustments resulting 
from target reset and final price revision negotiations, including estimates, are set fo-th in detail. The num- 
ber, date, and scope of a'l change orders and supplemental agreements is included in table B-2.2. 

2 Current estimate of the sales price adjustments that will be negotiated at time of final price revision for 

pare parts and ot er articles. Final price revision negotiations for spare parts and other articles are 
scheduled for September 1956. 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 


TABLE B—-2.1.—Conrtract AF33(038)—21407 


Costs by element 


ee $12, 681, 330 
Tier eleORl IBOE no «0.0.2.0 05 2 cen ene pian cesene 3, 447, 869 
TN Bink nae ee er en nanan er ancesnsncces 11, 265, 842 
pS SS SS ee eee era . 79, 859, 442 
——————— $1107, 254, 483 
Developmental material _-..........-.-----.-.--- 1, 081, 191 
"Peele Nise ia oo oo ee os enna wee om 1, 770, 520 
Production material and purchased equipment - - - -- 165, 520, 751 
——————_ 168, 372, 462 
Dinadt COSRROG = 6 on n= = 3 elie aries en we sm woollen be desea bat 1, 457, 955 
Outside production (table B—2.3) ____- Me Sais tas, adh Mats tab 399, 359, 282 
Estimated direct costs to foc ee spare parts, special tools, 
ground handling equipment, and training parts 1___- death 7, 171, 959 
Manufacturing ov NAT, dulcis oth baleen SL So'eu $124, 601, 768 
ei ROR I oi iiicctinnnasnne~ same cncene 10, 234, 703 
General and administrative overhead___...-------- 5, 818, 495 
Research Gvernead. ..................- ae 4, 571, 312 


————- 145, 226; 278 


OS 6 SE a os a a eae Oe deeb ewe ecetiie enn hs oe. 828, 842, 419 


1A substantial portion of the estimated costs to complete spare parts, special tools, ground handling 
equipment, and training parts is applicable to itens which have been provisione i but for which a cost es- 
timate by element has not been establishei. Cost experience on prior contracts indicates that approxi- 
mately 0 to 90 percent of the costs of these items is incurred in the outside production, purchased equipment 
and production material classifications, 

NOTES 

Total costs include actual costs incurred through June 30, 1955 plus the estimated costs to complete the 
contract. Approximately 99 percent of the total estimated costs of performing this contract had been 
expended through June 30, 1955. 

Overtime charges incurred through June 30, 1955, plus an estimate of a overtime charges that will be 
incurred in connection with the completion of the contract total $3,987,117. 

A summary of the allocation of the various types of overhead to this A is set forth in Schedule B-5. 


TaBLE B-2.2.—Contractr AF33(058)—21407 


Change orders and supplemental agreements 








No. Effective date Scope 
©;@; ¥. cocacd July 29,1952 | Kits; MCR’s 8518, 8519; bulletins and lists therefor. 
ee eS ee June 2,1953 | New item 16: Modify 49 B-47B’s. 
OG aed: Jan. 8,1953 | Increase amounts for items 3, 4, and 7; attach exhibits A and C. 
eS Paes. Feb. 12,1953 | Add par. (d) to item 8 (mobile training unit); increase amount allotted to 
item 5; amend cla'se 2 of the general provisions. 
C. O. 5.......| Mar. 10,1953 | Increase amount allotted for item 7. 
Oy ae Se Aug. 31,1953 | Amend items 3, 8, 11, 12, 14, and 15; price revision for item 1; addition of 


new items la, and 17-32; incorporation of miscellaneous CCN’ 8; new 
clauses 4 through 8 and miscellaneous changes. 








Ry rr May 25,1953 | New item 33 and increase in amount of item 8. 

C.O.8__.....| Apr. 9,1953 | Miscellaneous CCN’s. 

CG. iG May 21,1953 oa amount alloted for item 14; add par, (0) specification MIL-Q- 
§923B. 

8: Bs 805 1 s3 July 20,1953 | Add item 34. 

S, Ge dlinsnase June 26,1953 | Increase in funds allotted for item 11. 

S. £30 Mar. 8,1954 | Add item 67, Engineering necessary to effect modernization: of 2 B-47B’s. 

te See Aug. 6,1953 | Miscellaneous contract change notifications. 

o.oo. Aug. 10, 1953 | Miscellaneous CCN’s. 

OO, Uk Sia conn Aug. 7,1953 | Incorporation of revision 1 to exhibit A, exhibit D. 

C. O. 16______| Sept. 14,1953 | Miscellaneous CCN 

8. A. 17_.__...| Apr. 26,1954 | Add items 35 through. 41; miscellaneous CCN’s; add renegotiation clause; 
miscellaneous other changes. 

8. A. 18._....| Apr. 29,1954 | Add paragraph (g) to po 8; add items 42-51; amend revisions-of-prices 
clause; miscellaneous other changes. 

os a Feb. 10, 1954 Miscellaneous MCR’s, WFT’s, and SFT’s. 

C. O. 20......} Dec. 14, 1953 ar TY special tool exhibit C-1; incorporate production tools appendixes 

16 through ~ No. 44. 

C. O. 21______| Feb. 26,1954 | Miscellaneous TCP 

aS ee May 1,1954 | Miscellaneous MCR’s , WFT’s, and SFT’s. 

a ee Feb. 10,1954 | Miscellaneous TC P’s. 

OG. ©. . .-... ...--do__.....| Revision 1 to exhibit C. 

Cl, Ge wccne Feb. 17,1954 | Amend ame 28, standard aircraft characteristic charts; miscellaneous 

changes to 8. A 6; miscellaneous other changes. 
OO 9E ccs; Feb. 26,1954 | Exhibit B and revisions 1, 2, 3, and 4 thereto. 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 


Change orders and supplemental agreements—Continued 








No. Effective date Scope 

ee May 13, 1954 | Adjust billing price of item 1; price revision of item 2; miscellaneous MCR’s 
and ECP’s; add items 52-56; delete item 13; amend delivery for items 1 
and 2; miscellaneous other changes. 

a Mar, 18, 1954 Miscellaneous MCR’s, ECP’s, WFT’s, SFT’s and TCP’s 

= = aan Mar. 5,1954 | Add item 57, Work to provide installations of internal stores in B-47B’s 
51-2222 and 51-2232. 

OG OP ites Apr. 12,1954 | Repair of damaged airplanes (COSW4); miscellaneous CCN’s (COSW5); 
add Cleveland Pneumatic as subcontractor hav ing no-charge use of 
facilities; amend appendix C, Nos, 3, 5, 12, and 13 called for under item 11; 

miscellaneous other changes. 

oe 1 Mee Apr. 14,1954 | Decrease f'nds for snecial tools (item 5). 

VS May 10,1954 | Decrease engineering flight test hours under item 12; add item 58, transfer 
plates; miscellaneous other changes. 

ee Apr. 21,1954 | Add item 59, Committed item for technical orders; incorporate miscella- 
neor’s technical orders contemplated by item 59. 

oe ene Apr. 19,1954 | Rev mee through 7 to exhibit A; revision 5 to exhibit B; revision 1 to 
exhibit 1, 

SS EE Apr. 27,1954 | Add par. (h) (modify 2 mobile training units) to item 8. 

ee ae May 3,1954 | Add par. (i) (3 RB-47E mobile training units) to item 8. 

5 ON: see May 27, 1954 | Delivery of certain air lanes with deviations and discrepancies. 

8. A. 38.......] Apr. 29,1954 | Add rar. (j) (8 mobile training devices) to item 8, 

Oe ees May 17,1954 | Add item 60, Rerair of damaged B-47E 51-2403. 

Se, ai naaten May 18,1954 | Miscellaneous MCR’s, WFT’s, and SFT’s. 

0.0. @. += May 19,1954 | Miscellaneous MCR’s, WFT’s, SFT’s, and TCP’s, 

oe Ree June 10, 1954 Do. 

C. O. 43_.....| June 3,1054 | Decrease billing price from item 1. 

> Eee June 28,1954 | Add item 61, Cross-company interchangeability of B’47E airplane parts 
and assemblies; add item 62, Cabin pressurization leakage data; miscel- 
laneor's other changes. 

eee June 23,1954 | Revisions 8, 9, and 10 to exhibit A; revisions 6, 7, 8, and 9 to exhibit B; 
revisions 2, 3, 4, 5, and 6 to exhibit C; rev isions 2 and 3 to exhibit C- 3 
revisions 1 and 2 to exhibit D. 

OG; O08. dt July 8,1954 | Miscellaneous ECP’s, MCR’s, SFT’s, and WFT’s. 

a. cated July 9,1954 | Revision 10 to exhibit B; revision 4 to exhibit C-1. 

Ok eee July 21,1954 | Miscellaneovs MCR’s and ECP’s. 

is ee July 29,1954 | Revision 11 to exhibit A (item 3); revision 11 to exhibit B (item 4); revision 
3 to exhibit D (item 7). 

6:9. 0... Aug. 4,1954 | Revise effectivity and price for ECP 947FT; revise effectivity of WFT 
—_ — exhibit A attached to C. O. 16; delete item 22; miscellaneous 

eS Aug. 6,1954 Aid p ‘Par. ‘k) (technical training transparencies in lieu of wall charts) to 

22 Eee Aug. 19,1954 eS MCR’s. 

a ee Aug. 13,1954 es : ~ SS — 3); revision 5 to exhibit C-1 (item 6); revision 

4 to ex t 

a Sept. 28,1954 | Revision 13 to exhibit A; revisions 12 and 13 to exhibit B; revisions 7 and 8 
to exhibit C; revision 6 to exhibit C-1; revision 5 to exhibit D. 

Ora Oct. 21,1954 — 4 — A; revisions 9 and 10 to exhibit C; revisions 7 and 8 

ex -1. 

tas Nov. 16,1954 | Decrease in amounts for items 3 through 6. 

CG, O:8R...c Dec. 22,1954 | Reduction in amount of item 3 and reduction in price of exhibit A, includ- 

t ing revisions 1 through 14. 

S. £.@...0«- Apr. 6,1955 | Revision 15 to exhibit A (item 3). 

1__..| June 20,1955 | Revisions 16, 17, and 18 to exhibit A (item 3). 


aidaaaaanaaas 
B 
- 


RADDANDDAA 


177) 








Revisions 19, 20, and 21 to exhibit A (item 3). 

Revision 14 to exhibit B (item 4). 

Revisions 15 and 16 to exhibit B (item 4). 

Revisions 11, 12, and 13 to exhibit C (item 5). 

Revisions 14'and 15 to exhibit C (item 5). 

Revisions 9 and 10 to exhibit C-1 (item 6). 

Revisions 11, 12, and 13 to exhibit C-1 (item 6). 

Revisions 6, %, and 8 to exhibit D (item 7). 

Add pars. a)’ and, (m) to item 8; decrease unit price of MTU’s called for 
under par. (j) of item 8, 

Miscellaneous TCP’s. 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 


TaBLE B-2.3.—Contract AF33(038)—21407 


Name and address 
Acton Manufacturing Co., Inc., 605 South Summit St., Arkansas 
a a te we als oe nen ee araren ees ware 
Associated Co., Inc., 1211 East Douglas, Wichita, Kans__.______- 
Consolidated Equipment Co., Inc., Post Office Box 2116, Wichita, 
O06) nc cack Pheer ae SEN e ee neato auch dela cooacs 
Emerson Electric Manufacturing Co., 8100 Florissant Ave., St. 
DN ee er ee ere a enw ctencaunsneue 
Intercontinental Manufacturing Co., Inc., Garland, Dallas County, 


H. W. Loud, 1236 South Central Ave., Glendale, Calif........_-- 
Murdock Machine & Engineering Co., Inc., 619 East Murdock Ave., 

ee nia mn w aieomiciewarutdenmariienands 
National Presto Industries, Inc., Eau Claire, Wis.._........._---- 
Oliver Machinery Co., 1025 Clancy Ave. NE., Grand Rapids, Mich_ 
Pachmayr Corp., 2222 Figuero St., Los Angeles, Calif._......_--- 
Sargent Engineering Corp., Post Office Box 231, Huntington Park, 

ee 8 ee cere eer Ree te bis sonia meee nena soot 
Stanley Aviation Corp., Buffalo Municipal Airport, Buffalo, N. Y_ 
Swallow Airplane Co., Inc., 917 East Lincoln, Wichita, Kans____-- 


Aeronca Manufacturing Corp., Municipal Airport, Middletown, 
7 REI | 8s oo ee Sa RE = SS eee po eee ee 

Aero Products Division, General Motors, Dayton, Ohio__--__---- 

American Machine & Foundry Co., 261 Madison Ave., New York, 
N 


I si osc aha tn innitigi bbc ei nie 
Beech Aircraft Corp., Wichita, Kans..........................- 
Bell Aircraft Corp., Post Office Box i 0 Se 
Bendix Aviation Corp., 401 Bendix Dr., South Bend, Ind____-_--- 
Benson Manufacturing Co., 1811 Agnes Ave., Kansas City, Mo_-_ 
Briggs Manufacturing Co., 20300 Mound Rd., Detroit, Mich 
Cessna Aircraft Co., R. F. D. No. 5, Wichita, Kans___.......---- 
Chance Vought Aircraft, Inc., Post Office Box 597, Dallas, Tex__- 
Cleveland Pneumatic Tool Co., 3781 East 77th St., Cleveland, 


ak cae aa ee anglais 
The Coleman Co., Inc., 250 North St. Francis, Wichita, Kans___-- 
Continental Can Co., Inc., Coffeyville, Kans._........-.--.----- 


PRRGINNS CORI, MON Be occ occa de wesc cc nn cenceennce 
Foote Bros. Gear & Machine Corp., 4545 South Western Blvd., 
a cali lacin er ennrnignbanis gun soem 
Goodyear Aircraft Corp., Akron, Ohio__...._..--..-.----------- 
oe Motor Car Division, American Motors Corp., Detroit, 
ie i a eee galen sadwewunwine 
Oliver Corp., 400 West Madison St., Chicago, Ill._.........----- 
Republic Aviation Corp., Farmington, Long Island, N. Y__._.---- 
Ryan Aeronautical Co., Lindbergh Field, San Diego, Calif 
A. O. Smith Corp., Box 437, Toledo, Ohio 
Temco Aircraft Corp., Box 6191, Dallas, Tex...............----- 
Vard, Inc., 2981 East Colorado St., Pasadena, Calif 





Companies with which subcontracts aggregating in excess of $100,000 were placed 





1899 


Amount 
$1, 271, 342 
1, 876, 824 


1, 240, 074 
1, 341, 471 


2, 461, 730 
1, 035, 995 


1, 918, 900 
10, 487, 490 
6, 897, 862 
1, 166, 044 


3, 470, 551 
1, 421, 373 
10, 231, 698 


1, 823, 805 


3, 504, 493 
1, 054, 771 


1, 416, 128 


3, 220, 827 
4, 251, 254 
70, 416, 528 
19, 535, 991 
1, 350, 220 
16, 729, 319 
27, 518, 736 
14, 964, 377 


6, 897, 798 
10, 424, 051 
36, 193, 935 
2, 143, 455 


10, 523, 633 
12, 080, 089 


10, 225, 895 
18, 679, 990 
4, 068, 696 
6, 294, 780 
4, 909, 607 
40, 045, 959 
3, 259, 788 









1900 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Contract AF33(600)—5148 


227 Mopet B-—47 anv 168 Mopre. RB-47 ArrpLangs, Spare Parts, SpEcIAL 
Toots, GrounD-HanpLINnG Equipment, Mosite TRAINING UNITs AND TRAIN- 
ING Parts 


FIXED-PRICE INCENTIVE-TYPE (TARGET) CONTRACT; DATE OF DEFINITIVE CONTRACT, 
MAY 15, 1953; DATE OF LETTER CONTRACT (AUTHORITY TO PROCEED), NOVEMBER 
1, 1951 

TaBLeE B-3.1—Conrract AF33(600)—5148 


Costs by element 
eg | Ee Te Se eee ULL ee Se ee oe $8, 337, 076 


ee eee eee eee 2, 626, 909 
SRR Lrree BN ae pee eee 4, 650, 062 
ND UO og Ai hth ip eiichatinesly etibihacee eda 38, 149, 633 
——————— $53, 763, 680 
Dbetiepentwtal enaterial. ... no seis ose icnwdccinnntin 3, 267, 938 
8 * OLE RR EN Ss 3 See et OP ee ee ee ee 879, 500 
Production material and purchased equipment - - - --- 98, 679, 851 
———————— 102, 827, 289 
EEE I LA LOLS OPE OL 7, 572, 182 
Outside production (table B-3.8).....2..........-.4-~-.s.--..- 268, 517, 704 
Estimated direct costs to complete spare parts, special tools, ground- 
handling equipment, and training parts '___..._.____.___._------ 11, 768, 317 
Manufacturing overhead________-___-___---_----_-- $65, 261, 480 


7, 034, 512 
3, 681, 685 
3, 947, 565 


Engineering overhead... . 262. l--6c.csss--see 
General and administrative overhead______________- 
a i Sa eres Fe ee 
79, 925, 242 


WL. git ata dee cede’ aah Cn duk soon dcmnlawdend 524, 374, 414 


1 A substantial portion of the estimated costs to complete spare parts, special tools, ground-handling equip- 
ment, and training parts is applicable to items which have been provisioned but for which a cost estimate 
by element has not been established. Cost experience on prior contracts indicates that approximately 
80 to 90 percent of the costs of these items is incurred in the outside production, purchased equipment, ahd 
production material classifications. 


NOTES 


Total costs include actual costs incurred through June 30, 1955, plus the estimated costs to complete the 
contract. Approximately 97 percent of the total estimated costs of performing this contract had been ex- 
pended through June 30, 1955. 

Overtime charges incurred through June 30, 1955, plus an estimate of the overtime charges that will be 
incurred in connection with the completion of the contract total $414,952. 

A summary of the allocation of the various types of overhead to this contract is set forth in table B-5. 


TABLE B-3.2.—Conrtrract AF33 (600)—5148 


Change orders and supplemental agreements 





No. Effective date Scope 





oy Ba Oct. 19,1953 | Addendum I to table I, pts. B and C. 

See Mar. 30, 1954 | Add item 12, technical assistance to Douglas and Lockheed. 

A.4__.....| Jan. 65,1954 | Add item 13, maintenance of flight-test aircraft; increase amount allotted 
for item 11; add Cleveland Pneumatic Tool Co. as subcontractor havi 
no-charge use of facilities; add maintenance of Government-furnish 
aircraft clause; miscellaneous other changes. 


SiA: £.25..54 Feb. 25,1954 | Add item 14, B-47 mobile training unit. 

Bs @.cccack June 30,1954 | Add item 15, work on B-47B’s, 49-2643, and 50-054; add renegotiation 
clause. 

hp ky Sanpeeeee Apr. 28,1954 | Add item 16, furnish to Douglas and Lockheed production tools and other 
special manufacturing aids as agreed to by the parties. 

SS June 28,1954 | Price revision of item 1; miscellaneous MCR’s, ECP’s, and WFT’s; add 
item 17, modify 114 B- 47’s; amend delivery schedule; miscellaneous other 
changes. 

aS eas al 26, 1954 | Add item 18, modify B-47B mobile training unit. 

C. O. 10......| May 20,1954 | Amend par. (a) of item 11; change spares support from 2 years to 174% 


months; add Bendix as subcontractor having no-charge use of facilities; 
set forth negotiated rate for period Mar. 1, to June 30, 1954, item 13. 
| er May 27,1954 | Miscellaneous contract-change notifications. 











Ci Binewne June 7, 1954 >. of item 2, Miscellaneous contract-change notifications and 
cCP’s. 
_ See do........| New item 20, Install a cargo kit in KC-97K airplane. 


en ea 





= vee rome 


iS Rebel 


Ex nk 


oe EPR TREO 


Pane Tear ed SS arin Ge 


«NN tt 


athe Aa Ne aa Mee a oi 


pete 








ewN EE 





onnktibtes Saditrs 


elie Me 


Ne sald Sh 





AIRCRAFT PRODUCTION COSTS AND PROFITS 


Change orders and supplemental agreemenis—Continued 





| Effective date 





Scope 





No. 
A Ee 
©. OF Bin seex 
C, 0. Bu... 
C, 0.17. 
L.C.8. A. 18 
8. A. 19----. a 
GB: Bie Bicexcn4 
Cc, O. 21. : 
GC. Gi meen 
C, 0. B. 

C, O, 24 
C. QO. 26. “ 
S. A. 26 at 
C. O. 27 
S. A. 28 “ 
C, O, 29 
S, A. 30 
C.0.@ 
C.o. 
{ 0. 33 
C. O. 34 
C. O35 
C.0.% 
C. 0:27 
C,. O. 38 
C, O. 39 
Ss. A. 40 
S.A. 41. 
Ss. A. 42 
S.A. 43 
C.0:4 
Cc. O. 45 
C, O. 46_. 
C. 0. 474A 
Ss. A. 48 
S. A. 48-1 
S. A. 48-2 
C, O, 49A 
C. O. 5OA 
S. A. 51 
S. A. 51-1 - 
C. O. 52 
CC 6.2 
S. A. 55... 
S. A. 57 
S. A, 57-1 
A. 58 
Ss. A. 59 
S. A, 59-1 
8S. A. 59-2 
S.A. 60 
S. A, 60-1. 
Ss. A. 60-2 





June 2, 1954 
June 22, 1954 
Sept. 16, 1954 


July 23,1954 
June 24, 1954 


Aug. 3,1954 
Aug. 27,1954 


July 29, 1954 


| Aug. 16, 1954 


June 


Aug. 19, 1954 
Aug. 23, 1954 
Sept. 3, 1954 
Sept. 22, 1954 
Sept. 
Sept. 27, 1954 
Sept, 24, 1954 


Sept. 21, 1954 
Sept. 15, 1954 
Nov. 4, 1954 
ao 
do 
Nov. 8, 1954 
Noy. If, 1954 
Nov. 9, 1954 
do 
Nov. 30, 1954 
Dec. 10, 1954 
do ‘ 


do a 


Dee. 15, 1954 


| 


7, 1954 | 


Add item 19, Engineering changes. 

Incorporate spares exhibit A (item 3). 

Payment for period of maintenance under item 13, Subcontractor’s use of 
facilities. 

Incorporation of contract-change notifications. 

Drawings, data, assistance, and services to Lockheed Aircraft Corp. and 
Douglas Aircraft Co., Inc.(not included within the composite). 

New item 21, Inspect and test A. O. Smith Corp. main landing-gear com- 
ponents. 

Review of prices for item 2 (reset) and incorporation of miscellaneous con- 
tract-change notifications. 

Incorporation of miscellaneous contract-change notifications and EC P’s. 

Contract-change notification No. Wibac-461 (N-100474) and miscellaneous 
contract-change notifications. 

Incorporation of miscellaneous contract-change notifications and EC P’s. 

Exhibits C and C-1 (special tools and ground-handling equipment), 

Incor \oration of miscellaneous contract change notifications. 

New item 22, Canony jettison and cor ilot’s seat-ejection seats. 

Incorporation of miscellaneous contract change notifications. 

Amendment of item 15 and new items 24 and 25. 

Incorporation of miscellaneous contract change notifications and ECP’s 
and amendment of ry ackaging req" irements (appendix F). 


| New item 26, Modification of 2 B-47B’s. 


Dec. 22, 1954 | 


Dec. 21, 1954 
Dec. 27, 1954 | 
Dee. 30. 1954 
Apr 

June 





Dec. 30, 1954 





Jan. 4, 1955 
June 7, 1955 
July 14, 1955 
Jan. 7, 1954 
May 27, 1955 
Feb. 

May 4 
June 9, 1955 
Apr. 18, 1955 
Apr. 12, 1955 
June 7, 1955 
June 29, 1955 
May 15, 1955 
June 7, 1955 
June 29, 1955 


Revision 1 to exhibit A, revisions 1 and 2 to exhibit C, revisions 1 and 2 to 
exhibit C-1 and exhibit D. 

Commitment of additional funds for item 13 and payment for period of 
maintenance under item 13. 

Add new item 27, Engineering changes. 

Incorporation of miscellaneovs contract change notifications. 

Exhibit B and revisions to exhibits B, C, C-1, and D. 

Miscellaneous contract change notifications. 

Do. 

Revision of billing price of item 1. 

Re air of damaged aircraft, miscellaneous contract change notifications. 

Bomb-hoist tubes, hoist chains and component parts (item 26 (b)). 

Item 28, Committed funds. 

New item 29. 

Deceleration tests on ECM Pod. members, items 30 and 31. 

Miscellaneous contract-change notifications 

Contract-change notification and miscellaneous other changes. 

Increase in amount of item 3; decrease in amount of item 4. 

Revision 2 to exhibit A. 

Revision 2 to exhibit B (item 4). 

Revisions 3 and 4 to exhibit B. 

E: hibit B original spare-parts list, republished in item sequence with 
changes reflected in revisions 1 through 4 incorporated. 

Revisions 4 and 5 to exhibit C. 

Revisions 4 and 5 to exhibit C-1 

Revisions 2, 3, 4, and 5 to exhibit D. 

Incorporation of revisions 6 and 7 to exhibit D. 

Contract-change notification and other miscellaneous changes, 

Commitment of additional funds for item 13 and payment for period of 
maintenance under item 13. 

Incorporation of technical orders 

Revisions 3, 4, and 5 toe hibit A. 

E hibit A original spare-parts list, republished in item sequence with 
changes reflected in revisions 1 through 5 incorporated. 

Miscellaneous contract-change notification. 

Revisions 6 and 7 to es hibit C (item 5). 

Revisions 8 and 9 to exhibit C (item 5). 

Incorporation of revisions 10 and 11 to exhibit C 

Revisions 6 and 7 to exhibit C 1 (item 6). 

Revisions 8 and 9 to es hibit C-1 (item 6). 

Incorporation of revisions 10 and 11 to exhibit C-1. 














1902 AIRCRAFT PRODUCTION COSTS AND PROFITS 


TABLE B-3.3.—Contract AF33(600)—5148 


Companies with which subcontracts aggregating in excess of $100,000 


were placed 


Name and address 


Amount 


Cessna Aircraft Co., R. F. D. No. 5, Wichita, Kans____..___._--- $13, 496, 155 
Chance Vought Aircraft, Inc., Post Office Box 597, Dallas, Tex __- 6, 046, 994 
Chrysler Corp., automotive body division, 3675 "East Outer Dr., 

Detroit, © RR ps ie al pitemnmen atl loeb A i 7, 640, 615 
Cleveland Pneumatic Tool Co., 3781 East 77th St., Cleveland, 

a ea Re era Ral bee ea a to i BS I SR i ar 5, 104, 726 
The Coleman Co., Ine. ., 250 North St. Francis, Wichita, Kans__... | 8, 323, 555 


Continental Can Co., Inc., Coffeyville, Kans 
Flexonics Corp., Maywood, ee ore ae Ree ee 
Foote Bros. Gear & Machine Corp., 4545 South Western Blvd., 
ROR WENN otek ee ee ee ees See ee 
Ford Division, Ford Motor Co., Post Office Box 18, Kansas City, 
Goodyear Aircraft Corp., Akron, Ohio._..........--.----------- 
Goodyear Aircraft Corp., Litchfield, Ariz_................------ 
Hudson Motor Car Division, American Motors Corp., Detroit, 
0 PLR SES TR ES EERE ER ee 
Oliver Corp., 400 West Madison St., Chicago, Ill_....._..._____-_- 
tepublic Aviation Corp., Farmingdale, Long Island, N. Y 
Ryan Aeronantieal Co., Lindbergh Field, San Diego, Calif_______- 
A. C. F. Brill Motor Co., 62d and Woodland, Philadelphia, Pa. __ 
Associated Co., Inc., 1211 East Douglas, Wichita, Kans__________ 
Intercontinental Manufacturing Co., Inc., Garland, Dallas County, 
2 Res RE eee AOR ROE ear ASL Nk SEO, ib BRAN 
Murdock Machine and E ngineering Co., In , 619 East Murdock 
es ee ee ee ere ee a ee ee ee 
National Presto industries, Inc,, Kan Claire, Wis_.......-........- 
Swallow Airplane Co., Inc. Wichita, Kans.._.............._... - 
Swedlow Plastics Co., 6986 Bandini Blvd., Los Angeles, Calif. ___ 
Weber Aircraft Corp., 2820 Ontario St., Burbank, Calif.___._____- 
Western Control Corp., Post Office Box 122, Wichita, Kans______-_ 
Aeronca Manufacturing Corp., Municipal Airport, Middletown, 
I aaa a hat tai terceeriehcnlea nisin atta a ota Mo i ae an a oy sacle 
Axelson Manufacturing Co., Post Office Box 58335, Vernon Station, 
EE SE eS SFY: Pe eee ee ee a Cee er 
Bell Aircraft Corp., Post Office Box Pel he. <a a 
Bendix Aviation Corp., 401 Bendix Dr., South’ Beng, ind......... 
Briggs Manufacturing Co., 20300 Mound Rd, Detroit, Mich___- 
Temco Aircraft Corp., Box 6191, Dallas, Tex 


Vard Inc., 2981 East Colorado St., Pas: claaa, nn aia 





11, 382, 685 
1, 199, 663 


5, 266, 507 


29, 200, 718 
2, 889, 993 
1, 258, 501 


9, 439, 684 
35, 325, 109 
2, 490, 864 
1, 240, 552 
5, 011, 616 
1, 292, 862 


1, 660, 851 


1, 099, 747 
6, 960, 954 
4, 482, 058 
2, 177, 401 
2, 012, 932 
1, 000, 386 


2, 208, 729 


1, 305, 208 
45, 653, 654 
11, 493, 398 
2, 985, 333 
23, 690, 737 
2, 342, 850 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 


BOEING AIRPLANE CoO. 
Contract AF33(600)—22284 


252 Mopret B-47 anp 65 Moprent RB-47 ArrpLanes, SPARE Parts, SPECIAL 


Tooits, Grounp Hanpuiinc EquipMENT AND MosiLe Trarning UNITs 


FIXED PRICE INCENTIVE TYPE (TARGET) CONTRACT; DATE OF DEFINITIVE CONTRACT, 


JUNE 5, 1953; DATE OF LETTER CONTRACT (AUTHORITY TO PROCEED), AUGUST 2, 1952 


B-—4.—Conrract AF33(600)—22284 


Information relative to contract sales price and profit 





Estimated final contract sales price -----~----------- SR cakes $405, 780, 737 
Estimated costs at completion (schedule B—4.2) - _—_---- _a--~ 64, 192, 246 
Estimated poets... .....-.-...-.-+--- i ata, eh cong nate soit eoaahahe _ 28, 588, 491 
Estimated unit airplane sales B-47 RB-47E and K RB-47H 
price ; eee $1, 004, 203 $1, 100, 552 $1, 357, 527 
Estimated profit per airplane _. 69, 423 _ 84, 452 93, 849 
— — — ——_—_— ——— — a 


Initial definitive contract sales price - ---------- _. 460, 708, 755 
Contract changes: ! 
Adjustment to contract sales price resulting 
from target reset negotiations on airplane 
portion of contract___-_- ($58, 015, 535) 
Incorporation of jettisonable canopy and 
fuel gauging system __ 1, 955, 236 
Incorporation of ECM flush antennae, ECM 
antennae provision, wing tip ECM an- 
tennae, and liquid oxygen system___------ , 813, 304 
Engineering changes and other articles____. (6, 900, 802) 
Estimated adjustment to contract sales price 
that will result from final price revision 


oe 





negotiations ?_____-_._---. j (780, 2 21) (54, 928, 018) 
Estimated final contract sales price he stean 406, 780, 237 


The monetary value of changes that substantially affect the contract sales price and adjustments result- 
ing from target reset and final price revision negotiations, including estimates, are set forth in detail. The 
number, date, and scope of all change orders anc. supplemental agreements is included in table B-4.2. 

2 Current estimate of the sales price adjustments that will be negotiated at time of final price revision. 
Final price revision negotiations for R B-47E and K airplanes are scheduled for January 1956. Negotiations 
for B-47.airplanes, RB-47H airplanes, spare parts, and other contract articles are scheduled for 1957. 








1904 AIRCRAFT PRODUCTION COSTS AND PROFITS 


TaBLe B—4.1.—Contractr AF33(600)—22284 


Costs by element 


NR OTT LETS. 5 $9, 510, 220 
ell ante et er ce ERalpha Baga 1, 703, 866 
i gmt Rl het Beat Ae eo Ba. Yep ala 3, 337, 105 
NS EIN Se Tattngs pp EEE 27, 326, 016 
————————. $41, 877, 207 
peveronmental material... ... ee ene 942, 845 
‘_eteoe mnterel ...... SASS Dos ee. cheer bd 636, 294 
Production material and purchased equipment_______ 65, 156, 684 
—_————._ 66, 735, 823 
ae Ma et ar RP EE EI TT Se ROR 3, 186, 013 
Outside production (table B-4.3) -..........------.---__----_-- 173, 152, 939 
Estimated direct costs to complete spare parts, ‘special tools, and 
5 ER ALERT iN eT Sa 32, 480, 286 
eee QUORUM. occa nos ue eccmennse a $47, 300, 031 
ES RE een 7, 457, 285 


General and administrative overhead___._____________ 3, 180, 535 
eT IIED OWE I oa ee a mow ceo cre Mb ge 0a Be meray, 1, 822, 127 


—____— 59, 759, 978 


RE aed Seed ee cette Meee ke ttene th Somat Badlpogh rhe 377, 192, 246 


1 A substantial portion. of the estimated costs to complete spare parts, special tools, and ground handling 
equipment is applicable to items which have been provisioned but for which a cost estimate by element has 
not been established. Cost experience on prior contracts indicates that approximately 80 to 90 percent of 
the costs of these items is incurred in the outside production, purchased equipment, and production material 
classifications. 

NOTES 


Total costs include actual costs incurred through June 30, 1955, plus the estimated costs to complete the 
contract. Approximately 48 percent of the total estimated costs of performing this contract had been ex- 
pended through June 30, 1955. 

Overtime charges incurred through June 30, 1955, plus an estimate of the overtime charges that will be 
incurred in connection with the completion of the contract total $499,781. 

A summary of the allocation of the various types of overhead to this contract is set forth in schedule B-5. 


TABLE B—4.2—Contract AF33(600)—22284 


Change orders and supplemental agreements 

















Number Effective date Scope 

fe hy eee Oct. 9, 1953 Increase item 1 by 62 planes; increase funds allotted for special tools and 
engraving changes (Item 5 and 11); amend delivery schedule for item 
1; Other miscellaneous changes. 

C. 0. 2 Oct. 19,1953 | Add addendum I, table I, parts B and C to appendices C and D. 

Cc. 0.3 Feb. 24,1954 | Add item 12, engineering changes; add Cleveland Pneumatic as subcon- 

tractor having no-charge use of facilities; other miscellaneous changes. 

8.A.4 Mar. 25,1954 | Termination settlement for 5 B-47B’s and 12 RB-47E’s. 

8. A.5 Apr. 18,1955 | Amendment of items 1, 2, 4, 6, and 11, deletion of item 7; addition of items 
13 through 16; other miscellaneous changes 

C. 0. 6___....| July 29,1954 | Incorporation of CCN’s amendment of par. (b), (f), (2) and (n) of pt. I. 

Ss Sept. 21,1954 | Incorporation of CCN’s 

8.A.8 Sept. 8, 1954 | Addition of item 17 poy revision of appendix D. 

C. 0.9 Sept. 16, 1954 | Incorporation of CCN’s. 

= > Gees Sept. 23,1954 | Addition of new item 18 (repeir fire damaged B-47E airplane). 

3; 4). a8... Sept. 21,1954 | Exhibit C and revision 1 thereto; exhibit C-1 and revision 1 thereto. 

eS eae Apr. 13,1955 | Addition of new item 19, Feasibility Study, preliminary engineering and 
testing (Crossbow) (confidential). 

8S. A. 13_......| Feb. 11,1955 | Addition of new item 20 (technical assistance to Douglas and Lockheed for 
B-47 production). 

8S. A.14.......] Oct. 4,1954 | Addition of new item 21 (technical assistance to Douglas and Lockheed 
for B-47 maintenance and modification). 

C.. O. 15......| Oct. 27,1954 | Revisions 2 and 3 to exhibit C; revisions 2 and 3 to exhibit C-1. 

sf ee Nov. 5,1954 | Incorporation of CCN’s. 

78 a Nov. 9,1954 | Revision of billing price of item 1. 

8. A. 18.......| Dee. 16,1954 | Revision of item 2 and incorporation of CCN’s. 

ok: j= Mar. 31,1955 | Incorporation of CCN’s. 

i) aoe Dec. 7,1954 | CCN No. Wibac 210(5N-17). 

i 3 May 23,1955 | Incorporation of CCN’s. 

S. A. 23.......| Jan. 27,1955 | New item 23, and amendment to Spare Parts Provisioning Document for 
USAF aeronautical and support equipment contracts. 

Oh... voc Dec. 30,1954 | Increase in estimated amount of item 3 

C. O. 25._....| Jan. 10,1955 | Establishment of airplane; maintenance; week-rate. 

oe ee Jan. 14,1955 | Incorporation of CCN’s. 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 1905 


Change orders and supplemental agreements—Continued 





Scope 





| New item 27. 
5 | Increase in committed funds for item 12. 





Number | Effective date | 
S. A. 27......-| Feb. 27,1955 | 
S. A. 28....._-| Feb. 16, 1955 
C. O. 29.....-| Feb. 2, 1955 
ee ae Mar. 11, 1955 
8S. A. 31..-.--| Mar. 17, 1955 
S. A. 32._....| Mar. 31, 1955 
8. A. ..--| Mar, 25, 1955 
8. A. 34 Mar, 23, 1955 
8. A. 35 May 24, 1955 
S.A eS. May 2,1955 
8. A. 37 July 20,1955 
eS a May 31, 1955 
C. O. 41 | June 2, 1955 
S. A. GBiacnes June 27,1955 
8. A. 46 Aug. 2,1955 
a eee Aug. 1,1955 
8. A. 52... Aug. 18, 1955 
ee eee 





New item 24. 

Miscellaneous CCN’s. 

Increase in committed funds for item 12. 
Handbook reissue. 

Incorporation of CCN’s. 

Increase in estimated amount of item 3. 
Supersession of CCN 357 (5N-4772). 
Incorporation of CCN’s. 

Addition of items 25 and 26. 

Exhibit A, Spare Parts Provisioning Document. 
Miscellaneous contract change notifications, 


Increase in estimated amounts for items 3, 4, and 14 (spare parts). 
Addition of revisions 4, 5, 6, 7, and 8 to exhibit C-1. 

Addition of item 30. 

Incorporation of revisions 4, 5, 6, 7, and 8 to exhibit C. 
Incorporation of exhibit B. 





TaBLe B-4.3.—Conrract AF33(600)—22284 


Companies with which subcontracts aggregating in excess of $100,000 were placed 


Name and address Amount 
Associated Co., Inc., 1211 East Douglas, Wichita, Kans._....._..... $1, 278, 553 
Intercontinental Manufacturing Co., Inc., Garland, Dallas County, 

Oo Pe eee ee Sa ee Oa kncaaimuemowcakuucnea 1, 100, 658 
National Presto Industries, Inc., Eau Claire, Wis._....-.----_--- 6, 689, 683 
Stanley Aviation Corp., Buffalo Municipal Airport, Buffalo, N. Y_.-. 1, 024, 427 
Swallow Airplane Co., Inc., 917 East Lincoln, Wichita, Kans_.______ 3, 317, 846 
Swedlow Plastics Co., 6986 Bandini Blvd., Los Angeles, Calif__.__ . 1,358, 636 
Weber Aircraft Corp., 2820 Ontario St., Burbank, a ll 1, 513, 730 
Zenith Plastics Co., 1600 West 135th St., Gardena, ele. oso. 2, 284, 685 
Aeronca Manufacturing Corp., Municip al Airport, Middletown, 

a a es Ee nin a Pewee 1, 912, 166 


Axelson Manufacturing Co., Post Office Box 58335, Vernon Station, 


Si Rg rears xen nwa deworwaaweewreensa 1, 351, 471 
Bell Aircraft Corp., Post Office Box 1, Buffalo, N. Y___.-----.----- 50, 010, 316 
Bendix Aviation Corp., 401 Bendix Dr., South Bend, Ind_--------- 6, 859, 262 
Briggs Manufacturing Co., 20300 Mound Rd., Detroit, Mich.._._._ 11, 042, 814 
Cessna Aircraft Co., R. F. D. 5, Wichita, Kans_____- _. 9, 789, 942 
Chance Vought Aire raft, Inc., Post Office Box 597, Dallas, Tex_ 4, 750, 678 
Cleveland Pneumatic Tool Co., 3781 East 77th St. , Cleveland, Ohio - 3, 900, 447 
The Coleman Co., Inc., 250 North Sti. Francis, Wichita, Kans....... 3, 928, 812 
Continental Can Co., Inc., Coffeyvlle, Kans_____.__--____.--__- 7, 681, 698 
Foote Bros. Gear & Machine Corp., 4545 South Western Blvd., 

en cetintumh aati id 3, 619, 084 
Goodyear Aircraft Corp., oN RG Si a aie ier ai eas Silas 7, 904, 141 
Oliver Corp., 400 West Madison Se Se aa ae er ae 6, 311, 862 
Temco Aircraft Corp., Box 6191, Dallas, 1 Si ES Cat ts 17, 974, 489 


Vard, Inc., 





2981 East Colorado St., 


Pasadena, Calif__...._.--___- 1, 518, 779 
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Contract AF33(038)—21096 


3 Move. B-52 anv 17 Mopet RB-52 Arrpcanes, Spare Parts, Speciat Toots, 
Grounp HaNpLING EquirpMENT, MoBILE TRAINING UNITS AND TRAINING 
PARTS 


COST-PLUS-A-FIXED-FEE CONTRACT; DATE OF DEFINITIVE CONTRACT, NOVEMBER 
7, 1952; DATE OF LETTER CONTRACT (AUTHORITY TO PROCEED), FEBRUARY J, 
1954 Ape 

TasBLeE C—1—Conrract AF33(038)—-21096 


Information relative to contract sales price and profit 





Estimated final contract.sales price... .......................- $545, 049, 391 
Estimated costs at completion (table C-1.1)..-_...__.---_----- 527, 343, 146 
RE ih rh ee nee Ke ndnece ne 17, 706, 245 
Initial definitive contract sales price... ......................- 434, 301, 481 
Contract changes: ! 
Revision to wing and body fuel vent system_-__ $1, 394, 999 
Installation of MD fire control system-_--.---- 1, 936, 840 
Change to die forged bulkheads-_ --___..------- 2, 837, 064 
Engineering changes and other articles________- 17, 946, 040 
Additional funds necessary to cover costs in excess 
of the initial contract cost estimate___..____- 86, 632, 967 


110, 747, 910 
Estimated fina] contract sales price....................- 545, 049, 391 





1 The monetary value of changes that substantially affect the contract sales price are sct forth in detail, 
The number, date, and scope of all change orders and supplemental agree ments is incl uded in table C-1.2, 








TABLE C-1.1—Contract AF33(038)—-21096 
Costs by elements 
jee ee ES Re lls ely i $25, 405, 416 
DOVCINDIMRENR ABORT ci 3s cwusianinnn coameieenue 13, 830, 663 
TT Re ns ee SS cua de hese eda eucs 31, 288, 530 
CE SN See al eR A SRN Bin Ell Ae 27, 654, 030 
—___—_ $98, 178, 639 
Developmental material... ....... << sswa..o suk, 9, 123, 634 
GP NLL ST RD AE RT aes 7, 317, 383 


Production material and purchased equipment - - - -- 80, 827, 509 





97, 268, 526 


CE SS SES A SO Se Ae ee 8, 508, 692 
Outside progucvion (table 42-1:9) ac sins cease cnpenacs—o-------- 143, 074, 856 
Estimated direct costs to complete spare parts, special tools, ground 

handling equipment, and training parts !___..........______-_ 41, 897, 150 
Manufacturing overhead... .................---. $104, 045, 613 
Enginesring Overhead. = .... 2... .02-5..-.......- ; 21, 655, 318 


General and administrative overhead_______._____- 6, 157, 482 
NR Ie cupetatade oe 6, 556, 870 





138, 415, 283 


527, 343, 146 
1A substantial portion of the estimated costs to complete spare parts, special tools, graund handling 
equipment, and training parts is applicable to items which have been provisioned but for which a cost 
estimate by element has not been established. Cost experience on prior coitracts indicates that approxi- 
mately 80 to 90 percent of the costs of these items is incurred in the outside production, purchased equipment 
and production material classifications. 
NOTES 


T otal costs include actual costs incurred through June 30, 1955, plus the estimated costs to complete the 
contract. Approximately 88 percent of the total estimated costs of performing this contract had been 
expended through June 30, 1955. 

Overtime charges incurred through June 30, 1955, plus an estimate of the overtime charges that will be 
incurred in connection with the completion of the contract total $3,948,218. 

A summary of the allocation of the various types of overhead to this contract is set forth in table C-5 
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TaBLe C—1.2—Conrract AF33(038)—21096 


Change orders and supp'emental agreements 

















No. Effective date Scope 

Sates .| Jan. 27,1953 | Increase funds for training parts (item 7). 

8. A. 2........| Feb, 26,1953 | Incorporate retention-of-records clause. 

6 See Mar, 12, 1953 | Revision of item 5 and exhibit A and addition of new item 18. 

C. O. 4........| May 20,1953 | CCN 4; increase in amount of item 15 (Engineering changes); and addi- 
tional subcontractor. 

a May. 1, 1953 | Increase in amount of item 15 (engineering changes). 

8. A. 6........| June 29, 1953 | New item 19; addition of new paragraphs to part I; revision of item 15 and 
increase in funds for item 15. 

C. O. 7........| June 30,1953 | Miscellaneous CC N’s; spare parts for 1734 months in lieu of 2 years support; 
increase in amount of item 15; maintenance during IFR formating tests; 
and T. O. 01-20EJ-209. 

ee Se July 9, 1953 | Increase funds for items 15 and 16. 

SS os July 28,1953 | Incorporation of CCN’s; add aeronca and Stanley Aviation as subcontrac- 
tors having no-charge use of facilities. 

ne = Aug. 14,1953 | Revise item 11 and exhibit B attached by item 11. 

8. A. 11.......| Sept. 1, 1953 ay — for item 1; add provision for fiight simulator manufacturer; 

S. A. 12.......] Oct. 27,1953 | Miscellaneous CCN’s: miscellaneous other changes. 

eS: See Oct. 1,1953 | Add item 21: Engineering changes. 

ee =a Apr. 28,1954 | Add item 23; Mobile training unit and spares; increase funds committed 
under item 21; miscellaneous other changes. 

S. A. 15._..._.| May 14,1954 | Add item 22: Work on XB-52 and YB-52 airplanes suspended under ac- 
15065; airplane maintenance and flight test hours for first period (item 16). 

a . —on Dec. 2,1953 | Miscellaneous MCR’s and ECP’s; airplane maintenance and flight test 
hours for second period (item 16); amend data requirements (exhibit A). 

S. A. TS-18 Sept. 30, 1954 —o agreement for termination of item 7 and partial termination of 
item 19. 

C. O. 19..--.- Dec. 29,1953 | Increase amount committed for item 21. 

Se ae Jan. 6, 1954 a of acceptance flight tests for XB-52 and YB-52 airplanes 

tem 22) 

i ee Jan. 21,1954 | Increase amount committed for item 21. 

ae St Feb. 8, 1954 | Amend data requirements (exhibit A). 

500 oc Feb. 17,1954 | Transportation and subsistence—Phase III flight testing of YB-52 at 
Fairchild AF Base (item 16); ee funds committed under item 21; 
correct typographical error in Cc. 0. 

Cc. O. Miscellaneous EC P’s; attach spares cxhibit B (item 5). 

Cc. O. Increase funds for special tools (item 6). 

8. A. Add item 20: JATO installation study; amend data requirements (item 8); 
ECP 72; miscellaneous other changes. 

Cc. O. ECP’s 43 and 61; amend revision date of D-13895 (item 5). 

8. A. New items 24 through 28; miscellaneous EC P’s and MCR’s. 

8. A. Miscellaneous ECP’s and MCR’s; miscellaneous T. O.’s; add fire control 
system (A-3A) to item 23. 

C. 0. Increase funds emaetaeadh for item 21. 

Cc. O. Add par. (a) (2) to item 16. 

8. A. Amend item 19; Tyejows. 

Cc. 0. Miscellaneous T. O 

as Miscellaneous ECP’ 5: ; airplane maintenance and flight test hours for third 
period (item 16); ad items 29 and 30; miscellaneous other changes. 

8. A. ANCON om dates for D-13102 under item 4(a): Arma fire-control system 

Nl 

Cc. 0. Airplane maintenance and flight test hours for fourth period (item 16); 
change periods umder item 16 to 13 weeks each. 

Cc. O. Increase funds committed for item 21. 

Cc. O. Canceled. 

Cc. O. Increase funds for overrun. 

Cc. oO. Airplane maintenance and flight test hours for fifth period (item 16). 

Cc. 0. Installation of MD ( ) fire-contro] system; certain work in performance of 
phase III flight testing. 

c.0 Miscellaneous MCR’s and ECP’s; amend exhibit A (data); miscellaneous 
other changes. 

2s Soe Dec. 15, 1954 | Amend item 19: Trainers; rewrite nondiscrimination article; miscellaneous 
other changes. 

8. A. 44......- Feb. 2,1955 | Add item 31: Technical order compliance on bailed aircraft. 

6: A. 46......6 Jan. 27,1955 | Redesignate spares exhibit B to exhibit AA (item 5) (incorporated by C. O. 
24). 

te Feb. 17,1955 | Miscellaneons ECP’s. 

eee May 26,1955 | Add iten 32: Die-forged bulkheads for B-52 aircraft; airplane maintenance 
— flight test hours for the sixth period (item 16); miscellaneous other 
changes. 

S.A. Feb. 23,1955 | Attach revision 1 to snares exhibit AA (item 5). 

8. 4. Mar. 10,1955 | Airplane maintenance and flight test hours for seventh period (item 16). 

S.A Mar, 7,1955 Misogiiensous ECP’s; delivery of airplane 52-001 short certain work stated 
in 188 

S.A May 3,1955 | Incorvoration of exhibit A; price spare parts list. 

8. A. .| June 20,1955 | Revision 1 to spares exhibit A. 

8.A June 7,1955 | Miscellaneons ECP’s and MCR’s. 

S.A _| Mar. 24,1955 | Rewrite item 12: Landing gear parts. 
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Change orders and supplemental agreements—Continued 





1909 





Effective date 





Scope 








— Apr. 13, 1955 





other changes. 
55.......| Aug. 15,1955 | Miscellaneous EC P’s (items 1 and 16). 

57.....--| June 13, 1955 

57 Revisions 3, 4 and 5 to special tool exhibit B (item 6). 
Increase funds for spares (item 5). 


QLROQRBRY 
o 
Qo 
= 


Add item 33: Inspection and repair of mode] RB-52B airplane 52-005; add 
Bendix and Stanley Aviation as subcontractors having no-charge use of 
facilities; amend delivery schedule; reduction of fixed fee; miscellaneou 


Special tools exhibit B; revisions 1 and 2 thereto (item 6). 


Ue Seccua June 17,1955 | Increase funds for fight testing (item 16). 
A. 62.......| June 1,1955 | Technical order compliance on bailed airplanes. 
A. 63.......] June 20,1955 | Training parts exhibit C; revisions 1, 2 and 3 thereto (item 7). 
O; 9b. 5-5 June 9, 1955 | Increase funds committed for engineering changes (item 21). 


4 dministra- 
tive notice 
1. 


Aug. 15,1955 | Release of funds. 











TaBLE C-—1.3—Conrract AF33(600)—21096 


Companies with which subcontracts aggregating in excess of $100,000 were placed 


Name and address 
Aeronca Manufacturing Corp., 
I aan le we a Ss sw es enous nal MS hi GLO 
Briggs Manufacturing Co., 20300 Mound Rd., Detroit, Mich_____- 
Cleveland Pneumatic Tool Co., 3781 East 77th St., Clevel: and, Ohio_ 
Fairchild Engine & Airplane Corp., Fairchild Aircraft Division, 
I A ie eo ee edna endo se= 
Foote Bros., 4545 South Western Blvd., bee ee 
Iron Fireman Manufacturing Co., 4784 Southeast 17th Ave., Port- 
DOT ne eo ee ope one sateen eee 
Pachmayr Corp., 2222 Figuerra St., Los Angeles, Calif 
Rohr Aircraft Corp., Chula Vista, Calif...........-...-----.-.-. 
Ryan Aeronautical Co., Lindbergh Field, San Diego, Calif______- 
A. O. Smith Corp., Airframe Division, Post Office Box 38, Charlotte 
Station, Rochester, N. Y 
A. O. Smith Corp., 


Municipal Airport, Middletown, 


Post Office Box 437, Toledo, Ohio___________-_ 
Stainless Steel Products, Inc., 2890 North San Fernando Blvd., 

eee OSES ES ee et ne ae 
Stanley Aviation Corp., Buffalo Municipal Airport, Buffalo, N. Y-_ 
me ae Co., aircraft division, Post Office Box 2507, Buffalo, 


Weber Aircraft Corp., 2820 Ontario St. Burbank, Calif_________- 
Willys Motors, Inc., Richmond machine division, Post Office Box 
577, Station A, Richmond, Calif 


Amount 
$14, 529, 922 
14, 215, 300 
1, 794, 676 


10, 861, 731 
450, 000 


3, 235, 360 
104, 410 
31, 091, 575 
635, 900 


21, 917, 180 
9, 683, 021 


105, 000 
500, 000 


2, 165, 100 
185, 000 
1, 130, 455 
522, 000 


16, 444, 00( 
2, 348, 100 
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Contract AF33(600)—22119 


68 Mopret RB-52 ArrRPLANES, SPARE Parts, SpecitaL Toots, GRouND HANDLING 





EQUIPMENT AND TRAINING Parts 3 
FIXED-PRICE INCENTIVE-TYPE (TARGET) CONTRACT; DATE OF DEFINITIVE CONTRACT, : 
APRIL 15, 1953; DATE OF LETTER CONTRACT (AUTHORITY TO PROCEED), SEPTEMBER 
5, 1952 
TaBLE C-—2.—Conrract AF33(600)—22119 
Information relative to contract sales price and profit I 
Estimated final contract sales price. ............-....-....... $521, 235, 863 ; 
Estimated costs at completion (table C—2.1)__..---_.2._.-____- 485, 705, 007 
ce ee ee ec LAN SNaR Sale RRC apa apa, nan a oe NA ee ene oe ene 35, 530, 856 | 
RB-52B RB-52C ¥ 
Estimated unit airplane sales price__._..._..-_-_-- $6, 246,349 $5, 059, 369 3 
Estimated profit per airplane__..........._._---- 415, 338 336, 413 ; 
Initial definitive contract sales price... _-...............-...-- 564, 326, 733 " 
Contract changes: ! 5 
Engineering changes covering: , 
Pitre: conteol: eyetem - = << 62s 5.42 o2cs-s-,.s $1, 511, 966 t 
Heavy bomb load provision____.___-_-~-- 1, 452, 874 4 
SRTSTO Weer al ee ed Se 5, 396, 488 p 
Alternnter Grive {63 foo S20. 5,447, 389 ® 
Revisions to air conditioner package _ ____ 1, 186, 312 5 
Revision to water injection tank... ____-- 921, 998 3 
Instrumentation for engine power settings_ 1, 020, 469 j 
Redesign of spoilers... ................. 625, 763 
Re-allocation of A-3A fire control system_ (11, 280, 736) 
Ejection seat vertical adjustment_-___--__- 725, 247 S| 
Support to accomodate weapons________- 1, 677, 743 
Balance of engineering changes and other : 
Wrteeiid oe ee a ie en ee 17, 778, 580 ; 
Estimated adjustment to contract sales price ] 
that will result from target reset negotiations ; 
on airplane portion of contract_.._...._..-- (69, 554, 963) (43, 090, 870) q 
Rhian 11 Atal hs Died NTRS 5 
Estimated final contract sales price__...__.....------ §21, 235, 863 
1 The monetary value of changes that substantially affect the contract sales price and the estimated sales : 
price adjustment that will result from the target reset negotiations on the airplane portion of the contract 3 
are set forth in detail. The number, date, and scope of all change orders and supplemental agreements is 3 
included in table C-2.2. } 
4 
2 
| 
4 
3 
a 
4 
‘ 
{ 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 


TasBLE C—2.1—Conrract AF33(600)—22119 


Costs by element 


Engineering labor___-- -- ui ahaa wma a a | ee er oe 
De VGIBOIRD UNDE i. 6 oe «in none = Seen ansé bere 1, 237, 97 4 
gS Se: een ERE Sa See ae a 9, 822, 975 
Production Tabor... ..-.-—....<... “ se raet 33, 810, 980 
— - $51, 950, 322 
Developmental material____-_---- gree as oy ee , 175, 076 
Tooling material____-- 7 , 349, 494 
Production material and pi urchased ec quipme nt_ 105 », 233, 408 
107, 757, 978 
Direct charges oh ges Sah ee 7 4, 678, 706 
Outside produc tion (table C-2.3) _______- 123, 355, 143 
Estimated direct costs to complete spare parts, special tools, 
ground handling equipment, and training parts___ _ 112, 015, 469 
Manufacturing overhead - - - -_- ene a vi Ie $73, 302, 669 
Engineering overhead _____- dsitestes ert 6, 341, 909 
General and administrative overhead________- 3, 889, 114 
Research overhead__--_- --- ceaeeks te eet she , 413, 697 
———. 85, 947, 389 
| Se ae ern ome 705, 007 
NOTES 


Total costs include actual costs incurred through June 39, 1955, plus the estimated costs to complete the 
contract. Approximately 33 percent of the total estimated costs of performing this contract had been ex- 
pended through June 30, 1955. 

Overtime charges incurred through June 30, 1955, plus an estimate of the overtime charges that will be 
incurred in connection with the completion of the contract total $1 ,264.976 

A substantial portion of the estimated costs to complete spare parts, special tools, ground handling equip- 
ment, and training parts is apnlicxble to items which have been provisioned but for which a cost estimate 
by element has not been establishei. Cost experience on prior contracts indicates that approximately 80 
to 90 percent of the costs of these items is incurred in the outside production, purchased equipment, and 
production material classifications. 

A summary of the allocation of the various types of overhead to this contract is set forth in table C- 


TABLE C—2.2—Conrtract AF33(600)—22119 


Change orders and supplemental agreements 














No. Effective date | | ‘ Scope 

C. 0. 1__._...| June 29,1953 | Increase funds for items 2 and 7. 

ear: aS | July 29,1953 | Increase funds for item 2 

a ee Aug. 17,1953 | Add Aeronca and St: anley Aviation as subcontractors having no-charge use 
of facilities; provision for a flight simulator subcontract. 

C6, &....... Sept. 24,1953 | Amendment of pt II, delivery; ECP No. 56. 

C, O. 5._.....| Sept. 29, 1953 | Addition of item 8; engineering and/or specification changes. 

ae Dec. 1,1953 | Miscellaneous CCN’s, data and specification changes. 

eS, ae ree .| Canceled by MCPPSD-3/McE/hdf dated March 8, 1954. 

eS Dec. 29,1953 | Increase funds committed under item 8 (engineering changes). 

og: S eae Jan, 14,1954 | Increase funds for spares (item 2). 

OG; os Jan. 21,1954 | Increase funds committed under item 8 (engineering changes). 

CO. By Sh sauce Feb. 15,1954 | Miscellaneous ECP’s; délete requirement for power package Build-up 
Handbook; add A. O. Smith, Fairchild, Ryan & Stewart-Warner as 
subcontractors having no-charge use of facilities. 

S, 3 June 22,1954 | Change last 10 RB-52B’s to RB-52C’s; add 25 RB-52C’s (item 9); increase 
funds committed for item 8; add “Renegotiation, ” “Vinson-T rammell”’ 
and “Taxes”’ clauses; miscellaneous other changes. 

ce: 5 ee Mar. 22,1954 | Decrease funds for training parts (item 4). 

hs eile ol July 2,1954 | Miscellaneous ECP’s; add research designing as subcontractor having no- 
charge use of facilities. 

C. 0. 15__....| Oct. 18,1954 | Increase committed funds under item 8, 

ae ee Jan. 31,1955 | Add item 12, test outlines and reports; New nondiscrimination in employ- 
ment clause. 

C. O.17._....| Nov. 22,1954 | Increase amount for item 2. 

C. 0. 18__....| Oct. 10,1954 | ECP BO-B-52-48, Installation of MD-( ) fire control system. 

GC. Oi Mincsks Dec, 31,1954 | Increase amount for item 10. 

C. O, 20.__...| Mar, 28,1955 | Miscellaneous ECP’s; add Stanley Aviation, Bendix Av iation and Cleve- 
land Pneumatic Tool Co., as being : authorize -d for no-charge use of Govern- 





} | ment-owned facilities; amend flight simulator paragrs aph (s); amend data 
| exhibit A. 

3uy Feb. 10,1955 | Increase in estimated price of (item 3). 

22 ..| Mar. 14,1955 | Miscellaneous EC P’ 

..| Apr. 29,1955 | Spares exhibit A (ite m 2). 

20,1955 | Revision 1 to spares exhioit A (item 2). 

5,1955 | Revision 2 to spares exhibit A (item 2). 

s. a 12,1955 | Miscellaneous EC P’s. 

8. A. 27 .-| July 45,1955 | Special tools exhibit B (item 3). 
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TABLE C-—2.3.—Conrract AF33(600)—22119 


Companies with which subcontracts aggregating in excess of $100,000 were placed 
Name and address 
Aeronca Manufacturing Corp., Municipal Airport, Middletown, Amount 


Sia nxni6 a dnibenneittens be Rust ne enh ee hed nade rare ene senses $13, 003, 572 
Axelson Manufacturing Co., Post Office Box 98, Vernon Station, 

NN an wih sinid cacti meah cena died ie eh enim ote ie naa 137, 904 
Bendix Aviation, 1160 Sherman Way, North Hollywood, Calif-._.. _1, 617, 811 
Benson Manufacturing Co., 1811 Agnes Ave., Kansas City, Mo-_-_- 1, 017, 452 
Castle Industries, Paine Field, Everett, Wash__________-____-_-_- 398, 922 
Cleveland Pneumatic Tool Co., 3781 East 77th St., Cleveland, 

Pecan chase dnntenwentghe nee bestek detain winiy aeaiein~ anon 3, 492, 977 
Fairchild Engine & Airplane Corp., Fairchild Aircraft Division, 

NN aise tes hres a eireta non Petes es daps ica nb ere ieeie oe: dosasn 31, 736, 699 
Foote Bros., 4545 South Western Blvd., Chicago, Ill..-..._______- 618, 657 
W. P. Fuller & Co., Fairview Ave. and Roy St., Seattle, Wash__-__- 400, 746 
Hansen-Lynn Co., Inc., 800 South Flower St., Burbank, Calif_____ 448, 971 
[ron Fireman Manufacturing Co., 4784 Southeast 17th Ave., 

NN NI i a. lara cae tat eet et is oa as mn es ee ais 3, 987, 507 
Pacific Mercury SPV Manufacturing Corp., 8345 Hayvenhurst Ave., 

Teen een se aweschveaeuns 801, 219 
Ronr nsrrers Corp. (nue Vista, Call... 5....---2-s---- 40, 888, 627 
Ryan Aeronautical Co. Lindbe rgh Field, San Diego, Calif.______- 789, 277 
A. O. Smith Corp., Airframe Divi ision, Box 38, Charlotte Station, 

Pau IN cn. oot Os re oe ed on ites a ne 8, 521, 697 
Twin Coach Co., Aircraft Division, Box 2507, Buffalo, N. Y____--- 149, 831 
Vard, Inc., 2981 East Colorado St., Pasadena, Calif.........____- 1, 388, 714 
Weber Aircraft Corp., 2820 Ontario St., Burbank, Calif.___.____-_ 895, 699 
Western Gear Works, 2600 East Imperial Highway, Lynwood, 

A se Saree tanin mada hile ease te talbott sn en a Sno eh itr ws 178, 203 
Willys Motors, Inc., Richmond Machine Division, Box 577, 

oo te ey Oy late kaa paige la a 7, 561, 912 
Zenith Aircraft Co., Post Office Box 91, Gardena, Calif..._.._._-- 1, 490, 630 


Contract AF33(600)—26235 


27 Mope.t B—52 ArrRPLANEs, SPARE Parts, SpeciAL Toots, GRouND HANDLING 
EQuIPMENT, MOBILE TRAINING UNITS AND TRAINING PARtTs 


FIXED-PRICE INCENTIVE-TYPE (TARGET) CONTRACT; DATE OF DEFINITIVE CONTRACT: 


DECEMBER 31, 1954; DATE OF LETTER CONTRACT (AUTHORITY TO PROCEED): 
OCTOBER 16, 1953 


TaBLe C—3.—Conrtract AF33(600)—26235 


Information relative to contract sales price and profit 











Estimated final contract sales price. -.....-..---.-----------. $270, 379, 114 
Estimated costs at completion (table C—3.1)_-.....-.--.------ 251, 395, 250 
Estimated profit.............--.. Oat wptemnnt id cameo 18, 983, 864 
Estimated unit airplane sales price.............---.---------- 8, 622, 224 
Estimated profit per airplane._......-........-...-.-.....-.. 600, 202 
Initial definitive contract sales price.-...--------------  Geakdes 276, 454, 869. 


Contract changes (table C—3.2): 
Estimated adjustment to contract sales price 
that will result from target reset negotia- 








tions on airplane portion of contract - --- ($6, 320, 195) 
Engineering changes and other articles- - -- - 244, 440 
(6, 075, 755) 
Estimated final contract sales price. .............------ 270, 379, 114 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 


TaBLE C-3.1—Contract AF33(600)—26235 
Costs by element 


tT 5 oc ennane posers aceseuscessss © $4, 404, 248 
Developmental labor.................-- oiiaaiies amit 241, 415 
Tooling labor. - ...--- fa coeoy es vk oe oh cenpens Sginceigce te tie im aed 21, 289, 828 
Proaucuow wor. . ..-.....----..-.- bon a Co eae 19, 970, 558 
————_ $45, 906, 049 
Developmental ventemal.— .......-5-...........--. $309, 295 
pS OS” he ee ae as eens ... 5, 195, 168 
Production material and outside production___._.____ 24, 387, 053 
———————__ 29, 891, 516 
ee ne ee a ns eee pee a ee ee 2, 785, 354 
Outside eeeaeetion (ene O-6.2)................-............ 72, 883, 018 
Estimated direct costs to complete spare parts, special tools, and 
ground handling equipment !__.___....---.-----.------ 31, 517, 793 
Manufacturing overhead __-_____-_-- 5 EIS Ses $59, 239, 780 
Pen oS eect ceed 3, 568, 443 
General and administrative overhead______._._._._... 3, 605, 874 
Hasbiren Ovenseine os ooo. en cee sek. Fecat Sage 1, 997, 423 
——————___ 68, 411, 520 
CCE ES Ce ee eee oe eee eee ee 251, 395, 250 


1 A substantial portion of the estimated costs to complete spare parts, special tools, and ground handling 
equipment is applicable to items which have been provisioned but for which a cost estimate by element 
has not been established. Cost experience on prior contracts indicates that approximately 80 to 90 percent 
of the costs of these items is incurred in the outside production, purchased equipment, and production 
material classifications. 

NOTES 


Total costs include actual costs incurred through June 30, 1955, plus the estimated costs to complete 
the contract. Approximately 31 percent of the total estimated costs of performing this contract had been 
expended through June 30, 1955. 

Overtime charges incurred through June 30, 1955, plus an estimate of the overtime charges that will be 
incurred in connection with the completion of the contract total $648,560. 

A summary of the allocation of the various types of overhead to this contract is set forth in table C-5, 


TABLE C—3.2—Contract AF33(600)—26235 


Change orders and supplemental agreements 





No. Effective 


date Scope 








8. A. 1.......] Apr. 20,1955 | Increase of funds for item 2. 





TaBLeE C-3.3—Contract AF33(600)—26235 


Companies with which subcontracts aggregating in excess of $100,000 were placed 


Name and address Amount 
General Electric Supply Co., 800 East First St., Wichita, Kans_.... $2, 509, 013 
Jonco Aircraft Corp., Shawnee, Okla..-..-------------------- -. 2,380, 450 


L. M. Engineering Co., 5112 West Jefferson Blvd., Los Angeles, Calif. 1, 493, 500 
Midwest division of H. & B. American Machine, 612 Park Ave., 


I ee oe ee ae 1, 876, 256 
Aeronca Manufacturing Corp., Municipal aes, Middletown, 

(ES co ne kad ai chat ceusavens eae 
Bell Aircraft Corp., Post Office Box 1, Buffalo, N. Mr ie Lets .. 12, 934, 705 
Bendix Aviation Corp. , 401 Bendix Dr., South Bend, Ind...._____- 2, 811, 092 
Cessne Aircraft Co., ’ F. D. 5, Wichita, ee . 6,774,373 


Consolidated Vultee Aircraft sia Fort Worth divi ision, Fort W orth, 
Aidala tees nines obint eave ée . 15, 465, 815 


ta ne ee ere seeran tee BA irises Ke My Ls 1, 350, 001 
Stratos division, Fairchild Engine and Airplane Corp., Bayshore, 
ee eee Wie. 6. Lee CU cuss 6 saccadic ws new nienea 1, 677, 697 
Temco Aircraft i. Se re. ee Ee ose 9, 249, 835 


bewes go Products, Inc., Tapco division, Post Office Box 655, Cleve- 
Ss nh a id Sa ein Eadie cncioens 5, 499, 717 


lan 
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Contract AF33(600)—28223 


50 Mopet B-52 ArrpLanes, SPARE Parts, SpectaL Toots, Grounp HANDLING 
EQUIPMENT, MoBILE TRAINING UNITS AND TRAINING AIDS 


FIXED-PRICE INCENTIVE-TYPE (TARGET) CONTRACT; DATE OF DEFINITIVE CONTRACT: 
AUGUST 8, 1954 ! 


TaBLe C—4.—Conrract AF33(600)—28223 


Information relative to contract sales price and profit 











Estimated final contract sales price___..............-..--_-_._- $255, 290, 365 
Estimated costs at completion (table C—4.1)_.._--.-----_---_-_ e 238, 356, 432 
RR I eh Fe 2g ee Ses 2k Pet le 16, 933, 933 
Estimated unit airplane sales price__....._.........-.---.--_---- 3, 940, 523 
metannhbed pres Dar MNO. <6 cn tc eee ee lll 252, 351 
Initial definitive contract sales price__........------- Rare Sager 254, 014, 234 
Contract changes (table C—4.2): 
Engineerii.g changes and other articles__._.........._..-_-_-_- 1, 276, 131 
Estimated final contract sales price. __...........-.------ 255, 290, 365 


1 A letter contract was not received on this project. The company was authorized to proceed on August 
31, 1954, the date of the definitive contract. 


NOTE 


The contract sales price, estimated costs at completion and estimated profits are based on the infor- 
mation utilized in the preparation of the proposal that was submitted by the company at the time the 
contract sales price was negotiated. 


TaBLeE C-—4.1.—Contract AF33(600)—28223 


Costs by element 


EE I EE Ne eA $3, 567, 292 
eyenonmentGal 1a kn decane tecers woth ne 379, 975 
EE a EE a DS A 2, 585, 659 
RDS LELLT EE SL: CARE ele AOR ORY SS 22, 501, 909 


————————— $29, 034, 835 
Develonmmental material . onus «0 on cnn sw cecscnnnse. 482, 095 


0 Bee ei eae ee ee 347, 780 
Production material and purchased equipment_------ 40, 177, 338 
—_————_ 41, 007, 213 


Direot chenwet. << <ss<.ccew sco cewccwncouvswseuwousewenenewere 2, 032, 454 

Outside production (table C-—4.3) ...............--...-..--.---- 64, 519, 030 
Estimated costs to complete spare parts, special tools, ground 

handling equipment, mobile training units, and training aids.... 53, 948, 365 
RISD CRIORION DPOTNGOG on one wncoce cn enesen use $41, 093, 699 
SS EEE ELE LEP DEON CE 3, 096, 265 
General and administrative overhead__..__....------ 2, 161, 442 
ES eee ss eee 1, 463, 129 

———————_ 47, 814. 535 

EE eee el “ECR See ne ee a 238, 356, 432 

NOTES 


Total costs include actual costs incurred ream June 30, 1955, plus the estimated costs to complete the 
contract. Approximately 0.3 percent of the total estimated costs of performing this contract had been ex- 
pended through June 30, 1955. 

The estimated costs to complete spare parts, special tools, ground pending equipment, mobile training 
units, and training aids is applicable to items which have been provisioned but for which a cost estimate 
by element has not been established. Cost experience on prior contracts indicates that approximately 80 
to 90 percent of the costs of these items is incurred in the outside production, purchased equipment, and 
production material classifications. R 

Although the original contract cost estimate has been used, current projections of overhead allocations 
differ somewhat from the allocations utilized at the time the initial contract sales price was negotiated. 
Since production under the contract is in the initial stage, information is not yet available relative to the 
estimates on other cost elements, and therefore a determination cannot be made as to whether the total 
contract cost estimate should be changed by reason of the change in overhead projections. Consequently, 
overhead has been included in the total cost estimate on the basis of the information which was utilized in 
the preparation of the proposal that was submitted by the company at the time the initial contract sales 
price was negotiated, and a summary of the allocation of the various types of overhead by year has not been 
submitted. 
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TaBLE C-—4.2.—Contract AF33(600)-—28223 


Change orders and supplemental agreements 





No. | Effective date Scope 





a are Feb. 7, 1955 | Canceled. 
Cc. O.2_.....-| June 3,1955 | Increase funds committed for engineering changes (item 7). 
Administra- | Aug. 15,1955 | Release of funds. 

tive notice 1 





bo Or 


TaBLE C—4.3.—Contract AF33(600)—28223 


Companies with which subcontracts aggregating in excess of $100,000 were placed 
Name and address 
Aeronca Manufacturing Corp., Municipal Airport, Middletown, Amount 

Ohio $5, 482, 442 
Benson Manufacturing Co., 1811 Agnes Ave., Kansas City, Mo-_-_- 751, 500 
Cleveland Pneumatic Tool Co., 3781 East 77th St., Cleveland, Ohio. 2, 579, 800 
Fairchild Engine & Airplane Corp., Fairchild aircraft division, 

Hagerstown, Md 16, 736, 600 
Pacific Mercury TV Manufacturing Corp., 8345 Hayvenhurst Ave., 

Sepulveda, Calif 704, 538 
Rohr Aircraft Corp., Chula Vista, Calif 7, 458, 129 
Vard, Inc., 2981 East Colorado St., Pasadena, Calif 784, 740 
Weber Aircraft Corp., 2820 Ontario St., Burbank, Calif 429, 450 
Willys Motors, Inc., Richmond machine division, Post Office Box 

577, station A, Richmond, Calif , 597, 370 
Zenith Aircraft Co., Post Office Box 91, Gardena, Calif 312, 078 


Il Coc i 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 1917 


Contract AF33(600)—28410 


29 MopeL KC-135 AIRPLANES, SPARE Parts, SpectaL Toots, GRouND HANDLING 
EQUIPMENT, AND TRAINING PARTS 


FIXED-PRICE INCENTIVE-TYPE (TARGET) CONTRACT; DATE OF DEFINITIVE CONTRACT, 
DEFINITIVE CONTRACT NOT RECEIVED; DATE OF LETTER CONTRACT (AUTHORITY 
TO PROCEED), SEPTEMBER 1, 1954 


TaBLE D—-1—Conrract AF33(600)—28410 
Sales price and profit 


Estimated final contract sales price_____.._.---_--- F =-u=- Df00, 96d, 211 
Estimated costs at completion (table D—1.1) .__- ape onelomnys 191, 709, 846 





I a ee PEE oe hw lw aon dn new wan cwnw chines 12, 273, 365 
Estimated unit airplane sales price__---_-------_.- ip Sonam ieee 6, 864, 087 


Estimated profit per airplane rs sacs " 410, 644 

NotEe.—Although agreement has been reached as to the initial contract sales price, a definitive contract 
has not been signed. ‘The contract sales price, estimated costs at completion, and estimated profit are based 
on the information which was utilized in the preparation of the proposal that was submitted by the com- 
pany at the time the contract sales price was negotiated. 


TABLE D-1.1.—Conrtractr AF33(600)-28410 


Costs by element 


SIP lip Ae Ea sa IS A aE I a $11, 417, 426 

ee ee one epee 3, 606, 536 

ER aoe adn ceoxunewscccae ence _. 18, 983, 147 

Production labor - _ —_- Se se ae pit ttle: 18, 422, 062 
—_———_——— $47, 429, 171 

Deveimmmmpuurmetenene, eset 5 8 696, 060 

Tooling material___________- ae seers Feet 2. 591, 491 


Production material and purchased equipment eae 22, 904, 564 
————_ 27, 192, 115 


nO ee mw mamuncn nalnnwawnee Aten poesia: 2, 631, 187 


Outside production (table D-1.3)____...___------ 40, 578, 026 
Estimated costs to complete spare parts, special tools, ‘and ground 

a eee ir sta nes 4,035, 686 
Manufacturing overhead... ..............--_-..-- $56, 673, 433 
ete eS = = ok cnn : 8, 221, 249 
General and administrative overhead__________--- : 3, 236, 722 
ee SE ee eran , 212, 257 

—_—_—_—— — 69, 843, 661 

— ues lige! atin coat tng § lil los ate aa aie eee A rey Rh PD 191, 709, 846 


' A substantial portion of the estimated costs to complete spare parts, special tools, and ground-handling 
equipment is applicable to items which have been provisioned but for which a cost estimate by element 
has not been established. Cost experience on prior contracts indicates that approximately 80 to 90 per- 
cent of the costs of these items is incurred in the outside production, purchased equipment, and production 
material classification. 

NOTES 


Total costs include actual costs incurred through June 30, 1955, plus the estimated costs to complete the 
contract. Approximately 15 percent of the total estimated costs of performing this contract had been 
expended through June 30, 1955. 

_ Overtime charges incurred through June 30, 1955, plus an estimate of the overtime charges that will be 
incurred in connection with the completion of the contract total $1,800,000. 

A summary of the allocation of the various types of overhead to this contract is set forth in table D-2. 




















1918 AIRCRAFT PRODUCTION COSTS AND PROFITS 


TaBLe D-1.3.—Conrract AF33(600)—28410 


Companies with which subcontracts aggregating in excess of $100,000 were placed 


Name and address 


AFF Gas Equipment Co., day and night aircraft division, Mon- Amount 

= ek 7 a Soh ee eee eee are $140, 159 
Bendix Aviation, 1160 Sherman Way, North Hollywood, Calif __ __ 1, 031, 768 
The Kawneer Co., aircraft products division, Niles, Mich ___ 227, 214 
Menasco Manufacturing Co., 805 South Fernwood Blvd., Burbank, 

LO | IE = Se A. RS ee ee eee 508, 578 
Northrop Aircraft, Inc., Hawthorne, Calif....._.______________- 1, 740, 341 
Rohr Aircraft Corp., Chula Vista, Calif._..._..............._.. 8, 908, 851 
Ryan Aeronautical Co., Lindberg Field, San Diego, Calif___._____ 5, 011, 897 
Twin Coach Co., aircraft division, Box 2507, Buffalo, N. Y_______ 2, 026, 910 
Willys Motors, Inc., Richmond machine division, Box 577, Station A, 

EE ME SIRES hs Se RDN el ial aces hada) apd 823, 387 


TaBLE D-2.—Summary of overhead allocations to the model KC-135 contract 








| Model KC-185 
Year | Type of overhead Total A F33(600)-28410 


Percent 


Amount | of total 





j 


1954 | Manufacturing-__- 





| 
f ohARRAR Sa eee --------------| $169, 125,193 | $1, 110, 879 0. 657 
| Engineering. 5 ae Re oe 24, 233, 657 1, 264, 366 5. 217 
| General and administrative_- Sain? Ain Cae = 9, 652, 720 | 130, 105 1. 348 
e... ea oe 124, 419 1. 457 
1955 | Manufacturing--_---- 13, 900, 332 8. 026 
| Engineering_. “ ae me = 3, 184, 240 11. 266 
| General and administrative.__-.__-__-----____- on 10. 778" 156 | 838, 607 7. 781 
See iD ncicacahsaitettnasabiimeasemitabadine re 5, 677, 000 | 444, 860 7. 836 
1956 | Manufacturing hho baa ntaitn satin iaees wheats LBebdia 175,627,808 | 23,675, 645 13. 481 
| Engineering -- bicoriecendadtidiiaiitteatdkeers ne 30, 101, 035 2, 400, 097 7. 973 
| General and administrative.__..-_.__--___- ih eee 11, 486, 157 | 1, 310, 570 11. 410 
OO eae eee - ND SILLS NE 5, 453, 000 665, O62 12. 196 
1957 | Manufacturing. ae rr ES eR, Mpa E : al 182,114,084 | 17,986, 577 9. 877 
| Engineering... RS ee EER eS EAR 31, 782, 759 | 1, 372, 546 4.319 
| General and administrative. ___--_- ae a oe | 11, 828, 157 | 957, 440 8. 095 
EEE EE PE eae 5, 516, 000 | 477, 916 8. 664 
Total: | 
Manufacturing--_-_- E ae SAREE Oe —— shes an 'aheieiloranaceieictan | 56,673, 433 
Engineering-- He re a ae Sean oe 8, 221, 249 
General and administrative_.._....---------------.-|...-.-.----- | 3, 236, 722 
0 SGA Sl ES ee  atieniabeetienanmmat | 1, 712, 257 





' ' 


TaBLE D-3.—Summary of the allocation of certain expenses to the model KC-135 


contract 
AF33(600)—28410, 1954: 
Salaries and incentive compensation of officers with annual com- 
pensation in excess of $20,000: 
(EER eR Se eed, 2 PON a I M068) oP ook $6, 660 
OE EERE RR 2 saga 1. 088 
Contributions or dues paid to trade organizations of public informa- 
tional media: 





aor cn a ht SS Sid Eales etal $2, 373 

ET Gn) ab if SS SOS em ee ges Riven OAR oy By Conny Rents ee bk aes ee 1. 500 
Consultation and advisory fees 

Sout AMBe oe Bet 9b set gael SES TD, ie ee $9, 107 

SS i a ean =. Ene aa a pepe 2. 099 
Travel expense: 

ke $73, 502 

SDE TELS SSS TS: SR EE Rare See eee ee epee ns 2. 486 
Normal depreciation: 

SUS Es RY SA Va es ee ee ee $43, 221 

Oe OS i a SS Gee eee 1. 877 
Amortization in excess of normal depreciation: 

(ONS OM SE add SRE eR i ee $20, 154 

I 1. 166 


NoTE.—Details of salaries and incentive compensation of officers, contributions, and consulting fees are 
set forth on tables E-1, E-2, and E-3, respectively. 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 


TaBLeE E-2.—Contributions or dues paid to trade organizations of public 








Aircraft Industries Association __- 
Seattle Chamber of Commerce. 
Institute of Aeronautical Sciences : 
Association of Washington Industries. - 
National Association of Manufacturers 
Wichita Chamber of Commerce___- 
Washi ngton State Taxpayers Association | 
Wichita Crime Commission 
Air Force Association 
Flight Safety Foundation 
Kansas State Chamber of Commerce -___- 
Seattle Safety Council ---_-- 
Engineers Joint Counc “Re 


Washington Conference on U nemploy- 


ment_ 
Tax Foundation- 
Others under $1,000 each 





informa- 
tional media 
1949 1950 1951 | 1952 1953 | 1954 
— — —— | eS aT ————— — | ——__— —_—— = — —_— 
$46,525 | $56,944 | $67,257 | $102,774 | $90,781 | $79, 213 
; 4, 641 | 2, 743 8,018 | 10,000 9,961 | 17, 500 
| 4,000 | -..| 5,000} 5,000; 5,000 | 5, 000 
| 3,000} 2,880 3,000} 4,200! 4,200 | 3, 000 
| 1,000 1, 500 2,500} 5,000} 5,000 | 5. 200 
1, 000 500 2,333 | 2,000} 2, 000 | 6, 000 
-| 1,067] 3,100 | 5, 000 
Sade: |. 1,000 | 1,000 | 1,000 
: 2, 500 | 4, 000 
: -| 2,000 | 2, 000 
| | 2,000 | 2, 500 
2 1,000 | 1, 000 
: Eee 4 | 1,000 | 1, 000 
| } | | 
i ei ee: Bh, 3, 000 
: eae i Sccteial | 1, 000 
8,900 | 11,285 | 19,121) 9,162 | 18, 216 | 21, 750 
| 69,066 | 85,852 | 107, 229 | 140, 203 | 147, 758 





TaBLe E-3.—Consultation and advisory fees 

















1953 | 1954 





$138, 728 
82, 634 
38, 141 
23, 858 


11, 033 
1, 140 


10, 030 
11, 402 


6, 644 
1, 700 

34, 2 
11, 154 
2, 430 


383, 561 


| 1949 | 1950 1951 1952 
| } 
— — a j | _ 

Holman, Mickelwait, Marion, Black & | 
Perkins, attorneys. _ -| $107,750 | $118,070 | $149, 643 | $111,694 
Touche, Niven, Bailey & Smart, account- | 
ants --| 47,276 {| 63,748; 87,809 79, 476 
Walter Darwin Teague, ‘design consult- | 
ants asin MPSS aT S 37,827 | 37,827 37,470 30, 587 | 
Reynolds, Beach, & Christenson, attor- | | 
neys_. ae is ih si -| 17,872} 16,653 14, 136 23, 001 
Frederick E. Baker, management services | 19,161 | 21,904} 22,841 8, 279 | 
Hogan & Hartson, attorneys._--..-..---.- 7. 21, 854 | 1, 205 1, 554 > - 
Cresap, McCormack, & Paget, manage- | } | | 

ment engineers 3. 3S Eee Peetice et? ee aa oo 
Pp. N. Jansen, production consultant ___. 2 Dyan She ---| 17,590 | 30,370 | 
Foulston, Siefkin, Schoppel, Bartlett & | | | 

Powers, attorneys.......--.----------- | 6,002) 7,850} 9,400] 10,011 | 
Hubert Miller, attorney ‘ 2, 889 | 4,113 | 4, 959 | 5, 550 
Aircraft Builders Council, Inc... .-.-- SRC LEE _ ue 3, 700 | 
Lambuth, Sill, & Co., realtors ~ ° NE REM eam. } 4, 050 
Marsh & McLe nnan, "actuaries Z | oon --2es=-|----- a OE RAS | 12, 500 | 
Boni, Watkins, Mounteer Co., economists.|--..------|---------- ec eitol esas aerit 
Butzel, Eaman, Long, Gust, & Kennedy, | 

attorneys. _- Lh Se Se eee ae plese | 
R. L. Dalton & Co., Inc., management | | | 

services Seog ee ae aaa eee Jee | 
Stanley Brewer, transportation consult- | | | | 
ant . > x ee SS a » | 
Albert Se hrieber, management | services. = wheeeidmaon eS lountdensed } 2, 520 | 
Dr. Engle & Associates, economists- -- tie a —— ‘ - whe 
Sheppard, Mullin, Richter & Balthis, | | | 

attorneys pe Se [ocwcconece bo ee eae eee ee a 
National Food Service, Inc., cafeteria | | | | | 

survey... a eececesce gaktoicesee paabaeaee --|- 
Total .| 260, 631 i 271,370 | 437,786 | 321, 738 | 


Z 


“2, 186 | 





$149, 498 
83, 260 
74, 193 


30, 344 
9, 669 





433, 77 
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TasLe E-—4.—Sales for the years ended Dec. 31, 1952, 1953, and 1954, and for the 
6-month period ended June 30, 19565 

































































| } 
Sales to Government | Other sales 
} . ——- -- 
Year ended Dec. 31 Total sales | ree ao 
| Amount | cent of | Amount | cent of 
total | | total 
| 
A, CCE $739, 010, 214 $735, 815, 950 99. 6 $3, 194, 264 0.4 
sinc cach abathaddnbecanu et 918, 245, 946 916, 138, 851 99.8 2, 107, 095 2 
| (EO ea ene a | 1,033, 176,265 | 1,030, 675, $19 99. 8 2, 500, 446 2 
1955 (6 months) --.-.-.------ cowduskerss cle + 370, 301, 711 | 369, 205,985 | 99.7 1, 095, 725 3 
TaBLe E-5. Capital stock, dividends, and net worth 
CAPITAL STOCK 
<< ) 3 : = 
Additional 
Par value paid-in 
($5 a share) | —, | | Amounts | 
of shares | ottinnnateal | transferred | 
Number of other than | or ay cata | Tata paid: | capital Capital 
Date shares out- | those issued | ae shesen } i oh tal stock in con- stock at 
standing inconnee- | other than | “pital {nection with | stated value 
tion with | hose issued | stock divi- 
stock divi- | {Bose issuec dends ! 2 
iends | in connection} | 
——T | with stock | | 
dividends 
Fy it , | Saver Sy Re a es PNT 
Dec. 31, 1952.-.-.-- 1, 623, 681 | $5, 412, 27( $8, 142,064 | $13,554,334 | $21, 649,080 | $35, 203, 414 
Dec. 31, 1953....-.- 1, 623, 681 5, 412, pi 8, 142, 064 | 13, 554,334 | 21, 649, 080 | 35, 203, 414 
Dec. 31, 1954. -..-- 3, 246, 43634 5, 412, 270 | 8, 142,064 | 13,554,334 | 46, 445, 666 | 60, 000, 000 
June 30, | ee 3, 258, 12534} 5, 470, 715 9, 052, 351 | 14, 523,066 | 46, 445, 666 60, 968, 732 
CASH DIVIDENDS PAID 
| bir. meceney VNR 
| Number of | qcch aivs Percent of 
jshares of com-\_ Cat saat Total cash | cash divi- 
Year ended Dec, 31 mon aoe | haves a en. | dividends | Net earnings | dends to net 
outstanding |", ieediie a) | earnings 
aaa a | mon stock | 
| at year end 
_, EN aaee eT OTe | 1,623,681 | 3 $2.67 | $4,325,560 | $14,084, 449 | 30. 71 
ee ae Sceiaacemaal 1, 623,681 | 3. 50 | 5, 676, 768 | 20, 318, 178 | 27. 94 
Pl ctcsitbbacanammes Se | 3, 246, 43634 33.00 | 9, 729, 122 36, 976, 023 | 26. 31 
1955 (1st 6 months) ___-------.-.-- | 3, 258, 12534) 1. 5O | 4, 877, 617 | 18, 635, 550 | 35. 77 
Ee at We ec caateaddicane gdh tr: | 24,609,067 | 85, 014, 200 | 28. 95 
Phe | | mst Sn pws ~ Bast Se 
NET WORTH 
Par vole | | | 
shares other Tee 
than those | Additional | Total ———- 
Year ended Dec. 31 issued in paid-in | paid-in | useinthe| Net worth 
connection capital capital | bteted 
with stock a 
dividends | 
$$$ | —___—____|____ 
BREN RN ser eee eee $5, 412, 270 $8, 142, 064 $13, 554, 334 | $53, 998, 612 $67, 552, 946 
| NEO ee eee 5, 412, 270 8, 142, 064 13, 554, 334 68, 640, 022 | 82, 194, 356 
ERIN AS pene ree 5, 412, 270 8, 142, 064 13, 554, 334 | 95, 886, 923 109, 441, 257 
1955 (1st 6 months) --_...--.--- Fon 5, 470, 715 9,052,351 | 14, 523, 066 104, 644, 856 119, 167, 922 
| 














1 By order of the board of directors, $8,142,064 of additional paid-in capital and $21,649,080 of earnings 
retained for use in the business was transferred to capital stock in connection with the issuance of a 50 percent 
stock dividend (541,227 shares) in 1952. 

2 The board of directors in connection with the 100 percent stock dividend (1,622,75534) in 1954, transferred 
$24, 796,586 from earnings retained for use in the business to capital stock. 
3’Adjusted to basis of shares outstanding at year end. 
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TaBLeE E-5. Capital stock, dividends, and net worth—Continued 


RECONCILIATION OF THE ELEMENTS OF NET WORTH AS CLASSIFIED ABOVE To 
THE JUNE 30, 1955, FINANCIAL STATEMENTS! 





Earnings 
Additional : 
Capital paid-in retained for | Not westh 
stock capital use in the 
Pp business 





Analysis of net worth as of June 30, 1955, before 
transfer of additional paid-in capital and 
earnings retained for use in the business to 
capital stock in connection with stock divi- | 
dends issued in 1952 and 1954, and the transfer 
of additional paid-in capital to capital stock in 
connection with the issuance of additional 
._ }_t._ 3 | eee: $5, 470, 715 $9, 052,351 | $104, 644,856) $119, 167, 922 

Transfers to capital stock from additional paid- 
in capital and earnings retained for use in 
connection with stock dividends in 1952 and 
1954 and issuance of additional shares of stock 
Me ocho on nokcnsls nkbbnannhanweloeed 55, 498, 017 (9, 052, 351)) (46, 445, 666)| 


Capital stock at stated value per June 30, 
1955, financial statements-...._._..-_-._- |} |) a 
Earnings retained for use in the business 
per June 30, 1955, financial statements --} ..............)--...-------.- 58, 199, 190 
Net worth per June 30, 1955, financial | 
SS TG ie OS Shs TE A ce eae a ene | 119, 167, 922 




















1 Consideration has not been given to renegotiation refunis, if any, that may be required for the years 
1952 and subsequent in determining net earnings, earnings retained for use in the business, and net worth. 


TaBLE E-6.—Government-owned facilities being utilized as of June 30, 1955 


Land and land improvements: 
ee ee a ae ee Or $1, 117, 415 
nS IEEE TEE LIES AAT 442, 045 


$1, 559, 460 
Building and building equipment: 


NS PEE ELLE ATE 1, 568, 470 
SS ES ee ee is eee ae 47, 418, 453 
Building installations (not mechanical)__...___- 7, 268, 782 
Leasehold improvements- ---............-...- 20, 390, 742 
Off-leasehold improvements____........-.---_- 367, 913 
Service costs and contingencies__._._......___--- 187, 138 


77, 201, 498 
Machinery and equipment: 


Machinery and equipment_____._....-.......- 35, 784, 824 
Building installations (mechanical)____..._._____ 3, 706, 205 
Laboratory and test equipment___.......______ 11, 740, 953 
Poribers ans eee. - oS cece ccc 7, 795, 549 


59, 027, 531 
Portable tools and portable equipment: 


Se COE i See pee 5, 050, 227 
Automotive and material handling equipment... 4, 044, 601 
—_—————_ 9, 094, 828 
SO ie ST IO St OE LAD ig BB 3, 154, 507 
EE a ee ee ae en ae ee 150, 037, 824 


NotE.—The above amounts represent the estimated or actual cost of the facilities. They do not include 
expenditures on facilities in the process of construction. . 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 
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= —7.—Total compensation paid to retired officers of the United States 
Taste E-7 . Military Establishment 




















Amounts paid 
Name i 
: = = Through 
1952 1953 1954 | August 1955 
Weeiele RM. on inn cence ccce we sencnenssen $1, 972. 08 $4, 348. 18 #4 = = | 3, = = 
r,t ~ SRI ea ee wen-es--2-2--|----- - eae aa | S oan 35 
Henry 4, BMRAM...-.~0+--no-nanne-e--oeroor~ 3353.03 | 445064 | s707.e0| = Setzor 
Chartes cae en OP SARS ATI EE OFT cH 2 150. 37 | 4,954. 50 | 3, 252. 07 
Roy A. Brinkerhofi--.-....---------------------|----- w= = = a = = 2, 150. < 4, 954. 3, 07 
of eke eR TTT Some} 34K] RM) = 2Tkm 
James L. Carpenter---..-..--------------------- 4, 626. 5, 419. 92 | 5, 57 oe 
Henry, — 2 oy uatana iabalne ain en calla rie |. bp eae: GOR “ARS Tes } 739. 29 
Alva F. Cleary -.------------------------------|--------------|----- ~~ = Janna oe sous 
ee re cea, $22 fei ise 
Leslie Cochran.----.--------------------------- J, ddl. » 205. OO | Jew. Lf rey 
Themes Roney aa th > SPS eee 4, 526. 36 5, 108. 41 | 4, 783. 47 | 4, 4 - 
EE FI We oo ne ern eemanennccasnccskweces lotnienssasneen nanan ceena=fanese-=_ ~ 2, 859. 38 
Arthur _ ees. dedsiniknunsenenanepennnasacenk abode bakand co ~ 4, 594. 89 | 3, 155.14 
Richard Te. Peeve Wks Bl a eccnnaccscasemasepges Leatennecnsewss » 109. 51 |----- en eee nee: 
RE MI rectaenctresrectronet eer reece 1,058.64 |" 4. 606. 83° | "3 46 3 
Arnold Gass2-----wsscsccwcccsecaecceci] aS] 000.5 | ewR | L 784. 62 
Fadmund Re Goss. <-200 IIIf eaaectonnte fg gis] OEM 
DORMS ROO. «2cennenvon-nrennsecinosensnnen|-sseonrensness “eure Pore | Spe 
ee 2. ee ee eee oe - =~ Sabon he 3° 707.29 ooan os 
Leland Hebblethwaite.-.............-.--------. 3, 694. 37 3, 927. 05 | gh i = = 
Ralph L. Henderson ed hr err 4 800. 88 3 OK 3, 05 
po A” tp CE Slee) Hepat . -| , 800. oo = 
George H. oe En Oe --|- wanwe=--| on 33 
RS othe can acseacenennwcaneastisceus ‘ : : = = | =; =2-| 1, 042. 78 
CURING Be OE vec caccencacccvawaesnaas 4,111.18 5, 397. 68 | 5, 284. 53 Ts 4 
"i ee es Ae. =-- — wewenen-----3-| 28. 0: 
Squat Mi, MAM So cesta 5, 005. 70 |" 6, 559.86 |" 5, 678. 00 4,102.00 
pe EE eee eS 2, 893. 70 5, 698. 55 5, 563. 4 3, * " = 
ee DE ee ee 4, 988. 58 5, 702. 10 5, 772. 60 4 a 2 i. 
PE I cnet at hiked Gab municimecnetin 3, 804. 93 4, 300. 54 4, 481. 94 = = 
pi ke ei ees , 723. 79 4, 771. 71 4, 820. 53 3, — . 
pg ee ESS Te ee 4, 991. 30 5, 267. 87 4, 512. 04 3, = 7 
0 a ea Ps ae emer poe: , 9 66 
Vii OT . e ee Ae ees 5, 4 ). 00 5, 446. 7 
aS §} ee ee 4, 821. 43 4,911. 41 4, 955. 45 3, 553. 30 
NE EE fas en canccnicandincnsuncaueledesdbaiedns koa benal ike oebacubbaseaaakodsee 2, 403. 05 
Pe Ry Sa SEP ee eee 5, 056. 34 5, 162. 66 5, 165. 63 3, 740. 55 
a) | pS Saar 9, 438. 82 11, 557. 19 12, 740. 34 9, = 21 
George H. Potter. --..-- 4, 226. 53 5, 786. 23 7, 872. 04 5, 457. 59 
Devoe A. Rinehart 4, 817. 34 5, 980. 16 6, 094. 70 3, 061. 80 
is) ee 4, 237. 45 4, 789. 70 | 4, 916. 18 3, 189. 78 
BO GRP ate, 5 Rela SORTS Galea 691. 16 3, 552. 57 3, 623. 07 2, 586. 96 
a eames 4, 833. 32 5, 870. 41 | 5, 157.10 3, 899. 87 
a Na ocns ent kab ieteh haedc ccna tddbda oe krb Reda adich bdiens bikesidlaxcnauae 2, 045. 88 
PE rare oe ee a ae 591. 91 
CE | a ae 4, 211.7 2, 942. 44 
LS EAS 3, 465. 54 2, 915. 41 
—_ Sg ” ae eeaneeemeananenaaeanes WH) WP hens uek are 
LLL SAIS TR TERE ot 123. 
John E. Smith. .... caine 5, 629. 38 4, 877. 60 
et OG oii eee ae ; . 9, 628. 43 6, 446. 25 
La | SE 1 Saree Be? Fi Site wenn n ne 92. 195 3, 644. 63 
Pst ETE: 3, 703. 80 3, 877. 47 3, 815. 77 2, 636. 16 
EESTI Renee aE See Re 1, 575. 82 
eo em >. Sea ae 3, 472. 99 3, 694. 29 696. 87 2, 093. 23 
ere Sea 3, 833. 31 4, 188. 55 2, 975. 14 
Li SO ee tae 5, 942. es To ms 4 7, 176. 25 6, 043. 72 
BON | TE EEL AA ABI 5, 242.3 rh 1 er i Ae eee 
2S Sah teal ae Sek eae iniens «aan sing Rabe Ls ave py hes 5 4, 627. 36 3, 634. 03 
Predentox 3, W000. <2: 322202 225.02....<5-554 4,681. 73 5, 348. 49 ee eR 
PG IES veucicaenk okdicccuccacaenace 4, 435.13 5, 948. 01 4, 511. 04 2, 959. 61 
| SO Rc ED 1, 947. 54 4, 393. 29 4, 585. 50 3, 187. 75 
wn i, RE er aca eer ar i a al 4, 887. 85 4, 942. 21 3, 993. 40 3, 261. 36 
Wien G. Rainepieey. sane no enn unnne 3, 417. 35 3, 562. 50 3, 691. 13 2, 655. 26 
Li Ue ee eee 3, 450. 62 | ee eS aes 























Notge.—Amounts paid include salaries and awards under the company’s incentive compensation plan 


for officers and employees. 











































AIRCRAFT PRODUCTION COSTS AND PROFITS 


Balance sheet, Dec. 31, 1952 


ASSETS 
Current assets: 
Cash -.. 
United States ‘Treasury bills _ 
Accounts receivable: 
United States ___ 2 $17, 398, 390 
2, 892, 293 
Estimated amounts receivable from the United 
States: 
For expenditures under cost-plus-a-fixed- 
fee and facilities contracts and applica- 
ble fees = __- 48, 888, 392 
For deliveries under contracts for which 
unit prices have not been established or 
revised __ 25, 379, 683 
Accumulated charges on other than cost-plus-a- 
fixed-fee contracts with the United States 
less estimated cost (average total contract 
basis) of deliveries 245, 120, 856 
208, 070, 254 
Inventories of materials and parts at the lower of average cost 
or market, less allowance for obsolescence of $400,000 
Prepaid expenses - - -- 


Total, current assets 
Other assets: Deposits with mutual insurance companies and 
other items 
sie 74 plant, and equipment, at cost:! 
Land ($525,298) and buildings $18, 543, 053 
Machinery, tools and equipment.._.________- 16, 027, 218 





Total 34, 570, 271 
Less allowance for accumulated depreciation 
and amortization 18, 069, 783 





164, 098, 702 


$21, 361, 763 
3, 994, 310 


20, 290, 683 


74, 268, 075 


37, 050, 602 


6, 435, 859 
697, 410 


388, 069 


16, 500, 488 





180, 987, 259 


LIABILITIES AND STOCKHOLDERS’ INVESTMENT 


Current liabilities: 

Accounts payable 

Salaries and wages 

Taxes other than taxes on income -_---_- 

Estimated amounts payable to the United 
States arising from contract price revisions- 

Incentive compensation for officers and em- 
OVAL AIS. 4. Me nies ee in nhaiRene, o=<ae5s=esoxe 

Allowance for contract adjustments, including 
renegotiation for the year 1950, net of taxes_ 

Federal and State taxes on income ? 


Total, current liabilities 
Stockholders’ investment: 
Capital stock, par value $5 a share: 
Authorized: 2,500,000 shares. 
Issued and outstanding: 1,623,681 shares 
at stated value $35, 203, 414 
Earnings retained for use in the business _ __ 32, 349, 532 





See footnotes at end of table, p. 1925. 


180, 987, 


35, 488, 436 
22, 569, 406 
2, 090, 579 
12, 386, 725 
2, 500, 000 


1, 200, 000 
37, 199, 167 


113, 434, 313 


67, 552, 946 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 


Balance sheet, Dec. 31, 1952—Continued 


STATEMENT OF NET EARNINGS 
$739, 010, 214 
747, 224 
.. 739, 757, 438 
Cost of sales (excluding applicable portion of 
certain items set forth below in the amounts in- 
curred during the year) $674, 393, 642 
(General and administrative expenses__._-.------ 6, 346, 525 
Research and developmental expenses 3, 538, 631 
Incentive compensation for officers and employees - 2, 500, 000 
Depreciation and amortization of plant and equip- 
mont’)... .ictibbd wee nea Renee cece ewe ae 1, 642, 244 
Interest expense 922, 192 
Advertising and other expenses-_---.-....------- 629, 755 
Federal and State taxes on income (including 
$9,135,000 for excess-profits taxes) 35, 700, 000 
m—nenees’ FEE, Sa, $00 
Ae aia ak ora ates 14, 084, 449 


EARNINGS RETAINED FOR USE IN THE BUSINESS 


Balance at Jan. 1, 1952 ; 44, 239, 723 
Net earnings for the year 14, 084, 449 
58, 324, 172 
Transfer to capital stock * 
Cash dividends, equivalent to $2.66% a share on 
stock outstanding after giving effect to the stock 
dividend 4, 325, 560 
———————_ 25, 974, 640 





Balance at Dec. 31, 1952 32, 349, 532 


ADDITIONAL PAID-IN CAPITAL 
8, 142, 064 
8, 142, 064 





Balance at Dec. 31, 1952 


! Included in the property, plant, and equipment accounts are facilities acquired during the present 
emergency period having a cost of $10,050,000 with respect to which certificates of necessity have been ob- 
tained. The certified portion of the cost of these facilities in the amount of $7,664,000 is being amortized in 
the accounts as facilities are completed over 60-month periods as permitted for Federal income tax purposes, 
Amortization in excess of normal depreciation amounted to $281,192 for 1952. 

2 Returns of the company have been examined by representatives of the Bureau of Internal Revenue for 
all years through 1947, but final settlements have not been reached for the years subsequent to 1940. It is 
believed that the liability as stated is adequate to cover any possible deficiencies. The company has pend- 
ing claims under sec. 721 of the Internal Revenue Code for the years 1942 and 1943. 

§ Capital stock is stated at the amount assigned thereto by the board of directors on Apr. 22, 1952, after 
issuance of a stock dividend of 541,227 shares and including transfers of $8,142,064 from additional paid-in 
capital and $21,649,080 from earnings retained for use in the business. The amount transferred by order of 
the board of directors from earnings retained for use in the business was equal to $40 per additional share 
issued as a stock dividend. 


Norte.—Substantially all of the company’s business for the year 1952 was subject to the Renegotiation 
Act 0f 1951. No provision has been made for a refund for the year 1952, as it is the company’s opinion that 
profits realized were not excessive; however, it is possible that a refund will be required. 





1926 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Balance sheet, Dec. 31, 1953 


ASSETS 
Current assets: 
$17, 708, 599 
United States Treasury bills 2, 996, 150 
Accounts receivable: 
I a $8, 127, 632 
Subcontractors and others 3, 545, 156 





11, 672, 788 
Estimated amounts receivable from the United 
States: 
For expenditures under cost-plus-a-fixed- 
fee and facilities contracts and applicable 
OIE Tt NG RS eee See eee ae 41, 886, 552 
For deliveries under contracts for which 
unit prices have not been established or 
revised 39, 861, 656 





81, 748, 208 
Accumulated charges on other than cost-plus- 

a-fixed-fee contracts with the United States 

less estimated cost (average total contract 

ee a 268, 634, 851 
Less progress payments... ................. 181, 662, 669 





86, 972, 182 
Inventories of materials and parts at the lower 

of average cost or market 8, 061, 645 
NS TELL LD LET LA ET SS Ot ee 555, 759 


rr ar Ce di i hee eee 209, 715, 331 
Other assets: Deposits with mutual insurance com- 
BR ee a 2) SS Oa en a 421, 918 
Property, plant, and equipment, at cost: 
$24, 115, 756 
18, 068, 215 


42, 183, 971 
Less allowance for accumulated depreciation and 
amortization 20, 630, 376 








21, 553, 595 





231, 690, 844 








LIABILITIES AND STOCKHOLDERS’ INVESTMENT 


Current liabilities: 

Accounts payable 49, 085, 746 
Salaries and wages 20, 474, 068 
Taxes other than taxes on income 2, 197, 572 
Estimated amounts payable to the United 

States arising from contract price revisions 70, 963, 014 
Incentive compensation for ofticers and em- 

ployees 3, 000, 000 
Allowance for contract adjustments including 

renegotiation, net of taxes 1, 200, 000 
Federal and State taxes on income $42, 027, 526 
Less United States certificates of indebtedness, 

tax series 39, 451, 438 





2, 576, 088 
Total, current liabilities 149, 496, 488 














AIRCRAFT PRODUCTION COSTS AND PROFITS 


Balance sheet, Dec. 31, 19538—-Continued 
LIABILITIES AND STOCKHOLDERS’ INVESTMENT—continued 


Stockholders’ investment: 
Capital stock, par value $5 a share: 
Authorized: 2,500,000 shares. 
Issued and outstanding: 1,623,681 shares 
at stated value $35, 203, 414 
Earnings retained for use in the business 16, 990, 942 
$82, 194, 356 
231, 690, 844 
STATEMENT OF NET EARNINGS 
Sales : whe: 918, 245, 946 
Other income soe 1, 125, 278 
Total 7 rad 919, 371, 224 
Cost of sales (excluding applicable portion of certain 
items set forth below in the amounts incurred 
during the year) - - - —— : . $832, 084, 223 
tesearch and developmental expenses- 14, 560, 654 
General and administrative expenses 6, 965, 393 
Incentive compensation for officers and employees 3, 000, 000 
Depreciation and amortization (ineluding amortiza- 
tion in excess of normal depreciation of 
$1,025,848) ; _— 2, 795, 931 
\dvertising and other expenses_ -- ane 1, 146, 845 
Federal and State taxes on income (including 
$9,800,000 for excess-profits taxes) - i 38, 500, 000 
899, 053, 046 


Net earnings for the year. 20, 318, 178 


EARNINGS RETAINED FOR USE IN THE BUSINESS 


Balance at Jan. 1, 1953___-_- . =a : : 32, 349, 532 
Net earnings for the year-_-- Ee : : 20, 318, 178 


Total _ 52, 667, 710 
Cash dividends paid, $3.50 a share__- 5, 676, 768 


Balance at Dec. 31, 19538________- a 46, 990, 942 
NOTES TO FINANCIAL STATEMENTS 


Contract adjustments including renegotiation 

Substantially all of the company’s sales for the year 1951 and subsequent years are subject to renegotiation 
under the Renegotiation Act. A final determination has been made by the Renegotiation Board that no 
excessive profits were realized in 1948, 1949, and 1950. The company believes that the same findings should 
he made for the subsequent years. 

Che company provided an allowance for contract adjustments including renegotiation, net of taxes, of 
$1,200,000 for the year 1950 which has not been required for either purpose, and has been returned to earnings 
in 1953. Sinee there are uncertainties regarding matters of contract adjustments and renegotiation, the 
company has made a similar provision in the accounts in 1953. 


Federal taxes on income 

Returns of the company have been examined for all years through 1949, and final settlements have been 
reached for the years prior to 1944 except as explained in the following paragraph. It is believed that the 
liability as stated in the accounts is adequate to cover any net deficiencies for open years. 

The company has petitions filed with the Tax Court of the United States under sec. 721 of the Internal 
Kevenue Code for the years 1942 and 1943 which, together with other pending matters, could result in sub- 
stantial refunds of taxes already paid. 


Karnings retained for use in the business 
Earnings retained for use in the business are after transfer of $21,649,080 to capital stock in 1952. 





AIRCRAFT PRODUCTION COSTS 


AND PROFITS 


Balance sheet, Dec. 31, 1954 


ASSETS 
Current assets: 
Cash eee 
United States Treasury bills and notes 
Accounts receivable: 
U nited States _ 


- Estimated amounts receivable from the 
United States: 

For expenditures under  cost-plus-a- 
fixed-fee and facilities contracts and 
applicable fees __ _ - r 

For deliveries under contracts for which 
unit prices have not been established or 


revised___ 


Accumulated charges on other than cost-plus- 
a-fixed-fee contracts with the United States 
less estimated cost (average total contract 
basis) of deliveries__.________-_ 

Less progress payments ___ 


Inventories of materials and parts at the 
lower of average cost or market__-_-_-_- 


Prepaid expenses _ 


Total, current assets 
Other assets: Deposits with mutual 
companies and other items__ _- aes 
Property, plant, and equipment, at cost: 
Land ($1,091,734) and buildings - 
Machinery, tools, and equipment_- 


Total _ : 
Less allowance for accumulated depree iation 
and amortization 


LIABILITIES AND STOCKHOLDERS’ 


Current liabilities: 

Accounts payable 

Salaries and wages ___- 

Taxes other than taxes on income. 

Estimated amounts payable to the United 
States arising from contract price revi- 
sions - 

Incentive compensation for officers and em- 
ployees 

Allowance for contract adjustments includ- 
ing renegotiation, net of taxes _ _- — 

Federal and State taxes on income 

Less United States certificates of 

tax series aS 


indebted- 


hess, 


Total, current liabilities. ......--.-. 


$16, 572, YI) 

ass am: 17, 217, 654 
$20, 108, 958 
1, 794, 112 


21, 903, 070 


44, 985, 810 


39, 506, 


262 


343, 607, 386 
261, 997, 410 
609, 97 
, 290, 
946, ¢ 


- 032, 


insurance 


ee 443, 


$27, 366, 
19, 


137 
118, 565 


46, 484, 702 


24, 316, 907 


INVESTMENT 


, 642, 
, 289, 
, 805, 


, 675, 846 


, 900, 000 


, 200, 000 


$40, 331, 607 


28, 642, 474 
teicdtiae 11, 689, 133 


— 


143. 


~ 


202, 12 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 1929 


Balance sheet, Dec. 31, 1954—Continued 
LIABILITIES AND STOCKHOLDERS’ INVESTMENT—continued 


Stockholders’ investment: 
Capital stock, * value $5 a share: 
Authorized: 5,000,000 shares. 
Issued and outstanding: 3,246,436% 
shares at stated value_-_ : od $60, 000, 000 
Earnings retained for use in the business 
(after transfer to capital stock of 
$21,649,080 in 1952 and $24,796,586 in 
oS Ea apes ; Fen 49, 441, 257 
a $109, 441, 257 


252, 643, 449 


STATEMENT OF NET EARNINGS 
Sales. .- -- , 1, 033, 176, 265 
Other income. - - eo : : 1, 047, 358 


1, 034, 223, 623 
Cost of sales (excluding applicable portion of 
certain items set forth below in the amounts 
incurred during the year) - $931, 446, 152 
Research and developmental expenses 8, 540, 796 
General and administrative expenses - 8, 347, 022 
Depreciation and amortization 4, 030, 572 
Incentive compensation for officers and em- 
ployees 900, 000 
Other expenses 233, 058 
Federal and State taxes on income 39, 750, 000 
- - 997, 247, 600 


Net earnings for the year_______--__- —_ _ 36,9 976, 023 


EARNINGS RETAINED FOR USE IN THE BUSINESS 


Balance at Jan. 1, 1954__ ~~ : 46, 990, 942 
Net earnings for the year 36, 976, 023 
Total _ _ - een 83, 966, 965 
Amount transferred to capital stock by the board 
of directors in connection with the 100- -percent 
stock dividend _- _ - - $24, 796, 586 
Cash dividends, equivalent to $3 a share on stock 
outstanding after giving effect to the stock 
dividend ¥ 9, 729, 122 


34, 525, 708 


3alance at Dec. 31, 1954________-_- : 49, 441, 257 


NOTE TO FINANCIAL STATEMENTS 


Substantially all of the company’s sales tor the years 1952, 1953, and 1954 are subject to reneogiation. Clear- 
ances have been received from the Renegotiation Board through the year 1951. Although it is the company’s 
opinion that the earnings subsequent to 195] are not excessive and that renegotiation refunds should not be 
required, the company has no indication as to what the position of the Renegotiation Board may be for 
the subsequent years. No provision has been made in the accounts for renegotiation refunds for the years 
1952, 1953, and 1954, except to the extent that the allowance for contract adjustments, including renegotia 
tion, of $1,200,000, net of taxes, may become available for this purpose. 
















































1930 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Balance sheet, Dec. 31, 1955 


ASSETS 
Current assets 
Cash 
United States Treasury bills and notes 
Accounts receivable: 
United States _ _ - $1 
Others _ _ - 


wen 


Estimated amounts receivable from the United 
States: 
For expenditures under cost-plus-a-fixed- 
fee and facilities contracts and applic- 
able fees 33, 
For deliveries under contracts for which 
unit prices have not been established or 


$19, 144, 7 
§ 505, 8 


, 904, 522 
. 318, 218 


615, 916 


revised 20, 980, 802 
54, 596. 7 
Accumulated charges on fixed price type con- 
tracts less estimated cost (average total 
contract basis) of deliveries 523, 468, 687 
l.ess progress and advance payments 403, 649, 202 
119, 819, 4 
Inventories of parts and materials at the lower 
of average cost of market , 806, 8 


Prepaid expenses 


Total, current assets 
Property, plant, and equipment, at cost: 


Land ($2,462,759) and buildings- _ __ $31, 
Machinery, tools, and equipment 21 
Total __- 53, 


Less allowance for accumulated depreciation 


and amortization 28, 


980, 
, 509 


490 


1, 281, 952 





231, 378. 3 
572 
, 439 


, O11 

873 
24, 707, | 
256, O85. 4 


LIABILITIES AND STOCKHOLDERS INVESTMENT 


Current liabilities: 

Accounts payable _ 

Salaries and wages 

Taxes other than taxes on income 

Estimated amounts payable to the United 
States arising from contract price revisions 

Incentive compensation for officers and em- 
ployees. ee . 

Payable to the trustee under retirement plan_ 

Allowance for renegotiation, net of taxes 


4] 


23 


4{) 


IS 


SS 


9 
43 
) 


> 
os 


On) 


$62, 242, 312 
25, 366, 817 
2. 951, 881 


8, 645, | 


3, 250, ( 
6, 338, ( 
S 378 ¢ 


Federal and State taxes on income $29, 740, 124 


Less United States certificates of indebtedness. 


tax series 12, 102, 695 


Total, current liabilities. ___-_-_ 


134, 610, | 
Stockholders’ investment: 
Capital stock, par value $5 a share: 
Authorized: 5,000,000 shares. 
Issued and outstanding: 3,258, 1255, shares 
at stated value $60, 968, 732 
Karnings retained for use in the business (after 
transfer to capital stock of $46,445.666 in 
1952 and 1954) 60. 506, 626 
- 121, 475 
Total SE ee ey ee : i 256, O85 


07 


00 
WS 
S| 


17, 637, 429 


29 
32 


35S 


1) 





ar 


ys 


Fite 














AIRCRAFT PRODUCTION COSTS AND PROFITS 


Balance sheet, Dec. 31, 19655—Continued 


STATEMENT OF NET EARNINGS 
sales Oot 
Other income - - - 170, € 
Total _ - ; : 854, 604, 
Cost of sales (excluding applicable portion of certain 
items set forth below in the amounts incurred 
during the year) -- iar aneh aa ae 3 . : 34, 603, 371 
General and administrative expenses - , 408, 434 
Research and developmental expenses 5, 411, 913 
Depreciation and amortization - - 2 e , 925, 358 
Incentive compensation for officers and employees 3, 250, 000 
Other expenses , 363, 777 
Federal and State taxes on income , 250, 000 
: —- 824, 212, 853 
Net earnings for the vear 30, 391, 411 


EARNINGS RETAINED FOR USE IN THE BUSINESS 


Balance at Jan. 1, 1955, as previously reported_- 49, 441, 257 
Deduct provision for renegotiation refunds for prior 
vears (net of taxes): 
1952 $2, 946, 702 
1953 . 2, 000, 000 
1954 5, 000, 000 


Total : 9, 946, 702 
Less amount previously provided , 200, 000 
—— 8, 746, 702 


Balance at Jan. 1, 1955, as adjusted _ _ 40, 694, 


55 
l 


5: 
Net earnings for the year 30, 391, 411 


‘Total- i 71, 085, 966 
Cash dividends, $3.25 per share. 10, 579, 340 


Balance at Dee. 31, 1955- : 60, 506, 626 
NOTES TO FINANCIAL STATEMENTS 


Renegotiation and restatement of prior earnings 

In 1955 The Renegotiation Board in Washington, D. C., issued to the company a unilateral order that 
excessive profits of $9,822,340 were realized for the year 1952, even though the Los Angeles Regional Renego- 
tiation Board had previously determined that there were no excessive profits. The cost to the company 
is $2,946,702 after taxes. Taking into consideration the allowance of $1,200,000 previously provided, the 
charge to earnings for that year is $1,746,702. 

In view of the Board’s order, provision has been made in the accounts for the 1952 refund and the esti- 
mated amounts that may be required to be refunded for the years 1953 and 1954 based upon the company’s 
interpretation of the controlling criterion used by the Board for the year 1952. Use of the same criterion 
indicates that no refund will be required for the year 1955 and no provision therefor has been made in the 
accounts 

The net earnings statements for the years 1952, 1953, and 1954 have been restated and the balance sheet 
accounts have been retroactively adjusted for renegotiation in the company’s 5-year condensed comparative 
financial statements. 

It is the company’s belief that no excessive profits were realized in any of the aforementioned years. An 
appeal from the Board’s decision for the year 1952 has been taken to the Tax Court of the United States 


Retirement plan 


Effective as of Jan. 1, 1955, the company adopted a noncontributory retirement plan covering all employ - 
ees who have met the eligibility requirements except for a few in 1 bargaining unit who have not agreed to 
the plan. | A charge of $8,339,005 has been made in the accounts for 1955, of which $6,703,518 represents cur- 
rent service and $1,635,487 is applicable to past service. The past service liability not recognized in the 
accounts at Dec. 31, 1955, is estimated at $15,200,000. 

Stock issued wnder the incentive compensation plan 

During the year 11,689 shares of the company’s authorized but unissued stock were sold for an aggregate 
‘mount Of $968,732 to officers and employees under the provisions of the incentive compensation plan. These 
shares were a portion of the 200,000 shares reserved for this purpose by the certificate of incorporation of the 
company as amended. At Dec. 31, 1955, 188,311 shares remain that may be sold free from the preemptive 
rights of shareholders. 





AIRCRAFT PRODUCTION 


COSTS AND PROFITS 


5-year condensed comparative financial data 





As of Dec. 31— 





1955 





1953 1952 





Financial position 
Current assets 


$231, 378, 352 
Current liabilities 


----} 134, 610, 132 


| 


$230, 475, 654 | 
151, 948, 894 


panel 


} 

| | 

$164, 486,771 | 
115, 181,015 


$210, 137, 249 | 
153, 243, 190 | 





| 


Working capital 
Property, 
and 
— 


96, 768, 220 | 
plant, } 
707, 138 | 


Net assets._____- | 121, 475, 358 | 


} 





78, 526,760 | 56,804,059 | 49, 305, 756 | 


22,167,795 | 21, 553,595 | 16, 500, 488 | 


100, 694,555 | 78, 


447, 654 5 





Represented by stock- | 
holders’ investment | 
in: } 

Capital stock ____.._-] 

Additional paid-in 
capital_____ 

Earnings retained 
for use in the busi- 
ness onan 


| 
| 
| 


60, 698, 732 


60, 506, 626 


60, 000, 000 





Total 


|= 
Stockholders’ equity per | | 
share _. | $37. 28 | 


1. 72:1 


Ratio of current assets to 

liabilities 
Sales, earnings, divi- 
dents 

ee = 2 ee 

Earnings before taxes on 
income _- 2 

Taxes on income 

Net earnings a 

Cash dividends paid____- 

Net earnings per share 

Cash dividends paid 
per share 

Income taxes per share 

Percent earnings before 
taxes on income to 
sales____ ‘ 

Percent taxes on income 
to sales 

Percent net earnings to 
sales 

General information 

Backlog 

Number 
shares 
stock ‘ 

Number of shares out- 
standing j 

Average number of em- 
ployees. 


and 


$853, 827, 722 


$62, 641,411 | 
$32, 250,000 | 
$30, 391,411 | 
$10, 579, 340 


25 
¥. 90 


3.7 
3. 56 


of 
of 


authorized 
common 
5, 000, 000 
3, 258, 12534 


65, 366 | 


3} = =6100 


$2, 624, 000, 000 ($2, 131,000,000 |$2, 357, 





78, 447, 654 


, 694, 555 





$24. 16 
1. 37:1 | 


$31.02 | $20. 26 | 


1. 52:1 | 1. 43:1 } 


$1, 022, 676, 265 | 
$66, 
$34, 
$31, 

$9, 


3, 045, 946 687, 874 
226, 023 
250, 000 
976, 023 | 
729, 122 | 
$9.85 


$3.00 | 
$10. 55 


, 618, 178 

, 300, 000 

. 318, 178 

, 676, 768 | 
$5. 64 | 


$1.75 | 
10. 87 


2, 462, 109 
, 124, 362 

2, 337, 747 | 
, 325, 560 
$3. 80 


$1. 3344 | 
$9.23 | 


6. 48 5. 87 


3. 35 3. 86 


3.13 2.01 


000, 000 000, 000 


5, 000, 000 | 000 . 500, 000 


3, 246, 43654) 3, 1 , 623, 1 


65, 054 


. 716 } 


. 685 


‘ 54, 677 
Total wages and salaries 174, 873 | 
Gross additions to plant } 
and equipment ea 
Depreciation and amor- 
tization . isaaleel 
Amortization in excess 
of normal depreciation 
Square feet of floor area 
Government owned 8, 593, S41 7, 879, 
Boeing owned 3, 769, 664 3, 370, 
Leased 1, 516, 666 1, 630, 


$319, 791, 241 $300, 244, 415 $261, 


7,521, 100 | 
$4, 


$1 


$5, 
Hs, 


061, 95 5, 745, 4: 


925, 358 030, 57: 


, 940, 577 $1, 728, § 025, 
. 806, 55: 
. 1, 


, 471, 
- Financial data for 1952, 1953, and 1954 are restated to give effe 
enegotiation refund and projected refunds for the years 1953 and 1954. 





$150, 


103, 


11, 


103, 117 
834, 776 


46, 


268, 341 


moe 710 
525, 716 


57, 794, 057 


3, 412, 270 


, 142, 064 


, 239, 723 


7, 794, 057 


$17.80 


1. 45:1 


, 200, 566 


R40), 751 
700, 000 


, 140, 751 
3, 247, 074 


4 rye . n =5 
t to the recognition in | 


$2.20 


$1.00 


$3. 91 
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FRIDAY, FEBRUARY 24, 1956 


House oF REPRESENTATIVES, 
CoMMITTEE ON ARMED SERVICES, 
SUBCOMMITTEE FOR SPECIAL INVESTIGATIONS, 
Washington, D. C. 

The subcommittee met at 10 a. m., Hon. F. Edward Hébert (chair- 
man of the subcommittee) presiding, with the following members 
present: Messrs. Hess, Cunningham, Bates, Miller, and Nelson. 

Mr. Hépert. The committee will come to order. Mr. Courtney? 

Mr. Courtnry. Mr. Chairman, the Fairchild Engine & Aircraft 
Corp. is on for this morning. And their representatives, appears oppo- 
site you, and I will ask them first to identify themselves. Mr. Flood? 

Mr. FLtoop. Mr. Chairman, I am Arthur F. Flood, executive vice 
president, comptroller, and a director of Fairchild Engine & Airplane 
Corp. 

Mr. Courtney. And to your left? 

Mr. Fioop. To my left, Mr. Floyd S. Bennett, treasurer of the 
corporation. To my right, Willard L. Landers, vice president of the 
corporation and general manager of the aircraft division. 

Mr. Hesert. I understand, Mr. Flood, then you are the active 
director and in effect the general manager of the company? 

Mr. Fioop. I am the executive vice president and comptroller. 
Mr. Boutelle is the president. I am sorry he is unable to be here 
today because he is recovering from a severe attack of the flu. 

Mr. Hfésert. Otherwise, he would have been here? 

Mr. Fioop. Yes, sir. 

Mr. Hfésert. We know Mr. Boutelle on this committee. I just 
want to get your particular position. 

All right, Mr. Courtney. 

Mr. Courtney. Do you have a prepared statement or any state- 
ment you desire to make to the subcommittee first, Mr. Flood? 

Mr. Fioop. I don’t have any prepared statement, Mr. Courtney, 
but I would like to give a description of the corporation and what 
it does. 

Mr. Courtney. Proceed in your own way. 


STATEMENT BY MR. ARTHUR F. FLOOD, EXECUTIVE VICE PRESI- 


DENT AND COMPTROLLER, FAIRCHILD ENGINE & AIRPLANE 
CORP. 


Mr. Fioop. Fairchild Engine & Airplane Corp. consists of 4 major 
divisions and 4 smaller divisions. The largest of the divisions is the 
aircraft division, the division in which these contracts were performed. 
_ We employ approximately 12,000 people; 7,000-plus are employed 
in the aircraft division. 
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The aircraft division is at present in production on the 123 assault 
transport. It is also doing a sizable subcontract for the Boeing 
B-52 airplane. 

This division has just completed production of a little bit better 
than 1,000 C-119 transport airplanes. | It is now out of production of 
that model and in production on the 123. 

They have several research and development contracts, which | 
can’t speak of here at this time. 

The engine division, who is now housed in a new facility which has 
just been completed, cost the corporation approximately $7 million. 
It is building the J-44, which is a jet, small jet engine of 1,000-pound 
thrust and is at present doing the design work on a larger jet engine, 
a 2,000-pound thrust engine, known as the J—83. 

They have also done major subcontract work for larger jet engines, 
such as the J—47. 

The guided missiles division is on production on the Petrol, which 
is a Navy underwater missile, and also doing work on radar and other 
electrical equipment. 

The stratos division is building pressurization and refrigeration 
equipment for combat and transport aircraft, including the B-52, 
Boeing, and they also make a wide variety of accessories. 

Speed control division, which is a wholly commercial division, is 
working on speed control units. 

Then we have the electrotechnichs division, which is doing work on 
thermal barrier metallurgy. We have another division, the armalite 
division, doing work on lightweight weapons development. 

We have another division known as the kinetics division, doing 
specialized engineering. 

That is a description of the corporation. 

Mr. Courtney. So that we may have some understanding, a 
better understanding, for the record of your operations, are these 
different divisions separated as to locality? 

Mr. FLoop. Yes, sir. 

Mr. Courtney. And where are the airframe contracts performed, 
sO we may orient ourselves in this picture? 

Mr. Fioop. The airframe contracts are performed at Hagerstown, 
Md. 

Mr. Courtney. Do you have other plants located on Long Island 
for one thing? 

Mr. FLoop. Yes, we do. 

Mr. Courtney. And where is the jet engine work performed? 

Mr. Fioop. That is in Deer Park, on Long Island, in New York 

Mr. Courtney. In New York. Then I believe you have another 
division or another plant in Florida? 

Mr. FLtoop. We have just completed a new modification building 
in Florida, St. Augustine, Fla. 

Mr. Courtney. Now, neither the Long Island plant nor the Florida 
plant will be involved or concerned with the operation we are going 
to discuss this morning, the 123? 

Mr. Fioop. No, sir. 

Mr. Courtney. Or the 119 in the past? 

Mr. FLoop. Not unless we are lucky enough at a later date to get 
modification on those airplanes. 

Mr. Courtney. Mr. Flood, we will be considering the plant a! 
Hagerstown when we are talking about the 123 and the 119 contracts’ 
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Mr. Fioop. Yes, sir. 

Mr. CourtNEY. So we may orient ourselves, what in general, is the 
scope of the jet subcontracts in dollars or any other fashion, preferably 
in dollars? 

Mr. Fioop. Jet engine? 

Mr. Courtney. Yes, sir; your subcontract. 

Mr. Fioop. Our subcontract work? 

Mr. Courtney. Yes, sir. 

Mr. Fioop. Right at the present moment it has been canceled out 
on us. We have very little, if any, work to complete in our engine 
division. I would say we have $1 million left of parts, or maybe $2 
million. I am guessing. 

Mr. Courtney. That is substantially performed, then? 

Mr. FLoop. It has been; yes, sir. 

Mr. Courtney. In the past have you done subcontracting for other 
airframe manufacturers and engine manufacturers? 

Mr. FLoop. Yes. sir. 

Mr. Courtney. And could you, just so we may understand it, tell 
the different companies for whom your company has subcontracted? 

Mr. FLoop. Yes, sir. 

Mr. Courtney. In major proportions. 

Mr. Fioop. In major proportion. During World War Il we 
started out our first sizable subcontract. We were building the 
control surfaces for the 187, the Martin 187 transport airplane. 
We did considerable work on that. 

At a later date we also took on the outer wing panels, or the wings 
for the Martin PBM-3, if I recall the number correctly. 

During that period of time we were also called upon by the Air 
Force to set some eight other companies up in business building our 
own airplanes. 

Mr. Courtney. That is, building the 119? 

Mr. FLoop. No, sir. I am going back—you asked—I understood 
you to say any substantial subcontract work for others. 

Mr. Courtngy. Yes. 

Mr. FLoop. We were doing that subcontract for other companies 
and at the same time we were assisting other companies like Aeronca, 
St. Louis, Howard Fleet Aircraft, to build our own aircraft, so we 
could continue to build the control surfaces, wings, and the like, 
for the other major programs. 

Mr. Courtney. And in that work you transferred your trained 
personnel for training purposes? 

Mr. Ftoop. Yes, sir, and we built the tools and jigs for them, 
for each one of those companies. We did the same thing on another 
model, which was the AT—21 airplane, which was a crew trainer, 
later a gunnery trainer, rather, and we set up—we went in production 
on that in Burlington, N. C., and we also set up McDonnell and 
Bellanca, under an assistance agreement, to produce that aircraft. 

Mr. Courtney. But that aircraft is what model? 

\Ir. FLoop. The AT-21. 

Mr. Héserr. Did that aircraft have a popular name, Mr. Flood? 

Mr. FLoop. Not that I recall, Mr. Chairman. 

Mr. Hféperr. I am just trying to identify them. The numbers are 
very confusing as you realize. 
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Mr. Fioop. Yes, I am sorry, but I don’t think it did have a name. 
I don’t recall it anyway. 

The next airplane to go into production was the C-82, which js 
this airplane here [indicating model], and followed by the C-119. 

Now when we went into production, we were only a short way into 
production, I will say, on the C-119. 

Mr. Hésert. Now that is known as the Flying Box Car? 

Mr. Fioop. Flying Box Car. 

Mr. Hfésertr. We want them identified. Of course, for the record. 
we want your numerals on it, but for the duller mind, like myself, | 
would like the name so I can follow you. 

Mr. Fioop. Yes, sir. We had just started in the production of the 
C-—119 aircraft when the Air Force called upon us to enter into a sim- 
ilar assistance agreement with the North American Aviation Co. 
the C-82, excuse me. 

Mr. Courtney. That is on the C-82? 

Mr. FLoop. C-82. I am one model ahead. 

Mr. Bennett. That is right. 

Mr. FLoop. We were only building a small production. I believe 
our production run was somewhere in the neighberhood at that time 
of 6 or 7 airplanes per month. 

Mr. Courtney. Had the development been yours? 

Mr. F.Loop. Yes, sir. 

Mr. Courtney. The design and development of the C-82? 

Mr. Fioop. Yes, sir; under an Air Force experimental contract. 

Mr. Courtney. Yes. 

Mr. Fioop. And we were building it, as I said, Mr. Courtney, in 
small quantities. But they were called upon to build it in larger 
quantities. And we entered into an assistance agreement, furnished 
them all the information, and even parts and pieces to prime the pump 
to get them started. 

Does that answer your question? 

Mr. Courtney. Yes, sir. With reference to the costs of the train- 
ing program to which you have referred, the travel and the other 
incidents to that program, I will ask you in general as we go through 
these costs on the various contracts you have with the Air Force, 
whether that additional expense is reflected in any way; and if so, to 
what proportion in the contracts that we have under discussion this 
morning. 

Mr. Fioop. The traveling expense incident to—— 

Mr. Courtney. Setting up these training programs. 

Mr. Bennett. Are you asking, sir, with regard to the cost of sub- 
contract or with regard to our cost in connection with the engineering 
assistance we furnished to others? 

Mr. Courtney. No; I am asking for the travel costs and the ex- 
penses incident to these training programs—whether or not_any of 
those costs are reflected in your prime contracts with the Air Force or 
Navy, as the case may be, on the contracts that we have under dis- 
cussion this morning, the contract for the C-119. 

Or were those separate contracts; is that the question? 

Mr. Fioop. Mr. Courtney, I believe that that work was accom- 
plished before we entered into these contracts. We may have been 
doing the contract 124; and if we were at that time, the travel costs 
incident to that, I believe, if I recall correctly, were separate and 
apart, because we had a supplemental agreement to perform that 
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work, and when we negotiated the assistance agreement, we set forth 
in each case the number of people we would be assigning to the job— 
engineers, production, tool people, and the like. 

Vr. Courtney. We will reverse the process before we consider 
the distribution of costs. If you will verify these figures with me for 
the record, Mr. Flood. 

At the beginning of our inquiry in 1952 the company’s outstanding 
stock in number of shares was 2,310,207; is that correct? 

Mr. Ftoop. That is correct. 

Mr. Courtney. And at the end of 1955, 3,032,146 shares in number. 
Do those shares have an assigned par value or not? 

Mr. Fioop. Yes, they do 

Mr. Courtney. Of what? 

Mr. Fioop. The assigned par value is $1 per share. 

Mr. CourtNngy. The capital stock account as represented by those 
figures in 1952—those shares in 1952 were $6,227,724, and the end of 
1955, $6,949,663; is that right? 

Mr. FLoop. Yes, sir. 

Mr. Courtney. Representing additional paid-in capital as of 
1952 of $334,328 against 2,310,000 shares; and a paid-in capital at 
the end of 1955 of $7,490,814. 

Can you explain for the committee at this point the difference in 
the paid-in capital account? 

Mr. Froop. At December 31, 1955, Fairchild’s common stock 
account was $6,949,663.38, with 3,032,146 shares outstanding. The 
difference of $3,917,517.38, between the account and the par value of 
the shares outstanding, or $3,032,146, has resulted from crediting in 
accordance with accepted accounting practice the common stock 
account with the stated value of preferred stock which was exchanged 
for common stock pursuant to conversion privileges. 

This has occurred at various times during the corporation’s history, 
principally in 1939, 1945, and 1946. 

Mr. Courtney. The $334,000 in additional paid-in capital at 
1952 was common or voting stock? 

Mr. Fioop. Yes. 

Mr. Courtney. Representing the par value of it. And this is a 
converted figure? 

Mr. FLoop. That is correct, sir. 

Mr. Courtney. From preferred to common; is that right? 

Mr. Fioop. Yes, sir. 

Mr. Courtney. Both as to number of shares and as to dollar value? 

Mr. FLoop. The additional capital paid in as of December 31, 1952 
amounted to $334,328. December 31, 1953, $334,328. December 31, 
1954, $5, 974,740. 

The increase there in 1954 was due to an issue of stock in July of 
1954. Increase over 1953 due to the public issue of 577,551 shares 
at a net of approximately $11 a share. And in 1955, it again increased 
to 7,490,814, which was due to a stock dividend of 144,388 shares at 
opproximately $11.50 a share. 

Mr. Courtney. That $11.50 a share was the market value? 

Mr. Fioop. Yes, sir. 

Mr. Courrnry. On the day of the credit? 

Mr. Fuoop. Yes, sir. 

Mr. Courtney. Your surplus earnings retained in the business as 
of 1952, $14,588,137 and at the end of 1955, $21,200,000-——— 
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TESTIMONY OF MR. FLOYD S. BENNETT, TREASURER, FAIRCHILD 
ENGINE & AIRPLANE CORP. 


Mr. Bennett. Estimated. 

Mr. Courtney. Estimated as of the close of this year? 

Mr. FLoop. That is correct. We do not have our final figures 
as of yet. 

Mr. Courtney. But it is sufficiently accurate to be representative 
of what may be the final picture? 

Mr. Fioop. That is correct. 

Mr. Courtney. In considering the portion of Government sales, 
sales to the Government, on contracts with the Government, versus 
private or commercial sales, in 1952, 99.4 percent of the company’s 
sales were to the Government; in 1953, 99.3 percent; in 1954, 99.4 
percent; and in 1955, as of the last date of computation, which was 
July, 99.4 percent. 

Has that figure varied substantially in the last 6 months? 

Mr. Fioop. No; it hasn’t. 

Mr. Courtney. So you would say that those figures are accurate 
for all of 1955? 

Mr. Fioop. That is right. 

Mr. Courtney. In the same period, considering the net worth of 
the company, in 1952 at the end of the year, it was $21,150,189. And 
at the end of 1955, $35,640,477. 

Mr. F.Loop. Estimated. 

Mr. Fogo. That is estimated, too. 

Mr. Courtney. From your best information, you believe you 
books will disclose on final audit? 

Mr. Fioop. Yes, sir. , 

Mr. Courtney. Can you explain just very briefly the reason for 
and the source of the increase? 

Mr. Bennett. Mr. Courtney, of that amount, $7,800,000 came 
from the stock issue and the preferred stock—I mean the stock divi- 
dend. The stock issue in 1954 and the stock dividend in 1955, that 
is; $6,700,000 came from earnings which we were able to obtain on 
our work during that period of time. 

Mr. Courtney. As we look at the figure, there is an increase in 
round numbers of net worth of roughly $14 million? 

(Mr. Bennett nods.) 

Mr. Courtney. Of which substantially a little over half came from 
the stock issue and the remainder from earnings retained in that 
account? 

Mr. Bennett. That is correct. 

Mr. Courtney. As to the dividends, in 1952 a dividend of 60 
cents a share, amounting to $2,310,207; in 1953, 80 cents a share, 
amounting to $2,310,207; in 1954, 2 dividends for a total of 80 cents 
a share, amounting to $2,301,207, in 1 instance and $2,887,758- 

Mr. Bennetrr. Wait a minute. That is the number of shares. 

Mr. FLoop. No; that is the total paid. 

Mr. Bennett. In 1954 the total paid was $2,887,758. 

Mr. FLoop. There is an error there. 

Mr. Bennett. There is an error. Part of the dividend paid 1! 
1954 was based on the capital that was in before the stock issue and 
the last dividend, 50 cents, was paid on the stock after the stock issue. 
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So the total paid in 1954 is $2,887,758. 

Mr. BennetT. Where the mistake is, Mr. Courtney: Opposite the 
2() cents, that is the shares that were outstanding before the increase 
in shares. It happens'to be shares and dollars there together. It 
is 2.310.207 shares, which was the 30 cents, and then the 50 cents 
was paid on the larger number of shares. 

Mr. Fioop. It so happens there is an error in just putting the 
shares in there. 

Mr. Bennett. I would like to correct the record. The total divi- 
dends paid were $2,136,941. 

Mr. Courtney. And in 1955 the total dividends paid were what? 

Mr. Bennetr. $1 million—in cash, $1,588,267, plus a 5-percent 
stock dividend. 

Mr. Courtney. The 5-percent stock dividend at market value of 
$11.50 a share? 

Mr. BENNETT. Yes, sir. 

Mr. Courtney. And that total comes to how much? 

Mr. BENNETT. $1,516,074. 

Mr. Foco. Mr. Courtney, may I get that straightened out, please? 
Where is the error on the board? 

Mr. Fioop. I think I also made an error, Mr. Fogo. 

Mr. Foco. The figures are taken from your own statement, is 
what I wanted to clarify, that was delivered yesterday afternoon. 
This is what was delivered. 

Mr. Bennerr. That statement is correct. 

Mr. Fogo. The figures on there is worked on this table. 

Mr. Bennett. Yes, sir. .The confusion, | think, arrives from the 
fact these are not dollars of dividend payment. These are the 
number.on which dividends were paid. 

Mr. Fogo. That is right. 

Mr. Bennetr. And the dollars were incorrectly written into the 
record. 

Mr. Foon. I see. 

Mr. Bennetr. Would you like for me to read them? 

Mr. Courtney. Let’s start all over, then. We, of course, had to 
accept your figures as presented. 

Mr. FLoop. These are correct. | was reading the dividends and 
the shares. I thought it was 60 cents, at 2,310,207. I thought you 
had dollars there, I am sorry. 

Mr. Foco. That is shares. 

Mr. Bennerr. They are shares. 

Mr. Courtney. Let’s go back and see if we can get the total 
dividends. For 1952 what was the dollar value of the dividends? 

Mr. Benner. 2,310,207. 

Mr. Hess. That is the shares. 

Mr. Bennerr. Excuse me. Iam sorry. I did it again. $1,386,124. 

Mr. Courtney. And in 1953? 

Mr. Benner. $1,848,166. 

Mr. Courtney. And in 1954? 

Mr. Bennerr. $2,136,941. 

Mr. Courtney. And in 1955? 

Mr. BENNETr. $1,588,267. 

Mr. Courtney. Plus a 5-percent stock dividend. 

Mr. Bennerr. Plus a—— 
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Mr. Courtney. Plusa $11.50 per issued share. 

Mr. Bennett. Correct. 

Mr. Courtnery. That in dollars is how much? 

Mr. BENNETT. $1,516,074. 

Mr. Courtney. Now we are straight. 

Mr. Bennett. Yes, sir. 

Mr. Courtney. The next question has to do with company- 
owned plant and Government-owned facilities in the performance 
of these contracts. 

According to your books, the assigned value of Government facilities 
during the period we have under consideration was $38,958,956. 

(Mr. Bennett nods.) 

Mr. Courtney. Representing plant and machinery and whatever. 

Mr. Foco. That is the total. 

Mr. FLoop. May | ask to hear that figure again, Mr. Courtney? 

Mr. CovurtNey. $38,958,956. 

Mr. Bennert. You are adding the 1955 vear-end figures. 

Mr. F.oop. Oh, I am sorry. I brought that up to December 31. 

Mr. Courtney. That is the correct figure, is it, from your books? 

Mr. FLoop. Yes, sir. 

Mr. Courtney. Let me ask you how that value was arrived at, if 
you know. Is that a figure assigned to you or is it one that you have 
arrived at because the facilities were built under your supervision, or 
from what source do we get the value of $38 million? 

Mr. FLoop. We handled facility contracts. We did the procuring. 
We built the facility under the facility contracts and we bought the 
machinery and equipment under a facility contract. 

Mr. Courtney. That figure of $38 million represents the costs in 
performance of those facility contracts which were paid by the Gov- 
ernment and represented as capital cost in plant? 

Mr. Fioop. | will answer that question two ways. Yes, except 
that some of the machine tools and equipment have been credited 
back to the Government. 

Mr. Courtney. At cost? 

Mr. Fioop. At cost. And as we declare a machine of no longer 
use to us, worn out or broken, we return it to the Government and 
we reduce this figure. So it could have been something more than 
we show here today. 

Mr. Courtney. In other words, originally there were more tools, 
machine tools, in the capital account of the Government? 

Mr. Fioop. That is correct, sir. 

Mr. Courtney. But those have been washed out. So $38 million 
is a figure as of today? ? 

Mr. Fioop. Yes, sir. 

Mr. Bennett. No, sir. I am sorry, sir— 

Mr. Fioop. That is July 31, 1955. 

Mr. Courtney. Asof July 31. 

Mr. Bennetr. 1955. 

Mr. Courtney. Representing the capital cost of the Government’s 
investment in the plant and facilities? 

Mr. Bennett. Yes. However, all of that cost was not required 
for the performance of the contract involved here. 

Mr. Courtney. Let’s discuss that as we come to it. 

Mr. Bennett. Yes, sir. 





AIRCRAFT PRODUCTION COSTS AND PROFITS 1941 


Mr. Courtney. On the rental account for—and I must ask you 
the question: These facilities? 

Mr. FLoop. Yes, sir. 

Mr. Courtney. The $38 million worth. You show a payment in 
1952 of $1,197.72; 1953, $2,291.30; 1954, $4,782.17; and in 1955, up to 
the last point of accounting, $4, 072. 

Can you explain briefly what that was for? 

Mr. Fioop. Yes, sir. Most of the rental that is being paid 
really not in this division for 

Mr. Courtney. You mean of the airframe division? 

Mr. Ftoop. That is correct, in the Hagerstown division. It 
comes about more, Mr. Courtney, by rental which we are paying. 
For example, in our guided missiles division for special purpose 
machine tools, which we use for a short period of time and may 
return to the Government. 

We have paid some small amounts of rent in the aircraft division 
for some minor amounts. For example, we had a Brazilian contract 
that we performed at the aircraft division just here in the last few 
months. 

Mr. Courtney. So far as the rental account is concerned, it has no 
relationship to what we will discuss this morning on airframes’ ? 

Mr. Fioop. I don’t think so. 

Mr. Bates. And that is not for any United States Goverrment 
contracts? 

Mr. Fioop. That was not, Mr. Bates. 

Mr. Courtney. As to company-owned property during the same 
period, the company plant, according to your books, had a capital 
value, or a cost value of $18,405,737; is that correct? 

Mr. F.Loop. We will have to check between preliminary December 
31 and July 31. You are talking about July 31? 

Mr. Courtnry. That was computed up to December 1954. 

Mr. Bennett. Yes, December 1954—$18,405,737.40? 

Mr. Courtney. Right. 

Against that account you have been repaid out of earnings, deprecia- 
tion, and amortization of $7,234,686? 

Mr. Fioop. That is correct. 

Mr. Courtney. So that your capital account, after crediting 
depreciation at the moment in plant, is $11,171,051? 

Mr. FiLoop. Yes, sir. 

Mr. Courtney. Those are the figures which will be used in dis- 
tributing and apportioning costs to the various contracts which we 
have under discussion this morning? 

Mr. Fuioop. Yes, sir. That is correct as of 1954. However, as of 
December 31, 1955, we have a total in property, plant, and equipment, 
of $25,531,725.40, with a depreciation—accumulated depreciation— 
of $8,860,042.03, leaving a net of $16,671,683. 37. 

Mr. Courtney. As of the close of this year? 

Mr. Fioop. Preliminary, as of December 31, 1955. 

Mr. Courtney. The explanation of that difference between 
1954 figures which you furnished us and the 1955 figures is what? 

Mr. Fioop. Increase in investment, in capital and equipment. 

Mr. Courtney. Capital and equipment? 

Mr. Fioop. Yes. 

Mr. Courtney. And plant? 





1942 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Mr. Fioop. And plant. 

Mr. Bares. That includes that $7 million plant? 

Mr. FLoop. Yes, sir. 

Mr. Courtney. The $7 million plant—just so we may have it in 
mind, which roughly is the difficulty between the two—is where and 
used for what? 

Mr. Fioop. It is built for our Fairchild Engine division, to be used 
for production of jet engines. 

Mr. Courtney. So, that as far as the airframe contracts which we 
will consider this morning is concerned, it is not applicable to the 
figures which we will discuss? 

Mr. Fioop. Unless we are fortunate enough to have them build 
engines for our airplane. 

Mr. Courtney. But it does have a relationship to your subcon- 
tracts—or might have a relationship? 

Mr. Fioop. Yes, sir. 

Mr. Courtney. To your subcontracts? 

Mr. Fioop. Yes, sir. 

Mr. Courtney. For jet engines? 

Mr. Fioop. That is correct, sir. 

Mr. Courtney. Let’s keep it clearly in mind that it is not appli- 
cable to—if I get your statement correctly—the airframe contracts 
which we have under consideration? 

(Mr. Flood nods.) 

Mr. Courtney. Is that right? 

Mr. FLoop. Yes, sir. 

Mr. Hésert. Let us clear one thing up right here and now for the 
benefit of the committee. 

What we have been considering here is strictly the airframe con- 
tract? That is the interest of the committee. The committee at 
this time has not explored the armament or the electronics which have 
been added to the airframe itself. You understand that? 

Mr. Lanpers. I understand. 

Mr. Hféserr. In other words, we are talking about—which is 
not in your area—for instance, the B-52, which in round figures 
cost $3 million. That only means that it is the airframe on the B—52 
that costs $3 million. But the flyaway cost is twice that amount—the 
ultimate cost of the aircraft by the time it flies off the ground fully 
armored and fully equipped. We are devoting our attention entirely 
to the cost of the basic product of the airframe itself, is that correct 
Mr. Courtney? 

Mr. Courtney. That is correct. 

Mr. Bates. But many of these costs in here, like at your St. 
Augustine plant, is involved in here. 

Mr. Héserr. That is what we are trying todo, Mr. Bates. Weare 
trying to separate them here, to show them, so we know what we are 
talking about. We are not trying to put engines or electronics or 
any other equipment on the aircraft except the frame, which the 
aircraft company builds itself. In other words, we want to keep these 
prices in perspective to the extent that the American public itself, 
that gets these figures, does not understand that the price that we 
have discussed in the airplane is the completed fly-away airplane but 
merely the airframe. 


’ 
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Mr. Miuuer. Then, Mr. Chairman, these last figures, of $25 
million, and this $8 million, are irrelevant to what we are discussing 
today? 

Mr. Hésert. Let’s get this clear. 

Mr. Fioop. Mr. Chairman, I would also like to make a statement 
with regard to the total Government facilities. That figure does not 
apply to the aircraft division—— 

Mr. Héserr. That is right. 

Mr. Fioop. Alone. A good percentage of that is in the engine 
division. 

Mr. Hésert. That would not be applicable, except in your overall 
statement—would not be applicable to the immediate attention of 
the committee, to your construction of the aircraft—the airframe. 
You would have to break it down, in other words, to define the 
percentages. 

Mr. FLoop. Yes, we would. 

Mr. Hésert. All right. 

Mr. Foon. I would like to make an observation here, in going over 
some of the figures and reading some of the testimony. I am con- 
cerned when we give you the figure of $38 million for machine tools 
and facilities that we have. It is my opinion that the National 
Defense Department does not have a pool in our little company of 
$38 million. Because we include in there $14 million of machine 
tools and equipment. You have something less than that. 

There is our big problem. Our problem today is not buying new 
equipment to do a different job. Our problem today is replacing the 
machine tools that were given to us in 1942 that are now worn out 
and of no future service. 

That is the problem in this industry today. And while we sit here 
and give you a total investment that the company has at Hagerstown 
and in our other divisions, you really don’t have because from day to 
day a machine of considerable value is going out of use. 

We ran these machines in 1942 and during the World War period 
at 3 shifts a day, 7 days a week. We have repaired them and we get 
to a point where they are beyond repair. 

There is where our particular problem—and I would like to bring in 
not only the machine tools and facilities Government furnished, but 
I want to bring in our profit factor at this time. 

We are called upon today, because we have taken contracts with the 
facilities we have at hand, and to perform those contracts we have to 
have the machine tools. If the machine breaks, we have to go out 
and get a new $50,000 machine. 

Mr. Hésert. Who pays for that new machine? 

Mr. Fioop. We do, because so far as we know, there is not a 
replacement program for those machine tools that were given to us. 
So when we take all these millions of dollars that the airframe industry 
has and they say, as we have here, “Those are the values as we 
purchased them,” and we paid for them back in 1942—you don’t 
have all that today. 

Our problem is getting greater from this point forward. Each and 
every day we will assume there is another machine breaking down. 
Those machines are becoming more expensive. The delivery time 
on those machines are seus Ere from 6 to 16 months. And we 
have to make commitments with those machines. We have at the 
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present time $2 million—a little over $2 million committed in machine 
tools and facilities that are carried over from last year. 

Now, I would like to take you to my office, my problem. I asked 
our divisions for their capital program and their research and develop- 
ment program for the year 1956. I usually have it locked up by the 
February 1 board meeting. I haven’t got it locked up yet. Because 
when they came back, their program was over $10 million. And we 
are only building these facilities and buying these machine tools out 
of profit. We have done that. Since 1950 we have earned approxi- 
mately $20% million. And you look at the records and—we have 
spent of our own money $21% million approximately for facilities, to 
do work, 94.6 percent for the Government, or 99.4 percent, rather, 
excuse me, for the Government (see chart). Our problem is becoming 
greater and greater. And it is very disheartening to sit with our 
directors and also—mostly with our general managers and the staff— 
to tell them we cannot do that, we cannot afford to embark on that 
research and development program because we can’t afford it. We 
haven’t the money. Our profit estimated for next year is nothing 
like $10% million. And that is what they need. And they have good 
justification. It is awfully hard to turn it down. That is what we 
are going to be forced to do. 

Mr. H&éserr. In other words, are you trying to tell the committee 
this, that the reflection of the amount of Government investment is 
an original investment and not a present-day investment? 

Mr. FiLoop. Yes. 

Mr. Bares. I thought you said it was an adjusted figure, that 38.9. 

Mr. FLoop. It is adjusted, Mr. Bates, if we return, say, a turret 
lathe—— 

Mr. Bares. Just for returns? 

Mr. Fioop. If it is a turret lathe and it is worn out beyond 
repair— 

Mr. Bares. Yes. 

Mr. FLoop. We want to get relief of accountability. 

Mr. Bares. Yes. 

Mr. FLoop. We turn it over to the services. We can’t repair it. 
I don’t know what they do with it. 

Mr. Bares. Yes. 

Mr. FLoop. But nonetheless, it is not in our values any longer. So 
through the contracting officer we reduce our value of that equipment, 
because we are not responsible for it any more. 

Mr. Bares. That is the way I understood it. 

Mr. Fioop. Yes, sir. 

Mr. Bates. In other words, that is an up-to-date readjusted figure. 

Mr. Fioop. That is correct. But right at this point, Mr. Bates. 
right while we are sitting here, a $20,000 machine is liable to go bad 
and beyond repair. ‘ 

Mr. Barrs. Then you would return it. 

Mr. FLoop. We would take that out. 

Mr. Bares. And take it out, of course. 

Mr. FLoop. That is right. But what I am trying to say—and 
probably I didn’t use the best words— is that this machine, this item 
of machinery that we say represents $14 million, most of it is right 
near the end of its life. That is what I am trying to say. ’ 

Mr. Bates. Yes; but that will be reflected and adjusted. 
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Mr. Fioop. It will be reflected. But as we sit here, we have $14 
million showing that is pretty well worn out. 

Mr. Bares. Mr. Chairman. Is all this property involved in the 
$38.9 million—is that all usable? You use all of it or do you have 
some of it that is—— 

Mr. F.Loop. Oh, no; if we can’t use it, we declare it surplus to our 
needs. Someone else may be able to use it. 

Mr. Bares. Part of it is the plant itself. There are many occa- 
sions where you might have an entire installation, but you only have 
use for a part of it. 

Mr. Fuioop. Yes. 

Mr. Bares. But you have use for all of that that is there. 

Mr. FLoop. We would like to be using it to a greater extent, 
three shifts. 

Mr. Courtney, I am sorry. I mentioned $14 million, because | 
brought our figures up to December 31, 1955, preliminary, and I used 
the $14 million figure. 

Mr. Hépert. Mr. Hess bas a question he wants to ask at this point. 

Mr. Hess. Mr. Flood, let me ask you this reference with this $38,- 
900,000 estimate of Government-owned property. That is a con- 
stantly decreasing figure, is it not? 

Mr. Fioop. Yes. 

Mr. Hess. As these machine tools become obsolete or worn out, 
that figure is constantly reduced? 

Mr. FLoop. That is correct. 

Mr. Hess. Has the Government at any time ever made an effort 
to replace any of that machinery, rather than you paying it out of 
your own pocket? 

Mr. Fioop. So far as I know, Mr. Hess, we have tried. Maybe 
we haven’t used every avenue that we could use, but we have tried 
to get replacement of machine tools—at least our general managers 
tell me we have tried—but it was impossible to get them. 

There is a pool of tools. I think that occasionally we can get those 
specialized tools out of that pool, but we haven’t been very successful. 
I don’t know whether we have done the best job or not. 

Mr. Hess. The Government enters into a contract, let’s say the 
Air Force enters into a contract, with you for the manufacture of a 
certain number of planes, to use Government facilities, to manufac- 
ture those planes, and then when part of those facilities wear out 
during the life of that contract, there is no effort on the part of the 
Air Force or the Government to replace those tools so that you can 
carry out your contract; is there? 

Mr. FLoop. Not to my knowledge in our company, Mr. Hess. 
We have tried. I say, maybe we haven’t done the best job, but we 
haven’t been successful. 

Mr. Hess. What you have been compelled to do, then, is to spend 
your own capital? 

Mr. FLoop. Yes, sir. 

Mr. Hess. To replace those tools? 

Mr. Fioop. Yes, sir. 

Mr. Hess. That reduces the Government’s account and increases 
yours, doesn’t it? 

Mr. FLoop. That is correct. 

Mr. Héserr. Mr. Miller, have you any questions to ask on this? 
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Mr. Miuurer. Is Mr. Courtney through? 

Mr. Hésert. The reason I am doing that is because the chairman 
himself has been very lax in interrupting Mr. Courtney. I wanted 
every member to have an opportunity at this time to ask the questions 
on this point so we can allow Mr. Courtney to resume, after which 
time we will allow him to continue under the ground rules we set in the 
beginning. 

All right, Mr. Miller, any questions? 

Mr. Miuuer. No questions. 

Mr. H&éperr. Mr. Nelson? 

Mr. Neuson. Mr. Flood, what is the $38.9 million? Is that the 
original cost of Government-owned property? 

Mr. F.Loop. Yes, sir. 

Mr. Nextson. And whenever a machine becomes obsolete—how 
much is deducted from that? 

Mr. FLoop. The original purchase price of that machine, sir. 

* Mr. Nezson. Of the machine? 

Mr. Fioop. Yes, sir. 

Mr. Netson. Does that inure to your benefit at all? 

Mr. Fioop. No. 

Mr. Ne tson. It is just a machine that has to be replaced at original 
cost, and the item of Government-owned property goes down? 

Mr. FLoop. Unfortunately, Mr. Nelson, it doesn’t have to be 
replaced at the original cost. We can’t buy it at the original cost. 
That is the worst part of it. It could be 2, 3, and 4 times the amount 
that we bought it for in 1942. That is our problem. 

Mr. Fogo. The Government paid for it in 1942. 

Mr. Fioop. The Government paid for it, whenever we purchased 
it—possibly in 1942—yes, Mr. Fogo. But our replacement cost today 
is far, far higher than the price that was paid in the facility days. 

Mr. Hépert. Any further questions? 

Mr. Netson. Just one more, Mr. Chairman. 

Aren’t you in your contracts with the Government allowed any 
item at all for replacement of obsolete machines? 

Mr. Fioop. No, sir. 

Mr. Netson. In other words, that is something you have to finance 
yourself? 

Mr. FLoop. Yes, sir. 

Mr. Courtney. Government machines? 

Mr. FLoop. Replacement of Government machines that are worn 
out. 

Mr. Netson. There is no item in your contract with the Govern- 
ment which would allow you to finance the replacement of Govern- 
ment machines? 

Mr. Fioop. No, sir; not to my knowledge. 

Mr. Héserr. All right, Mr. Courtney, continue. 

The Chair will say that he will not recognize a member from the 
committee until Mr. Courtney is finished, and if the Chair violates 
it, he hopes he is called off by the committee. 

Mr. Courtney. Mr. Chairman. 

To resume after the statement of the general outlook of the company 
financially as it reflects in the individual contracts that we are going 
to discuss this morning: the figures that we have just been discussing 
are the basic figures against which the percentages will be applied. 


a 
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Mr. FLoop. Yes, sir. 

Mr. Courtney. In other words, the depreciation and amortiza- 
tion of your plant, machine tools, and the like, is distributed over 
the contracts which we will discuss percentagewise? 

Mr. Fioop. Yes, sir. 

Mr. Courtney. In proportion as the total number of contracts 
in work—not only of airframe but of all other Government work— 
in your opinion would reflect itself in terms of percentage? 

Mr. Foon. Yes, sir. 

Mr. Courtney. And an equitable distribution of costs. 

Mr. Fioop. Yes, sir. 

Mr. Courtney. I am sorry. I think perhaps we had better take 
the salary account at this time, because that is a distribution of overall 
costs. And if you will refer first to your list and commencing 
with the year 1952: I ask you whether or not the salaries and bonuses 
that we are going to discuss for the years in question have, if you 
know, been approved by the Department of the Air Force or Navy, 
as the case may be, and accepted as a part of the cost to be considered 
in adjusting or negotiating contract figures. 

Mr. FLoop. Yes, sir. 

Mr. Courtney. Again, for the record, let it appear that the com- 
mittee has arbitrarily selected the breaking point for individuals at 
those $20,000 and above, and the others are not identified even 
through supervisory personnel. 

First, a question with reference to your bonus plan, which appears 
as a part of these figures. 

Has the bonus plan which you have had in operation over these 
years been accepted and approved by the Government Departments 
involved? 

Mr. FLoop. I would say that it has been accepted. We never 
had, to my knowledge, an approval on the bonus plan as such. But 
back in the days when the regulations required it, we had approval 
of the payments under that bonus plan, by I believe Treasury and 
Salary Stabilization. 

Mr. Courtney. We would commence with the understanding that 
so far as any complaint about the bonuses which are reflected in these 
a or the bonus plan itself, are you aware of any objections to the 
plan? 

Mr. FLoop. No, sir. 

Mr. Courtney. And the bonus as well as the salaries which we 
will discuss are all distributed in the same fashion as the other capital 
account figures are distributed. 

Mr. Fioop. Well 

Mr. Courtney. The overhead and the other? 

Mr. FLoop. Yes. 

Mr. Courtney. Proportionate to this contract. 

Mr. FLoop. That is correct. 

Mr. Courtney. So that the basic figures are agreed upon, is that 
correct? 

Mr. FLoop. That is correct. 

Mr. Courtney. And have been used in redetermination and nego- 
tiation with the Government? 

Mr. FLoop. Yes, sir. 

Mr. Courtney. Briefly, what is your bonus plan? How is it 
determined upon? 
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Mr. FLoop. Our bonus plan is purely an incentive bonus plan. 
Approaching the end of each year each division manager will get a 
recommendation from his department heads and each department 
head will sit down and review that bonus plan with the general man- 
ager and the division comptroller. 

Mr. Courtney. Who fixes it? How do you fix the total bonus 
which is to be distributed? 

Mr. Fioop. We don’t fix it, Mr. Courtney. 

Mr. Courtney. You don’t have any percentage of earnings? 

Mr. FiLoop. No, sir. 

Mr. Courtney. After taxes? 

Mr. Fioop. No, sir. 

Mr. Courtney. Just how is it done, then? 

Mr. FLoop. We set up accruals during the year based on number of 
supervisory personnel. We accrue it each month as we proceed 
through the vear. 

Mr. Courtney. But on what basis do vou accrue it? 

Mr: FLoop. The number of supervisory personnel they have at the 
beginning of the vear and an estimate that they will have at the end 
of the year. It is a rough estimation. 

Mr. Courtney. Do you have, if vou have estimated earnings at the 
beginning of the year, a forecast of earnings of, say, $1 million, do you 
set up some proportion of that which is to be used as a bonus? 

Mr. FLoop. No, sir. 

Mr. Courtney. Do you do it at the end of the year when the profits 
are finally determined? 

Mr. Fioop. No, sir. 

Mr. Courtney. Well, just—— 

Mr. FLoop. Our bonus plan has never been tied to profits, in any 
way. 

Mr. Courtney. How do you determine the amount of these bon- 
uses, in dollars or percentage or any other way? 

Mr. Fioop. I think it will come out. I am trying to get it to the 
best of my ability. 

Mr. Courtney. If you give it to us now, so we will understand the 
distribution of the contracts- 

Mr. FLoop. Approaching the end of the year, the general manager 
of each division will call in his department head. They will be 
directed to review the supervisors and technical people within their 
own respective departments. The department head will make his 
recommendations then to the general manager and make a complete 
review of all of the supervisory personnel. That is an important part, 
all of them, and not just part of them. Because he has a complete 
list of the supervisory and technical personnel. And he has to justify 
to the general manager those that he wants to give a bonus to and the 
amount of that bonus and those that he does not recommend a bonus 
for. 

Mr. Courtney. Is there any yardstick at all? How does he deter- 
mine? How does he arrive at the figure of $100, $500, or $1? 

Mr. FLoop. The end result is purely an agreement between the 
general manager and the corporate management. 

Mr. Courtney. Am I to understand that there is no uniformity 
and no yardstick? 

Mr. Fioop. No, sir; we don’t have that kind of a bonus plan. 
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Mr. Courtney. It is an arbitrary selection by the general manager 
in his judgment as to the amount which an employee or all of the 
employees in class should in his opinion receive? 

Mr. F.Loop. That is correct, except I skipped one point in the very 
beginning. We have a merit rating form and each man is to be merit 
rated. And that is brought along by the department head and 
explained to the general manager. 

Mr. Courtney. I repeat the question: Is there any yardstick, is 
there any unformity between different departments of your company? 

Mr. Foon. No, sir. 

Mr. Bennert. If I may interrupt? 

There is a very basic percentage factor in the plan, working up to 
varying grades of efficiency, or what he is contributing, the contribu- 
tion factor, is there not? Which I think is what he is driving at. In 
other words, if in rating an employee he gets a 1, then he is going to 
be at the bottom of the bonus; if he gets, I think, up to 30—I forgot 
the number. You are more familiar with it. 

Mr. FLoop. I don’t recall the numbers of the grading at all. I 
know we have it. 

Mr. LanprErs. There is a grading and a percentage. 

Mr. FLoop. There is a grading and a percentage. I can’t give you 
the details of it, Mr. Courtney, because I don’t know. 

Mr. Courtney. A bonus doesn’t mean much unless it has a yard- 
stick, at least for the record here. If you are arbitrarily on the 
recommendation of the general manager giving a man $1,000, another 
man $5,000, and another man none, how do you justify it as an incen- 
tive bonus? 

Mr. Fioop. We have been able to do it back through all these 
years. It started in 1938 or thereabouts. 

Mr. Courtney. In other words, that is paternalism if I may use 
the word, in its finest flower. 

Mr. FLtoop. Through the records—— 

Mr. Courtney. To determine who will be the house pets and who 
will not, isn’t that right? 

Mr. Fioop. It could be that way, but it isn’t that way. 

Mr. Courtney. If it isn’t that way, it results from the accidents 
of the fine people you have working for you, rather than from any 
yardstock. 

Mr. Fioop. I think we are small enough to be able to pretty well 
tell whether there are any pets or not. 

Mr. Courtney. So we will have no misunderstanding, then, there 
is no yardstick whatsoever applicable to all individuals? 

Mr. FLoop. Except I would like to go back to the very beginning, 
where they have a merit rating form that was designed for this 
particular purpose, and the supervisor merit rates his man and there 
is a formula as to the percentage he rates a man. I don’t know the 
details of that. I would be glad to furnish a copy of it. 

(The information referred to follows:) 
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Merit Ratinc—YEAR-ENpD Bonus PLAN 
(Revised November 3, 1954) 


This revised merit rating year-end bonus plan of Fairchild Engine and Airplane 
Corp. (approved by the board of directors on November 3, 1954) outlines the 
methods for computing their customary year-end bonus distributions for 1954 
and subsequent years. 

Without in any way changing the general basis on which bonuses have been 
determined for each year beginning with 1938, this plan proivdes for evaluating 
as nearly as practicable the individual work of, and results achieved by, those 
employees who are eligible to participate. Consideration is given not only to 
each individual’s accomplishments and performance of assigned duties against the 
background of his salary rate and length of service, but also to various other in- 
tangible factors which either influence or have a direct bearing upon the overall 
efficiency and well-being of the entire organization. 


ELIGIBILITY 


The plan applies to all officers and employees in an administrative, professional, 
and supervisory capacity who have been employed for at least 6 months, except 
that an officer or employee in | of the above categories, who has been employed 
less than 6 months, may become eligible, provided the bonus committee herein- 
after referred to unanimously feels that such person has made such an unusual 
contribution that he merits eligibility despite a length of service of less than 6 
months. 

OPERATION OF THE PLAN 


Each eligible employee is to be rated each year on the merit rating chart (exhibit 
A), or otherwise, to evaluate as fairly as practicable his individual performance 
and accomplishments during the year, taking into account the effect of his con- 
tribution on the corporation’s business as a whole, the length of service, and 
applicable intangible factors set forth on the merit rating chart. Although the 
latter constitutes a guide in the rating process and affords an optional arithmetic 
scoring method for the factors listed thereon, use thereof is neither mandatory 
nor exclusive inasmuch as experience has served to prove that, alone, it may result 
in certain inequities and that a fairer judgment of the contributions of individual 
members of the organization results from a review of work done which takes into 
consideration all factors and conditions. 

Original ratings (in the form of a suggested bonus as a percentage of salary 
within the authorized limits set forth in exhibit B) will be made by responsible 
executives designated by each division manager, subject to review by him. Each 
division manager will be responsible for rating the aforementioned executives. 
The recommendations from each division will be subject to review by the president, 
or the executive vice president, who will also rate the division managers and cor- 
porate office personnel. The president and executive vice president will in turn 
be rated by the bonus committee. 

Following review by the president or the executive vice president, all such 
ratings in accordance with the plan will constitute recommendations to the bonus 
committee, which shall be composed of at least two members of the corporation’s 
board of directors (none of whom shall be an officer or entitled to receive a bonus 
under the plan) and which, in turn, shall make such recommendations as may be 
deemed appropriate in the circumstances, including recommendations as to the 
amount of bonuses for the president and executive vice president. 

Recommendations of the bonus committee shall be submitted to the board of 
directors or the executive committee for final action and no individual bonus in 
excess of 35 percent of annual base salary rate may be paid under the plan for any 
year except in extremely unusual circumstances and, in each such case, with the 
express approval of the board of directors or the executive committee. 

This plan is not to be deemed to constitute a contract between the corporation 
and any employee, or to create in any employee any right to a bonus other than 
that paid to him pursuant to authorization of the board of directors or the 
executive committee. 
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Exursit B 
Authorized range of bonuses in percentages of annual base salary rates 


Merit rating chart score: Merit rating chart score—Continued 
8 ROL ts _....---12%-15 
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3-4 
ss = bax 2-3 
15-17% err 0-2 

Mr. Courtney. In any event, that is the story on the hentia as we 
understand it now. 

Mr. FLoop. And if I had those records here—because I have han- 
dled it myself—I could prove that it is really and truly an incentive. 
I can show that department heads in the aircraft division where these 
contracts were performed—that some were on the bonus list, say, for 
10 years straight and the following year they got zero and the next 
year they came back and got a higher bonus than they ever had. 

But when the men do not get a bonus, we call them in and tell 
them why they didn’t get a bonus. 

Mr. Courtney. That is the better -be-good plan; is it? 

Mr. F Loop. No; it isn’t the better- -be-good- better-be-efficient 
plan. 

Mr. Courtney. With respect to the bonuses again; I note in your 
presentation to the committee that you have not segregated the bonus 
from your stated salary brackets. 

Can you state for the year 1952, which is the point of beginning, the 
total bonus paid and the number of persons who participated in the 
bonus? 

Mr. Fioop. I should have that with me, Mr. Courtney. I antici- 
pated that question. 

Did you say the vear 1952 

Mr. Courtney. We start with the year 1952, and let us continue 
on for the 4 years we are considering. 

Mr. Fioop. May I present it in the form I have it here? 

Mr. Courtney. Yes, sir. 

Mr. Foon. In 1952 there were 1,267 employees eligible under the 
plan. 

The employees recommended for a bonus, were 751. 

The percentage of employees recommended, to those employees 
that were eligible, represented 59.3 percent. 

The salaries of those eligible employees was $8,492,848 at that time. 

The salaries recommended, $5,718,780. In other words, that is 
the salary of those 59.3 percent. 

Do I make that clear? 

Mr. Courtney. Let me see if I can restate it for the record. 

Using the $8 million figure—you are talking now about a basic 
salary? 

Mr. Fioop. That is correct. 

Mr. Courtney. Or a wage or salary, whatever you want to call it. 

(Mr. Flood nods.) 

Mr. Courtney. Which they get regardless. 

Mr. Fioop. That is right. 
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Mr. Courtney. Of any other conditions and by contract with the 
company. 

Mr. Fioop. That is right. 

Mr. Courtney. You say in the year 1954 the company added to 
that $5,900,000—what was it? 

Mr. Fioop. No. 

Mr. Foco. $5,718,780. 

Mr. Fioop. No. 

Mr. Courtney. How much was added by way of bonus? 

Mr. FLoop. You said 1954. I believe you mean 1952. 

Mr. Courtney. 1952 is what I am talking about. 

Mr. Fioop. The salaries of the employees that were recommended 
for a bonus—lI use this figure only to get a percentage—was $5,718,780, 
out of the $8,492,848. 

Mr. Courtney. What was the total bonus paid in 1952? 

Mr. Fioop. The total bonus paid was $504,450. 

Mr. Courtney. What percentage of their salaries was that? 

Mr. FLoop. 8.8. 

Mr. Courtney. In 1952, which is the year of beginning, under your 
bonus plan, 1,267 employees of the company would be entitled to 
participate. 

Mr. FiLoop. Correct. 

Mr. Courtney. Or would be considered for bonus. 

Mr. FLoop. That is correct. 

Mr. Courtney. Of that number, 751 were actually selected to 
receive a bonus? 

Mr. Fioop. That is right. 

Mr. Courrnrey. And the bonus which they received in that year, 
the 751, distributed as you have indicated in your prior testimony, 
was a total of $504,450. 

Mr. FLoop. Yes, sir. 

Mr. Courtney. Which is— 

Mr. Foo. 8.8 percent of their basic salary. 

Mr. Courtney. Just 1 minute. Let’s leave it in amount. The 
total salaries of the employees who participated, the 751 employees, 
was $5,718,780. 

Mr. FLoop. Yes, sir. 

Mr. Courtney. That comes roughly to 8.8 percent. 

Mr. Fioop. That is correct. 

Mr. Courtney. In the form of a bonus distributed as you have 
indicated. 

Mr. Fioop. Yes, sir. 

Mr. Courtney. In 1953, you had 1,449 employees who would have 
been eligible and the company selected 815. 

Mr. Fioop. Yes, sir. 

Mr. Courtney. And paid a bonus of $616,125. 

Mr. Fioop. That is correct. 

Mr. Courtney. To these same employees who had drawn in salary 
$6 664,232. 

Mr. FLoop. That is correct. 

Mr. Courtney. And that was a bonus, then, of roughly 9.2 percent 
of their salaries? 

Mr. Foon. Yes, sir. 

Mr. Courtney. Taken in the aggregate. 
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In 1954, the eligible employees numbered 1,666, of whom 886 were 
selected. And they received $700,475 in bonus. 

(Mr. Flood nods.) 

Mr. Courtney. Against the salaries which hey drew of $7,544,250, 
or 9.3 percent of the total salaries. 

Mr. FLoop. That is correct. You missed the $10, I believe, or 
something. 

Mr. Courtney. $10 doesn’t mean much. 

Mr. Fioop. I mean for the record. That is correct. 

Mr. Courtney. In 1955 the plan would have affected 1,720 
employees, of whom 873 were recommended. And they drew 
$742,750, as against their salaries of $7,950,060. 

Mr. Fioop. Yes. 

Mr. Courtney. Or a total in percentage of 9.3 percent of the total 
salaries paid. 

Mr. FiLoop. That is correct, sir. 

Mr. Courtney. That is the bonus plan 

Mr. Fioop. That is correct. 

Mr. Courtney. I[n operation. 

Mr. Fioop. Yes, sir. 

Mr. Courtney. Those are the figures to which we will have refer- 
ence when we consider distribution against these contracts? 

Mr. Fioop. Yes, sir. 

Mr. Courtney. Of course we must keep in mind that after all the 
whole of the business of the company is Government, excepting 0.6 
percent. 

Mr. FLoop. What do they call that, ivory pure? 

Mr. Courtney. Something of a record for purity. 

The figures which we have just cited include the bonuses paid to 
officers of the company, do they not? 

Mr. Fioop. Yes, sir. 

Mr. Courtney. They will be figures that we refer to as we go 
through the officer account, correct? 

Mr. FLoop. Yes, sir. 

Mr. Courtney. Let us start with 1953, because I notice you cut 
off on a calendar year, and consider the salary account as it will be 
applicable throughout the years. 

Of the corporate officers we have for the year, the president, Mr. 
R. S. Boutelle, with a stated salary of $71,635, and a bonus for that 
vear of $40,000, making a total compensation of $111,635. 

Mr. FLoop. That is correct. 

Mr. Courtney. For Mr. A. F. Flood, executive vice president, 
controller, and director, $50,135, and a bonus of $30,000, making a 
total of $80,135; for Mr. Paul J. Frizzell, vice president, $40,000 salary 
and a bonus of $7,000, total $47,000; Mr. F.S. Bennett, Jr., treasurer, 
$24,385; bonus, $8,750, total $33,135; for Mr. Paul S. Cleaveland. 
secretary, $21,585 salary; $8,000 bonus, total $29,585; for Mr. W. L. 
Landers, vice president and general manager 

Mr. FLoop. That is the aircraft division. 

Mr. Courtney. Of the aircraft division. 

Mr. Fioop. Yes, sir. 

Mr. Courtney. $39,600, with bonus of $17,000, total, $56,600. 

Will that be the figure which is distributed directly to the contracts 
that we have under consideration? 
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Mr. FLoop. Through overhead; yes, sir. 

Mr. Courtney. Mr. G. F. Chapline, vice president and general 
manager, $32,373.52, with a bonus of $14,000, a total of $46,373.52 
compensation. 

He is the head of what division? 

Mr. Fioop. The Fairchild engine division. 

Mr. Courtney. That is the subcontracting division in the case of 
the two jet engines you were talking about? 

Mr. Fioop. The two jets previously mentioned are of our own 
design. 

Mr. Courtney. Of your own design. 

Mr. FLoop. But they have done jet subcontract work. 

Mr. Courtney. Very good. 

Mr. F. E. Newbold, vice president and general manager, salary 
$22,000; bonus, $8,000, total $30,000. ij 

So that in this year, to recap, the salary account was $301,713.52, 
with a bonus of $132,750 which was deducted from the $616,125, that 
is, would be deducted from the $616,125 paid as a bonus plan through- 
out the company. 

Mr. Fioop. That is a part of $616,000. 

Mr. Courtney. Now, we come to 1954. We have the same officers, 
don’t we? 

Mr. Fioop. Yes, sir. 

Mr. Courtney. With the same officers in the same capacity: Mr. 
Boutelle, $80,180, with a bonus of $45,000, and a total compensation 
of $125,180; Mr. Flood, $60,180, and a bonus of $35,000, total $95,180; 
Mr. Frizzell, $45,000 salary, $8,500 bonus, total $53,500; Mr. Ben- 
nett, Jr., $29,930—— 

Mr. FLoop. Excuse me, $28,000. 

Mr. CovurtTNEyY. $28,930, with a bonus of $10,500, for a total of 
$39,430; Mr. Paul S. Cleaveland, $26,305, with a bonus of $9,500, 
total $35,805; Mr. Landers, $51,250, with a bonus of $20,000, a total 
of $71,250; Mr. Chapline, $35,228.01, with a $15,000 bonus, making 
a total of $50,228.01; Mr. F. E. Newbold, vice president, $25,000 
salary and $10,000 bonus, total of $35,000. 

The total bonus and salary account for that year, of officers, was 
$352,073.01, with a bonus of $153,500, which was a part of $700,475 
paid out by the company. 

Mr. Fioop. Yes, sir. 

Mr. Courtney. And for the year 1955, the same officers. Am 
I correct? 

Mr. Fioop. We have one addition there. 

Mr. Courtney. One addition. 

Mr. Foco. Allis is added at the top. 

Mr. Fioop. Excuse me. We have two additions there, Mr. 
Courtney. 

Mr. Courtney. I see you have. 

Mr. Fioop. One on top and one on the bottom. 

Mr. Courtney. Very good. 

In 1955 we have a chairman of the board, Mr. J. A. Allis, at $15,000 
a year, with a $6,000 bonus, making a total of $21,000; Mr. Boutelle 
$95,000 and a $45,000 bonus, making a total of $140,000; Mr. Flood 
$75,000, with a bonus of $35,000, making a total of $110,000; Mr. 
Frizzell $45,000, with an $8,500 bonus, $53,500; Mr. Bennett $30,000 
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salary, $12,000 bonus, $42,000 in total; Mr. Cleaveland $27,500, 
$10,500 bonus, a total of $38,000. 

Mr. Landers, W. L. Landers, vice president and general manager, 
of what division 

Mr. Fioop. The aircraft division. 

Mr. Courtney. That is the same one. 

Mr. Fioop. That is right. 

Mr. Courtney. Who are the new men? 

Mr. FLoop. The top and the bottom; James A. Allis, chairman of 
the board, and E. A. Speakman, vice president and general manager. 

Mr. Courtney. Mr. Landers’ salary $65,000, $22,000 bonus, total 
$87,000; Mr. Chapline, $35,239.10, and a $15,000 bonus, making a 
total of $50,239.10; Mr. Newbold, $25,000 salary, $12,500 bonus, 
total $37,500; and Mr. E. A. Spea 

Mr. Fogo. He is the new one. 

Mr. Courtney. The new one. Heads what? 

Mr. FLoop. He is vice president and general manager of the 
Fairchild guided missiles division. 

Mr. Courtney. At $28,333.36, with a $9,000 bonus, or a total of 
$37,333.36. 

The total bonuses in the brackets indicated for 1952 were $175,500 
to officers, of the $742,750 paid out to all employees of the company. 

Mr. Fioop. Yes, sir. 

Mr. Courtney. Those are the basic amounts which will appear 
as a distribution in considering overhead? 

Mr. FLoop. Yes, sir. 

Mr. Courtney. Under the heading of contributions and dues, 
which again appears as a part of your general overhead and is dis- 
tributed through these contracts. Commencing with the year 1952 
I notice you distinguish between corporate office, aircraft division, 
and other divisions. Is that a distribution within the company, or 
what is the total amount from which these separations are made? 

Mr. FLoop. Company total in 1952 was $32,333.68. 

Mr. Courtney. You have made the distribution yourself. 

Mr. FiLoop. Yes, sir. 

Mr. Courtney. According to your own best judgment of its ap- 
plicability. 

Mr. Fioop. Yes, sir. 

Mr. Courtney. Between the different divisions. 

Mr. Fioop. That is right. 

Mr. Courtney. Out of the cor porate office in the year 1952, you 
have Aircraft Industries Association at $21,184.42, and miscellaneous 
$1,000. 

Out of the aircraft division an additional Manufacturers Aircraft 
Association, $5,413.70; and the National Metal Trades Association, 
$1,009.80, and miscellaneous, $170. 

Py. other divisions, the National Metal Trades Association, 

557 ,069—— 

me FLoop. Excuse me; $3,000. 

Mr. Courtney. $3,557.69. Total for all, from all sources, 
$32,335.68. 

Mr. Fioop. Yes, sir. 
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Mr. Courtney. Will you tell us very briefly what the National 
Metal Trades Association is? We have not heretofore met with that 
name. 

Mr. FLtoop. The National Metal Trades Association provides 
uniform system of job evaluation and classification to manufacturers 
in the metal field. That is the best description I can give you. 

Mr. Courtney. The fee is determined on what basis? Do you 
know? 

Mr. Foon. I believe it is a dues item, Mr. Courtney, but I am not 
sure. 

Mr. Courtney. You are not sure how it is determined? 

Mr. Fioop. No. 

Mr. Courtney. In any event that is— 

Mr. FLoop. It is the dues by the total number of employees that 
we have that we can classify in the metal trades field. 

Mr. Courtney. Then it is for information furnished to the com- 
pany by this association with relation to employee classification in 
metal trades? 

Mr. Fioop. That is correct. 

Mr. Courtney. For 1953 we have Aircraft Industries Association, 
$25,222.58; the Hagerstown Chamber of Commerce, $5,000; miscella- 
neous $2,220 from the corporate office; and from the aircraft division, 
the Manufacturers Aircraft Association, $4,920.89. The National 
Metal Trades Association, $999.80, and miscellaneous $145. From 
other divisions: National Metal Trades Association $3,553.24, and 
miscellaneous, $30. 

This makes a total for the year of $42,071.51, which is distributed 
as we have indicated? 

Mr. FLoop. That is correct. 

Mr. Courtney. And for the year 1954, corporate office: Aircraft 
Industries Association $18,430.60, and miscellaneous, $1,750. What 
happened to the Hagerstown Chamber of Commerce? 

Mr. Fioop. I will tell you frankly, I think we neglected the Hagers- 
town Chamber of Commerce for a good many years, so we decided 
that we would take out some memberships for that year. But we, 
alone, weren’t going to do that. We wanted the other organizations 
in the community to also take out more membership. 

They weren’t very active in going out and getting them, so we 
didn’t continue all of ours. 

Mr. Courtney. I just didn’t want to see anybody suffer. 

Now, the aircraft division: Manufacturers Aircraft Association, 
$4,454.98: National Metal Trades Association, $1,200; and miscel- 
laneous, $1,000. 

In the other divisions, National Metal Trades Association, 
$2,956.25; miscellaneous, $55—total, $29,846.83. 

For 1955—do you have the final figures? 

Mr. Bennett. Not here, sir. 

Mr. Courtney. For the first 6 months in 1955, then 

Mr. FLoop. Seven months. 

Mr. Courtney. Yes, 7 months. From the corporate office; 
Aircraft Industries Association, $7,599.85; miscellaneous, $1,000. 
From the aircraft division—Manufacturers Aircraft Association, 
$3,216.58. National Metal Trades, $600; miscellaneous, $1,150. 
Other divisions: Metal Trade Association, $2,290.50; miscellaneous, 
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$30—total, $15,886.93, for the 7 months of 1955 that are accounted 
for, that is. 

Mr. Fioop. And I would estimate that that will be comparable 
with 1954. 

Mr. Courtney. 1954. But in all events these appear as a part of 
overhead and are distributed. 

Mr. Fioop. Yes, sir. 

Mr. Courtney. And the actual figures which are distributed as 
we go through them in this book with reference to contract would 
cover only the 7-month period of 1955? 

Mr. Fioop. That is correct. 

Mr. Courtney. Now under the heading ‘Consultation and advi- 
sory fees’’—very briefly could you describe what those fees were paid 
for? You have itemized them so we may follow them. 

Mr. Fioop. Those fees are paid to outside specialists whom we 
call upon to help us to solve some particular problem that we may 
run into from time to time during the year. A good example would 
be, say, Mr. Harlan Fowler, who has spent many, many years develop- 
ing the Fowler flap. If we have some difficulty in flaps we might call 
him in as a consultant to advise with us. 

Another one may be Bevo Howard. 

Mr. Courtney. Without detailing them as they are detailed in 
the— 

Mr. Fioop. I just took an example. 

Mr. Courtnnry. Yes. 

Mr. FLtoop. And noted them. 

Mr. Courtney. That, in general, is the item to which you refer? 

Mr. Fioop. Yes, sir. 

Mr. Courtney. And against these contracts which we will discuss 
this morning. In 1952 there were $23,000 in those fees charged 
against these contracts? 

Mr. Fioop. Yes, sir. 

Mr. Courtney. In 1953, $29,626; in 1954, $28,675.90; and in the 
first 7 months which we have been discussing and which will appear 
in the record, $16,652.16? 

Mr. Fioop. That is correct. 


Question 13. Consultation and advisory fees 


1952 
1953 
1954 
1955 (to July 31, 1955) 


Total... 


Mr. CouRTNEY. We have discussed as we go through the question- 
naire the Government-owned property, the paid-in capital, and the 
surplus account. 

Now question 31 related to retired officers of the United States 
Military Establishment whose fees were charged against the Govern- 
ment contracts for the years that we have under consideration. 

Mr. Bennett. Yes. 


74721—56——-43 
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Mr. Courtney. Will you for the record read the names of the 
individuals and the salaries paid to them and state the amount that 
was charged against these particular contracts? First state, were 
the whole fees and salaries charged against Government business? 

Mr. Fioop. When applicable, yes. Some of these individuals 
were brought in at later years. 

Mr. Courtney. All right. 

Mr. Fioop. For example: I would say that General Welsh is 
with us the longest and probably his salary was applicable to these 
contracts that we are talking about. 

Mr. Courtney. Let’s just consider what these officers do for your— 
what these iadividuals do for your company? What is their business 
with your company? 

Mr. Fioop. As indicated in our response to your questionnaire, 
there are four principal retired military personnel whose compensa- 
tion has been charged in part against the contracts under examination. 

The employees of Fairchild who are retired officers of the armed 
services do not sell or participate in contract negotiations looking to 
the sale of supplies or material to the Government. Both the corpora- 
tion and the employees in question are fully aware of congressional 
policy in this regard. None of these employees holds a policymaking 
position. None is an officer of the corporation or a part of executive 
management. 

Their duties consist of advising management, and particularly our 
division managers, on the many technical problems which arise in 
the corporation’s endeavors to keep abreast of new concepts of war- 
fare, new weapons, and military requirements of the future. 

They provide knowledge and experience which can’t be obtained 
in any other manner. 

Mr. Courtney. With that explanation, then, will you give us the 
applicable figures and the names for 1953, 1954, and 1955? 

Mr. Fioop. Gen. Jacob L. Devers, $17,000 in 1953. 

Mr. Courtney. 1954? 

Mr. Fioop. 1954, $17,500. 

Mr. Courtney. And 1955? 

Mr. Fioop. And 1955 to December 31, $17,500. 

Mr. Courtney. Now the next one 

Mr. Fioop. Would you like that to July 31 also? 

Mr. Courtney. No. 

Mr. Fxioop. Brig. Gen. William W. Welsh: 1953, $24,000; 1954, 
$25,500; 1955, $23,500. 

Brig. ‘Gen. James F. Early: 1953, $5,208; 1954, $14,500; 1955, 
$14,500. 

Maj. Gen. Robert L. Walsh: 1953, $10,000; 1954, $13,000; 1955, 
$13,500. 

Adm. John H. Towers, director fees, deceased 1955: 1953, $1,300; 
1954, $1,700; 1955, $600. 

Mr. Courtney, to bring this up to 1955, and because we did use 
the 1955 figures instead of July 

Mr. Courtney. Yes. 

Mr. Fioop. During that period Adm. Robert B. Carney came with 
us as a director and his director’s fees to December 31, 1955, amounted 
to $1,200. 
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Mr. Courtney. I notice you have listed all of these individuals 
under the heading ‘Corporate office,” in your accounting. Do you 
consider them within the policymaking level? 

Mr. Fioop. No, sir. 

Mr. Courtney. You have segregated out to different divisions three 
retired military personnel whose names appear under aircraft division. 

Mr. Fioop. Yes, sir. 

Mr. Courtney. For the years 1953 and 1954, you have Lt. Col. 
E. A. Caskey, at $4,100 in 1953; $4,388 in 1955; and—— 

Mr. Fioop. 1954. 

Mr. Courtney. 1954. And for 1955—— 

Mr. Froop. $4,825. 

Mr. Courtney. You added two to the aircraft division in 1955? 

Mr. Fuioop. Yes, sir. 

Mr. Courtney. And they are Lt. Col. V. C. Frisby 

Mr. Fioop. His salary in 1955 was $5,491. 

Mr. Courtney. And Lt. Col. J. A. Piper. 

Mr. Fuioop. His salary for 1955 was $3,455. 

Mr. Courtney. The salaries of all of these individuals is distributed 
as overhead and applicable to the contracts we have under considera- 
tion this morning? 

Mr. Fioop. Yes, sir. 

Mr. Courtney. And all contracts of the Government? 

Mr. FLoop. Yes, sir. 

Mr. Courtney. Let me ask you one question: Do those sums 
which you have indicated indicate any bonus paid to any of those 
individuals, or is that a total salary? 

Mr. Fioop. Yes. There was some bonus in it. 

Mr. BENNETT. Yes, sir. 

Mr. Fioop. I can furnish that information. I don’t have it this 
morning. 

Mr. Courtney. Well, will you supply the distinction between 
bonus and salary account? 

Mr. Foon. Yes, sir. 

Mr. Courtney. For the year—whenever applicable. 

Mr. Fioop. Yes, sir. 

(The information referred to follows:) 





1962 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Retired officers of United States Military Establishment—Fairchild Engine & 
Airplane Corp. 





Name, branch of service, and title | Salary Bonus Total 








Jacob L. Devers, General, U. §. ine) technical adviser } 5, ; $16, 000 
William W. Welsh, Brigadier General, U . 8. Army Air Force, 

pa caer ETE Biot Pass Ba AOL he -| 7, . 24, 000 
John H. Towers, Admiral, U. 8. Navy, director-.-.....----- 113 1, 300 








41, 300 





Jacob L. Devers. .-_-_-- . | 

James F. Early, Brigadier General, U. S. Air Force, technical 
advise 

Robert L Walsh, Major General, “U.S. Air Force, technical. 
adviser 

William W. Welsh 

John H. Towers. --- 


I crt a cae rare tae anki 








Jacob L. Devers. ..---.--..- Fe eh Ree ee Oe Se ee $15, 000 $2, 500 | $17, 500 
Ue res 8 12, 500 J | 14, 500 
Robert L. Walsh 13, 000 
William W. Welsh 

John H. Towers. .-_-- 


eS 





Jacob L. Devers. ---- weis5) 
OS") = 
Robert L. Waish_ 

William W. Welsh... 

John H. Towers. -_- 

Robert B, Carney, Admiral, U. 


Total, 1955 





1 Fees. 
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Retired officers of United States Military Establishment— Aircraft Division 








Retired Employed | Name, branch of service, and title | Salary Bonus Total 
i 











1953 





Mar. 1,1951 | Aug. 18,1952 | E. A. Caskey, Lieutenant Colonel, U. 8 
Army, policy and procedure analyst 








me et Combo. it, ee 
June 30,1954 | Oct. Thomas U. Sisson, Captain, U. S. Navy, | 
technical adviser - - - | 





‘Tete. 1006... <<... 








Bs hs Cua is io Se rl bea $4, 825 |... 
| Thomas U. Sisson. _- ; ¥ 10, 000 
June 151955 | June 6,1955 | V. C. Frisby, Lieutenant Colonel, U. 8. | 
| Army, preliminary design engineer _- 

May 31,1955 | June 1,1955 | J. A. Piper, Lieutenant Colonel, U.S. Ai 
Force, service representative ; 





Total, 1955 








Mr. Courtnsy. And of course that would be deducted from the 
amount paid to the other employees of the company? 

Mr. FLoop. Yes, sir. 

Mr. Courtney. And from the totals you have given us? # 

Mr. Fioop. That is right. 

Mr. Courtney. That sum? 

Mr. FiLoop. We will give you those figures at the same time.4 

Mr. CourtNry. So we may understand your accounting distribu- 
tion of general administration and overhead as they will appear in the 
figures which we are going to discuss, what is your general plan, or 
what is your accounting practice in the company for segregating 
these items of indirect costs and for distributing them over different 
contracts? 

Mr. Bennerr. We have three overhead pools—manufacturing over- 
head—which is based on direct labor dollars of the manufacturing and 
tooling departments. Engineering overhead, which is based on the 
direct engineering labor dollars. And general and administrative’ex- 
pense. The general and administrative expense is a division’s expense 
in that connection, plus a share of the corporate office expense. 

Mr. Courtney. Let me understand. You would determine the 
policymaking level costs or administrative costs in a single division, 
which in the case we are considering would be the aircraft division? 

Mr. BENNETT. Yes, sir. 

Mr. Courrney. And that you would distribute directly in the con- 
tracts that we are concerned with here this morning? 

Mr. BENNETT. Yes, sir. 

Mr. Courtney. And you would have an additional factor in the 
bracket known as corporate officers? 

(Mr. Bennett nods.) 

Mr. Courtney. Which covers all of the four divisions of your 
company? 
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Mr. Bennett. Yes, sir. 

Mr. Courtney. And a portion of that is applied to or charged 
against, if you please, the separate division? 

Mr. Bennett. Yes, sir. 

Mr. Courtney. On what basis is that applied? 

Mr. Bennett. That is applied on the basis of the incurred costs 
expended, that is, direct labor, direct material and the divisional over- 
heads, excluding general and administrative. 

Mr. Courtney. Well, specifically, now, supposing there is $1 
million paid out by the corporate offices which govern all eight 
divisions? 

Mr. Bennett. Yes, sir. 

Mr. Courtney. On what basis would you distribute it to the engine 
company and to the airframe company? 

Mr. Bennett. In the airframe division—we apply it on the basis 
of the money spent and the costs incurred during that year. 

Mr. Courtney. You mean the total sales? 

Mr. Bennett. No, sir, not sales. They are incurred costs. They 
are input, into labor, overhead and material, and so forth, at that 
division. 

Mr. Courtney. In other words, then, if the aircraft-——— 

Mr. Bennett. The cost of sales is not quite correct because it is 
based on cost of sales less the divisional, general, and administrative 
expense. 

Mr. Courtney. And that is the basis of apportionment? 

Mr. Bennett. I am sorry, again, sir, cost of sales is not correct. 
Incurred cost as distinguished from cost of sales is input of costs 
Costs of sales is delivery of costs as it comes out. 

Mr. Courtney. Let me see if I can divide it up in my own feeble 
way. The basis is the total expenditures in producing the articles 
for sale within the division? 

Mr. BENNETT. Yes, sir. 

Mr. Courtney. As distinguished from profit? 

Mr. BENNETT. Yes, sir. 

Mr. Courtney. And without regard to profit? 

Mr. BenneEtTT. Yes, sir. 

Mr. Courtney. In proportion to the total number of such expendi- 
tures in the other eight divisions? 

Mr. Bennett. Yes, sir. 

Mr. Courtney. That is the way you make your breakage? 

Mr. Bennerr. You did a better job than I did, sir. 

Mr. Courtney. Well, I am in a worse fix than. you are. 

Mr. Bennett. [Laughing.] 

Mr. Courtney. The profit as it is taken out of these divisions—is 
it made applicable to any particular division? 

Mr. Bennett. Each division reflects its own profit figures. The 
corporation results are merely the reflection of the divisional 
operations. ° 

Mr. Courtney. Does the total profit made by any division have— 
and we are particularly dealing with the aircraft—anything to do with 
the determination of the bonus that is paid? 

Mr. Bennett. No, sir. 

Mr. Courtney. Let’s come to the first of these contracts, Mr. 
Flood. I am taking up the contracts that are what might be called 
current or at least current so far as our inquiry is concerned. 
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Mr. Chairman, the company has very kindly furnished us the 
figures on all models that we have under consideration from the time 
of their inception and as the prices have finally been determined down 
to the present time. 

Mr. Fioop. Yes, sir. 

Mr. Courtney. And without detailing that, since we are consider- 
ing 1952, 1952 to 1955 particularly, I would ask that we merely make 
that a part of the record and then discuss the 1952-55 or the so-called 
current contracts. 

Mr. Fioop. Yes, sir. 

Mr. Bennett. Most recent, sir, if I may, starts at the end and 
works back. 

Mr. Courtney. Starts in—— 

Mr. Bennetr. The last contract, the one we are currently produc- 
ing is the last one in the book. 

Mr. FoGo. 26306? 

Mr, Buennerr. Yes. 

Mr. Fioop. Most of these, Mr. Courtney—the airplanes have all 
been delivered, but the contracts are still open merely because they 
are ordering spare parts, the Air Force. 

Mr. Courtney. That is what we want to know. 

Mr. Fioop. In certain cases, however, we will be finalizing the 
prices sometime this year. 

Mr. Courtney. All right. 

Mr. Fioop. On certain of these contracts. 

Mr. Courtney. The first contract we will consider, which is one in 
the current period, is AF33(600)26306 (p. 2054). ‘This is a fixed price 
incentive contract. 

Mr. BENNETT. Yes, sir. 

Mr. Courtney. Is this only a spare parts contract? 

Mr. Bennett. No, sir. 

Mr. Fioop. This is for 164, model C—123, airplanes; this model. 

Mr. Courtney. That is the current version of the so-called flying 
box car, is it? 

Mr. Fioop. No, sir. This airplane was designed by Chase Aircraft 
Co. It was being built by Chase Aircraft Co. and Kaiser-Fraser and 
the contract was terminated. And we bid in competition along with 
other companies in the industry and were awarded the contract to 
manufacture this C—123. 
te Mr. Courtney. C-123. Then this is awarded to you as a result of 
competition? 

Mr. Fioop. Yes, sir. 

Mr. Courtngy. And on costs? 

Mr. FLoop. Yes, sir. 

Mr. Courtney. Have the figures that we are going to discuss here 
on unit costs been finalized to the point where you have reached a 
target figure? 

Mr. Fioop. We have reached a target figure. We did in competi- 
tive bidding. 

Mr. Courtney. We understand the figure that we are going to see 
this morning is the target figure? 

Mr. Foon. Yes, sir. I may explain—— 

Mr. Courtney. Not a final figure, is it? 

Mr. Bennett. No, sir. 
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Mr. Fioop. I may help, Mr. Courtney. We say the type of con- 
tract is a fixed price with price redetermination incentive type. That 
is a 75-25 split, with a ceiling of 15 percent on cost, which includes a 
profit factor of 9 percent in our quote—that is in our competitive bid. 

Mr. Courtney. This contract was awarded to you by a letter of 
intent on October 14 and you were authorized to proceed on October 
16, 1953? 

Mr. Fioop. Yes, sir. 

Mr. Courtney. With a unit sales price of $726,662.14, determined 
as you have indicated? 

Mr. Fioop. Yes, sir. 

Mr. Courtney. Some deliveries have been made upon this contract, 
have they not? 

Mr. Fioop. Yes, sir. We delivered 2 airplanes in 1954, 15 air- 
planes up to July 31, 1955, and an additional 50 airplanes between 
July 31, 1955, and December 31, or a total to December 31, of 67 
airplanes. 

Mr. Courtney. But none of the figures indicate the breakage that 
you will get on the incentive at the moment, do they? 

Mr. Fioop. Not at the moment. 

Mr. Courtnry. Now the profit per airplane. There seems to be a 
variation between 1954 and 1955. Will you state the profit per year 
and the amount and then indicate the reason for the difference? 

Mr. Fioop. The profit for 1954 is $11,739.71. The profit for 1955 
is $32,825.03. That isto July 31. We do not have the profit—we do 
not have our figures to December 31 on sales, costs, and so forth. 

Mr. Courtney. I understand. 

Mr. Fioop. The total average is $30,344.41, or equal to 4.2 percent 
roughly. 

Mr. Courtnry. The reason for the difference is what? 

Mr. Bennett. There were only two airplanes. 

Mr. Fioop. There were only two airplanes delivered in 1954 and 
15 delivered in 1955 to July 31. 

Mr. Courtney. So that is a matter of accounting distribution and 
in terms of the amount of dollars you have received by way of 
payment? 

Mr. Fioop. That is correct. 

Mr. Courtney. Rather than the adjusted figure that will appear at 
the end of the contract. 

Mr. Fioop. At the end of the contract. 

Mr. Courrnry. So we may understand the distribution of costs, 
question 8 of the committee’s questionnaire related to direct labor 
costs, materials, and the like, all of which are itemized on page 184 of 
your questionnaire—which, Mr. Chairman, I would like to include as 
a part of the record. 

Mr. Héserr. Without objection. 

(The information referred to follows:) 
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Contract AF 33(600)—26306 





: ‘ Jan. 1 through om 
Question | 1954 July 31, 1955 | Fotal 





6 OF 2<:- Cost of raw material _- ne | $904, 930.00 |$2, 597, 431.91 | $3, 502, 361. 91 
(b) | Direct labor costs $319, 753.00 $2, 502, 466. 04 
(ce) | Overhead claimed $552, 326. 32 ($4, 106, 401. 25 
) | Percentage of company total_.._...._...-. 1. 496 17. 287 
(ad). Administrative costs: 
General and administrative expense...| $132, 773. 74 $620, 957. 53 
Percentage of company total > 1. 523 11. 636 | 5. 363 
Other income and other deductions, $9, 523. 40 $29, 175. 53 $38, 698. 93 
net. } 
Percentage of company total 1. 327 | 8. 168 | 3. 600 
Total administrative costs 2, 297.14 $650, 133. 06 $792, 430. 20 
Percentage of company total 1. 508 11. 418 5. 238 
Overtime charged to contract email $9, 450. 78 $107, 675. 12 $117, 125. 90 
(f) Engineering costs__ __- $412, 427.82 | $820, 467.57 | $1, 232, 895. 36 
| Percentage of company total 4. 647 13. 428 8. 
(z) and (h) (1)_.| Research and development costs 514,444.65 | $113, 749.09 $128, 193. 7 
(2) Percentage of company total..__......_.-. 0. 540 5. 261 
Subcontract costs ! 2 $2, 172. 87 $890, 388. 99 $892, 561. 86 





1 See page 1979. 


Mr. Courtney. Part of this has to do with subcontracting costs. 
And the figure which you gave, I take it, is the figure as of July 1955? 

Mr. Fioop. Yes, sir. 

Mr. Courtney. Of $892,561.86, total paid out to subcontractors. 

Mr. Fioop. Yes, sir. We detail that. 

Mr. Courtney. And you detailed that, right? 

Mr. FiLoop. Yes. 

Mr. Courtngey. What proportion of this contract total in per- 
centage—not being accurate, but substantial, if you can—is repre- 
sented i in subcont racts? 

Mr. Fioop. Bill, can vou answer that? 

Mr. Lanpers. You want that by dollars? 

Mr. Courtney. By dollars. 

Mr. Bennett. He asked the percentage first. 

Mr. Courtngny. Any way you want to give it. We are trying to 
figure out how much should be—— 

Mr. Lanpers. What by dollars? It is equivalent to 17 percent by 
effort of the aircraft, which is the actual common denominator and 
expression that is used in the industry. 

Mr. Courtney. Seventeen percent by effort? 

Mr. Lanpers. By effort. That is building effort of the airplane 
proper. 

Mr. Courtney. You are talking about direct labor or what? 

Mr. Lanpers. Direct labor and the appropriate charges that go 
with it. 

Mr. Courtney. And 17 percent of that was contracted out? 

Mr. Lanpers. Yes, sir. 

Mr. Courtney. But the dollars would indicate—17 percent of the 
total direct labor was contracted out to be performed by someone 
else? 

Mr. Lanpers. Yes, sir. 

Mr. Courtney. But that does not indicate the dollar percentage of 
the total contract? 

Mr. Lanpers. No, sir. 

Mr. Courtney. In relation to the overhead figures which we have 
been discussing earlier, we pass to question 9 of the committee’s ques- 
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tionnaire. And as of this time, of the salaries and bonuses charged 
against this contract and appearing in the total figures of cost which 
you have given, 5.6 percent of the company’s total to date, meaning 
July 31, 1955, has been charged against this contract and appears as a 
part of cost? 

Mr. Foon. Yes, sir. 

Mr. Courtney. And that is $108,897.78, or 5.6 percent? 

Mr. FLoop. Yes, sir. 

Mr. Courtney. Items 10 and 11 relate to stock rights and selling 
expenses and neither of those questions are applicable to this contract. 

Now of the contributions and dues which have been indicated, 
item 12, 6.5 percent have been charged against the cost of this con- 
tract, or a total of $2,973.77. 

Consulting or advisory fees, 1.2 percent, or a total of $4,624; and of 
traveling expenses, $80,624.01. 

Let me ask you the purpose of the traveling expenses and whether 
or not entertainment is a part of them? 

Mr. Fioop. The purpose of the traveling expenses—I would like 
to say, Mr. Courtney, the major portion of our whole, entire travel 
expense is brought about by our field service technicians, in the field. 
Wherever our airplanes are stationed, that is our heaviest travel 
expense. So far as entertaining, there is none. 

Mr. Courtney. Not in this item. 

Mr. Fioop. No, sir; not in any contract. 

Mr. Courtney. I will ask you these questions generally and then 
as we go through the other contracts we won’t repeat them. 

Mr. Fioop. Yes, sir. 

Mr. Courtney. I take it the same answer would be applicable to 
the others that we are considering? 

Mr. FLoop. Yes, sir. 

Mr. Courtney. Of the depreciation account which appears on the 
book, item 17: 3.8 percent of the company’s total was charged against 
this contract, or a total of $73,517.71. 

Mr. Fioop. That is correct. 

Mr. Courtney. That would relate to the figure of $7,234,000, 
which appears on the board, but which is not the final figure for 1955. 

Mr. Fioop. No, sir. 

Mr. Courtney. Now item 17, amortization of 2.2 percent of the 
company’s total, which again is a part of the figures that appear on the 
board; 2.2 percent has been allocated to this contract? 

Mr. Fioop. Yes, sir. 

Mr. Courtney. Then we come to question 31: Compensation paid 
to retired military officers whom you have indicated, charged to this 
contract, $8,884. 

Mr. Foon. Yes, sir. 

Mr. Courtney. Now those are the salaries to which we have just 
made reference? 

Mr. Fioop. Yes. 

Mr. Courtney. And that covers the period to July 31, 1955, which 
is the date on which these figures were presented. 

Mr. Fioop. That is correct. 

Mr. Hésert. John. (Aside.) 

Mr. Courtney. That contract is finished. 
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Mr. Hésert. The committee will stand in recess until 2 p. m. this 
afternoon. 

Mr. Miter. That is a good place to stop. 

(Whereupon, at 11:55 a. m., the subcommittee recessed to recon- 
vene at 2 p. m. of the same day.) 


AFTERNOON SESSION 


Mr. Hépert. (Also present: Messrs. Hess, Bates, and Miller.) 
The committee will come to order. Before we proceed with the ex- 
amination of the witness, the Chair wishes to announce the schedule 
for next. week. 

On Monday, Grumman. On Tuesday, McDonnell. On Wednes- 
day, Douglas. On Thursday, Republic. On Friday, Chance-Vought. 
If you don’t think that is a schedule, somebody come up with a better 
one. 

Mr. Courtney. The schedule for the following week will be 
announced during the next week. 

Mr. Hfésert. The schedule for next week will be announced by 
elimination of who has appeared before. 

Continue, Mr. Courtney. 

Mr. Courtney. Before we pass to the next contract, Mr. Flood, 
under the question with relation to selling expenses—first, with 
respect to stock rights of any representatives of the company. As I 
understand it, there are no stock rights involved in any compensation 
of any of these contracts? 

Mr. Fioop. No, sir. 

Mr. Courtney. And with reference to selling expenses, you state 
in respect of the individual contracts that that is covered in your 
general section. 

Will you just very briefly tell us how the selling—what the selling 
expenses are, their nature and their character, and how you distribute 
those costs, if any? 

Mr. Fioop. There are no selling expenses at all. 

Mr. Courtney. That is, in other words, your only customer at 
this point is the Government and that does not involve a sales expense; 

Mr. Foon. I learned that very early, Mr. Courtney. In my first 
negotiation at Wright Field I had a factor in there for sales and I was 
bluntly told, “You don’t sell the Government anything. We buy.” 
So we haven’t had any. 

Mr. Courtney. Let’s come to the next contract in the order that 
we picked this morning, which is your Air Force 33(600)26306 which 
is a fixed-price redetermination incentive-type contract, dated August 
10, 1953, with a proceed of September 2 in the same year. 

And what is the breakage on incentive in this contract, first? 

Mr. F.Loop. This contract is a 75-25—excuse me. 

Mr. Brennetr. I believe, Mr. Courtney, you are on contract 26021, 

Mr. CourtnEy. I am sorry. It is 26021 (p. 2052). 

The breakage on that is 75-25. 

Mr. Fioop. No, sir. 

Mr. Courtney. I am sorry. 
Mr. Ftoop. It is an incentive type contract, with a 20-80 split. 
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Mr. Courtney. 80-20? The unit sales price on this contract 
and the profit per plane as you have presently determined it, Mr. 
Flood? 

Mr. Fioop. The unit sales price is $195,235.40. 

Mr. Courtney. Is that a target price, agreed upon? 

Mr. Fioop. All the airplanes under this contract have been deliv- 
ered, but it is still open for spares and it is still open to be finalized. 
It is estimated that we will finalize it in May of 1956. 

Mr. Courtney. At least for the moment this is apparently a 
final figure, subject to some——— 

Mr. FLoop. Small minor adjustments, if any. 

Mr. Courtney. If any. The profit per plane as you have deter- 
mined it, per unit, Mr. Flood, pleasc? 

Mr. Fioop. The average profit per plane was $10,215.22, or 5.3 
percent. 

Mr. Courtney. 5.3 percent? 

Mr. Fioop. Yes. 

Mr. Courtney. Of sales price? 

Mr. Fioop. That is correct, sir. 

Mr. Courtney. With respect to the distribution of general items 
against this contract, you have 7 percent of company total for salaries 
and bonuses, of $135,456.23; for contributions, you have 8.9 percent 
of company total, of $4,071.38; of consultation and advisory fees, 1.7 
percent of company total, or $6,366.49. The travel item of 
$100,553.09, of the character of travel you described with respect 
to its companion model. 

Mr. F.Loop. Yes, sir. 

Mr. Courtney. And the depreciation of the company total, 4.7 
percent, or $19,421.35, is charged against this contract. 

Mr. Fioop. Yes, sir. 

Mr. Courtney. And of amortization, $41,079.87, or 3 percent of 
the company’s total? 

Mr. Fioop. Yes, sir. 

Mr. Courtney. And the answer to item 31—you do not give it in 
percentage, but you say compensation paid retired military officers 
charged to this contract, $10,814. 

Mr. Fioop. Yes, sir. 

Mr. Courtney. The next contract in order is 23919 (p. 2050.) 

Mr. FiLoop. Correct. 

Mr. Courtney. Air Force 33(600)23919, is a contract for what 
type of plane? 

Mr. Fioop. Mr. Courtney, that is the contract for 26 C-119 air- 
planes. 

Mr. Courtney. And this, again, is a fixed-price redetermination 
contract? 

Mr. Fioop. Yes, sir. 

Mr. Courtney. With incentive? 

Mr. Fioop. Yes, sir. 

Mr. Courtney. And the breakage on incentive is what? 

Mr. FLoop. 20-80. 

Mr. Courtney. This contract was authorized to proceed August 
10, 1953, correct? 

Mr. FLoop. Yes, sir. 

Mr. Courtney. And you have arrived at a unit sales price of 
$278,018.09. 
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How close is that unit sales price to a final determination? 

Mr. Fioop. This is similar to 26306, I believe—is that correct? 

Mr. Bennert. Similar to 26021; yes, sir. 

Mr. Courtney. That is the previous one. 

Mr. Fioop. Yes. These airplanes have all been delivered, but I 
believe we still have to finalize those figures also. 

Mr. Courtney. But so far as you know and for all practical 
purposes, this will be substantially the final price? 

Mr. Fioop. Yes, sir. 

Mr. Courtney. Unit price? 

Mr. Fioop. Yes, sir. 

Mr. Courtngey. What about the target price on this contract? 
What was it? 

(Mr. Flood confers with Mr. Bennett.) 

Mr. Courtney. Perhaps we can reach it in another way. 

Mr. Fioop. I don’t believe we have shown that. 

Mr. Courtney. Perhaps we can reach it in another way. 

Mr. Firoop. We took the maximum. 

Mr. Courtney. Yes. In the profit which you have assigned per 
unit, have you included your expected return on the meentive 
breakage? 

Mr. Fioop. The profit factor doesn't look like there is any incentive 
breakage in it at all. 

Mr. Courrney. But whatever percentage is in there would be 
reflected in the profit figure per plane which you gave, is that right? 

Mr. Fioop. Yes, sir. 

Mr. Courtney. The estimated profit per plane averaged over the 
total delivery is $18,225.07, is that correct? 

Mr. Fioop. Yes, sir; and that is equal to 6.6 percent. 

Mr. Courrney. 6.6 percent on the unit sales price. 

Going through the distribution of ttems of salaries and bonuses, 1.6 
percent of company total, of $47,114.98, has been charged against 
this contract? 

Mr. Froop. That is correct. 

Mr. Courtney. With contributions and dues, $1,335.27, or 1.5 
percent of company total; of advisory fees, $2,055.55 or 0.3 percent. 
Traveling expenses, $34,000-odd, of the kind and character you 
described with respect to the previous contract? 

Mr. Fioop. Yes. 

Mr. Courtnry. Of depreciation, $31,752.18, or 1.1 percent of 
company total, is that correct? 

Mr. FLoop. Yes, sir. 

Mr. Courrney. Of amortization, $13,535.97, or 0.6 percent of 
company total. 

Mr. Fioop. Correct. 

Mr. Courtney. The answer to question 31: Retired military per- 
sonnel, without giving percentage of company total, the amount 
assigned is $3,824. 

Mr. Fioop. Yes, sir. 

Mr. Courtney. When we speak of the answer to question 31, we 
are referring to the individuals whose names have been given to the 
committee this morning? 

Mr. Fioop. Yes, sir. 
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Mr. Courtney. I think that is all on that contract. 

Mr. FLoop. Yes, sir. 

Mr. Courtney, The next one—Air Force 33(600)22285 (p. 2047). 
And ths, azain, is a fixed-price incentive-type contract, with an 
authority to proceed on September 2, 1955——— 

Mr. Fuioop, 1952. 

Mr. Courtney. 1952, I am sorry. And a contract of August 22, 
1952. And what type of plane is covered by this contract, Mr. Flood? 

Mr. F.ioop. This contract is for 146 C-119’s. 

Mr. Courtney. This contract has been substantially performed? 

Mr. Fioop. Yes, it has, sir. 

Mr. Courtney. And the unit sales price has been firmed? 

Mr. Fioop. No, sir. The last deliveries were made in December. 

Mr. Courtnrey. Of—— 

Mr. FiLoop. Between July and December of this year. 

Mr. Courtney. And what is the unit sales price as you have de- 
termined it, according to your books? 

Mr. FLoop. $279,335.76. 

Mr. Courtney. What is the breakage incentive on this contract? 

Mr. FLoop. 20-80 split. 

Mr. Courtney. 20-80 split? And in the profit which you will 
show per plane, is the incentive breakage included along with profit 
of other—the percentage profit? 
® Mr. Fioop. This is pretty much the same as the other contracts, 
only this is 6.4 percent. 

p Mr. Courtney. But from all sources, the profit per plane as you 
now know it from your books and from your performance is $17,771.41 
per plane? 

Mr. FLoop. That is correct. 

Mr. Courtney. And that is 6 

Mr. Fioop. 6.4 

Mr. Courtney. 6.4 percent. With respect to the distribution of 
general items, under item 9, of salaries and bonuses, 10.9 percent of 
the total company—of the company total has been assigned to this 
contract, or $318,104.91; of contributions, 10.7 percent, or $9,403.53; 
of consultation fees, 2.4 percent, or $14,666.71; of depreciation, 7.2 per- 
cent of company total, or $214,655.47; of amortization allocable to this 
contract, 4.3 percent, or $95,156.45. 
® This is slightly higher than the percentages which have appeared 
in the two previous contracts. Is there some explanation which 

Mr. Foon. It is a larger airplane than the others that we were 
talking about. 

Mr. Courtney. And that is the only reason? 

Mr. FLoop. Yes, sir. 

Mr. Courtnry. Now 

Mr. Fioop. It is a larger contract, is that right? 

Mr. Bennett. Larger contract. 

Mr. Courtney. The percentage, however, seems likewise to be 
slightly higher, and I presume for the same reason, or because of the 
year? 
~ Mr. Bennett. May I answer that? 

Mr. Courtney. Yes, sir. 

Mr. Bennett. I think the percentage here—we are taking these 
contracts in reverse order. 
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Mr. Courtney. Yes, sir. 

Mr. Bennett. As to the time period, and because of the plant 
expenditures at other divisions, the percentage that the aircraft 
division bears has dropped in the last few years over what you will 
find it bore in the earlier stages of the program. 

Mr. Courtney. As we go back to 1952 as we are doing now 

Mr. Bennett. We will find a higher percentage. 

Mr. Courtney. We will get a progressive increase in amounts. 

Mr. Bennett. Yes, sir. 

Mr. Courtney. And percentages. 

Mr. Bennett. And percentages, that is right. 

Mr. Courtney. Per airplane completed. 

Mr. Bennett. That is right. 

Mr. Courtney. In answer to question 31, of compensation paid to 
the named personnel retired from the Military Establishment, the 
answer is $25,500 has been charged to this contract? 

Mr. Fioop. Yes, sir. 

Mr. Courtney. Let’s see. I think you stated this was the 119? 

Mr. Frioop. Yes, sir. That is for 146 C-119’s. 

Mr. Courtney. Let’s take Air Force 33(038)18499 (p 2331.) 
which is the same type plane we have been previously discussing, 
and a fixed price redetermination contract, with an incentive of what? 

Mr. Fioop. No incentive. 

Mr. Courtney. No incentive on that. 

Mr. Fioop. That is a fixed price redeterminable contract. 

Mr. Courtney. I am sorry, I read too fast. Fixed price, witb price 
redetermination. 

Mr. Fioop. With price redetermination. 

Mr. Courtney. Has the price been redetermined? 

Mr. Fioop. I don’t believe this has been finalized. This is a form 
2 type of redetermination. 

Mr. Bennett. Excuse me. It has been redetermined four times. 

Mr. Fioop. Finalized. 

Mr. Bennett. These prices are now final. 

Mr. Courtney. That is the unit sales price which we are going 
to give is $262,466.42. 

(Mr. Flood nods.) 

Mr. Courtney. As of now, this is a finally determined price. 

Mr. Fioop. Finalized. 

Mr. Bennett. For airplanes. There are some spares and a few 
minor things to be done, but the airplanes have been final. 

Mr. Courtney. With respect to the profit per unit. 

Mr. Fioop. Yes. 

Mr. Courtney. What is the unit profit per plane? 

Mr. Fioop. The average unit profit per airplane is $18,369.98. 

Mr. Courtney. And that is what percentage, if you have computed 
it? 

Mr. BENNETT. 7 percent. 

Mr. Courtney. 7 percent even? 

Mr. Bennett. Yes, sir. 

Mr. Courtney. Of the distribution of general overhead and ex- 
penses, for salaries and bonuses—covering the period of the contract, 
which would be 5 years. 

Mr. Fioop. Yes. 
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ed 
‘ 


.7 percent of the company total for the 5 years, 


Mr. Courtney. 1 
is that right? 

Mr. Fioop. That is right. 

Mr. Courtney. Amounts to $781,484.44; of contribution, over the 
same period 

Mr. FLoop. Yes, sir. 

Mr. Courtney. $36,393.37, or 24.7 percent of company total, for 
5 years. 

Mr. FLoop. Yes, sir. 

Mr. Courtney. Of consultation and advisory fees, 4.5 percent, or 
$41,227.96 for 5 years. 

Mr. Foon. Yes, sir. 

Mr. Courtney. And traveling expenses, of the same character 
you have previously described? 

Mr. Fioop. Yes, sir. 

Mr. Courtney. Of $545,674.61, or substantially the same annual 
expenditures you had on the contract to which we have just referred? 

Mr. F.ioop. Yes, sir. This covers the period of 5 years. 

Mr. Courtney. The same annual? 

Mr. FLoop. That is right. I would like to point out at this point, 
Mr. Courtney, that we at Fairchild do not have a contract as such for 
our field service people. 

Mr. Courtney. That is right. 

Mr. Fioop. I believe there are companies that operate their field 
service and have technical representatives in all parts of the world 
under a contract. We do not. All of the costs of that travel and 
expenses are incorporated in this figure. 

Mr. Courtney. Of depreciation in the 5-year period, $499,346.31, 
or 11.6 percent of company total, has been applied. And of amortiza- 
tion, 7.7 percent, or $207,552.08. 

And I assume you are answering all these questions ‘‘Yes?”’ 

Mr. Fioop. Yes, sir. 

Mr. Courtney. So the reporter will have them. 

Now, of the computation of retired military personnel in the Mili- 
tary Establishment of the United States, question 31: an aggregate 
sum of $48,142 of the salaries shown have been assessed against this 
contract? 

Mr. Fioop. Yes, sir. 

Mr. Courtnry. What other one will we go through? 

Mr. BENNETT. 19200. 

Mr. FLoop. 19200. 

Mr. Courtnry. This, again, lapses into this period? 

Mr. Bennerr. Actually 18499 follows right behind 19200. 

Mr. Courtney. Very good. 

The next Jone is W33-038AC-—19200 (p. 2002). This is a contract 
which is still being performed? 

Mr. FLoop. No, sir. This contract is completed. 

Mr. Courtney. Has been concluded. And it is a contract for—— 

Mr. F.Loop. This is a contract for 411 C-119’s and three experi- 
mental C-119 type aircraft. 

Mr. Courtney. Would this contract reflect the development of the 
C-119? 

Mr. Fioop. This contract——— 

Mr. CourtngEy. W-100——— 
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Mr. FiLoop. Contains all of the development of the C-119 air- 
plane-——— 

Mr. Bennett. Just a minute; 124 (aside)— 

Mr. Fioop. I am sorry, Mr. Courtney, the contract just before 
that, 124, had the development of the original prototype of the 119. 

Mr. Courtney. We have not come to that yet. 

Mr. Fioop. No. 

Mr. Courtney. The 124. 

Mr. Fioop. That is the next line. That was the first contract we 
received. 

Mr. Courtney. Let’s finish with this one. What remained of the 
developmental costs, research and the like, to produce and complete 
the design of this plane is reflected in this contract which we are 
going to discuss, plus the one which will follow? 

Mr. FLoop. The one heretofore; that is correct. 

Mr. Courtney. This is a fixed price, with price redetermination 
contract, of November 1947, with a proceed at the same date. And 
1 will ask you whether or not the price redetermination per unit has 
occurred? 

Mr. Fioop. Yes, sir. 

Mr. Courtney. The figure we are going to get as to the costs per 
unit will be the redetermined price? 

Mr. Fioop. Yes, sir. 

Mr. Courtney. What is the cost per unit, redetermined? 

Mr. Fioop. Take the experimental airplanes first, please. 

Mr. Courtney. Anyone. 

Mr. FLoop. The XC-—120 airplane—I don’t see that model here. 

Mr. Courtney. That is all right. 

Mr. FLoop. The contract price is $3,668,437.87. 

The next experimental airplane, the C-119-H airplane, 
$3 832,237.81. 

The next experimental airplane, a C—119—F, $390,589.54. Follow- 
ing and working concurrent with the development of the XC-120, we 
then built 411 C—119-type aircraft under this contract at a unit price 
of $305,001.45. 

Mr. Courtney. Will you state for us the agreed profit per unit of 
these various types? 

Mr. FLoop. The profit per unit.on the XC—120 was $418,577.55. 

Mr. Courtnry. That extended over what number of years, 
roughly? 

Mr. Bennett. That airplane was delivered in 1950. 

Mr. Fioop. Bill, do vou recall? 

Mr. Lanpers. That lasted only about a year and a half. 

Mr. Fioop. A year and a half. 

Mr. Lanpers. For one airplane. 

Mr. FLoop. One airplane. 

Mr. Lanpers. Experimental airplane. 

Mr. Courtney. That is right. Now the next airplane, Mr. Flood. 

Mr. FLoop. The next airplane, the C-119-H airplane: A profit of 
$247 519.59. 

What period did that extend over? 

Mr. Lanpers. The same; about a vear and a half. 

Mr. Courtney. And the percentage on contract is roughly what? 

74721— 5644 
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Mr. Foon. I will give you the percentages. 

Mr. Bennett. 6.5. 

Mr. Courtney. Then it lags one. 

Mr. Bennett. The C-119-F airplane: A profit of $55,219.95. 
And the 411 C~—119 production airplanes: 305,000—excuse me. 
$30,343.44 per airplane. 

Mr. Courtney. That, again, is a final determination? 

Mr. Bennett. Yes, sir. 

Mr. Courtney. Of allowable profit. 

What percentage does that happen to be, Mr. Bennett; do you 
know? 

Mr. Bennett. 10 percent. 

Mr. Courtney. We are just about through with this, aren’t we? 

Mr. Fogo. No. 

Mr. FLoop. That is 10 percent, Mr. Courtney, on the production. 

Mr. Courtney. Ten percent on the production contract? 

Mr. FLoop. The combine of the 3 experimental amounted to 9.1 
percent. 

Mr. Courtney. The developmental contract was the one that we 
are going to refer to now—the W-33(038)AC124. This was a contract 
for the C-119? 

Mr. FLoop. This was a supplemental agreement to contract 
W-33(038)AC124. At that time we were building the C—82 airplane, 
in production. The supplemental agreement called to convert one 
of the C-82 airplanes into a C-119—A, which is the prototype of 
over 1,000 of this model airplane that we built. 

Mr. Courtney. Before we leave the previous contracts—I neglected 
to bring this up to date on the distribution of items. (See p. 2002.) 

Of salaries and bonuses over the period 1948 to 1955, 20.7 percent 
of the company’s total, or $1,147,720.64, was charged against this 
contract; correct? 

Mr. FLoop. Yes, sir. And that was over an 8-year period of per- 
formance. 

Mr. Courtney. That is right. Of contributions over the same 
8-year period, $54,313.39, or 26 percent of company total. 

Mr. Fioop. Yes, sir. 

Mr. Courtney. For the 8-year period. 

Mr. Fioop. Yes, sir. 

Mr. Courtney. Of consultation and advisory fees, $113,869.19, 
or 8.9 percent. 

Mr. FLoop. Yes, sir. 

Mr. Courtney. Traveling expenses, roughly a little less than 
$100,000 per year, or a total of $704,385.31. 

(Mr. Flood nods.) 

Mr. Courtney. For the services which you described with respect 
to the other planes? 

Mr. Foon. Yes, sir. 

Mr. CourRTNEY ‘Depreciation, 12.4 percent of company’s total, 
or $613,489.60; of amortization, $114,130.04, or 4.2 percent of com- 
pany total; retired military officers, $4,641. 

Mr. Fioop. That is correct. 

Mr. Courtney. We go back to the 124, and for the same items: 
Salaries and bonuses, 5.8 percent of company total, $23,366.25; of 
contributions, $1, 378. 46, or 5.7 percent of company total ; consul- 
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tation and advisory fees, $2,032.18, or 2.6, and in this case you show 
a loss per airplane of $47,535.27. 

Mr. Fioop. Yes, sir. 

Mr. CourtTNEY. This was the experimental or prototype? 

Mr. Fioop. Yes, sir. 

Mr. Courtney. Of depreciation, you show $9,417.69, or 6.5 percent 
of oe any total? 

Loop. Yes, sir. 

Mr Courtney. And you show nothing under item 31. 

Mr. Fioop. No, sir. 

Mr. Courtney. The unit price of this contract—unit sales price 
was $1,509,731.75. 

Mr. Fioop. Yes, sir. 

Mr. Courtney. This is all of the contracts? 

Mr. FLoop. Yes, sir. 

Mr. Courtney. Now, three very general questions. Has the com- 
pany been renegotiated during this period—well, prior to 1952? You 
can alswer it yes or no. 

Mr. Fioop. Yes, sir. 

Mr. Courtney. The last renegotiation was—covered what year? 

Mr. FLoop. 1952—— 

Mr. Bennett, 1951. 

Mr. Courtney. You have not been covered in 1952? 

Mr. Fioop. No. 

Mr. Courtney. Did the renegotiation of 1951 result in a return to 
the Government of any money? 

Mr. Fioop. No, sir. 

Mr. Courtney. There is no renegotiation or any other change in 
these figures by reason of the activity of the Renegotiation Board to 
be considered by the committee for 1952 on? 

Mr. Fioop. No, sir. 

Mr. Courtney. These are finalized in respect of the several con- 
tracts as you have testified in each individual case. 

We have a further question with respect to subcontracts. Very 
properly, you included the names of the subcontractors having con- 
tracts in excess of $100,000 per unit. To compare with the other 
answers of other companies, the subcommittee would like to have 
from you the total of the items. 

Mr. FLoop. By contract? 

Mr. Courtney. By contract. 

Mr. Fioop. Yes, sir. 

Mr. Courtney. Dollar value. 

Mr. F.Loop. Shall we start from the beginning? 

Mr. Courtney. It is not necessary now. We have covered that. 
We will include that in the record. 

(The information referred to follows:) 
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Subcontract } to contract W33-038 ac—12 


Question 


8 (i) (1) Subcontract cost: 

Total cost including subcontract_........_____ iz Sos owiehe $1, 557, 260. 95 
Subcontract cost__-_- - ‘ Be nts xe $34, 7 74) 4: 3 
Subeontract cost, percent of total cost. - 

8 (i) (2).....| Subcontracts in excess of $100,000__ gp nba 








1 Covers one C-119A airplane uals. 


Subcontract to contract W33—088 ac—19200 





Question Total 





8 (i) (1)_...] Subcontract cost: | 
Total cost including subcontract............................-... $159, 317, 850. 54 
Subcontract cost_._.____- piece i aa 7, 218, 067. 5% 
Subcontract cost, percent ‘of total cost. 4.53 
& (i) (2)....| Subcontracts in excess of $1, 000, 000: 
| Subcontract 
Subcontractor and part: amount 
Baldwin Piano Co., 1801 Gilbert Ave., Cincinnati, Ohio: Main $379, 186 
stabilizer. 
Bellanca Aircraft Co., New Castle, Del.: Engine Mounts__________- 348, 566 
Majestic Aircraft Division, Majestic Metal Specialties, Inc., 278, 603 
Moosup, Conn.: Nose landing gear door. 
—— Aircraft Corp., Elmira, N. Y.: Outboard aileron, inboard 525, 515 
aileron. 
Tennessee Aircraft, Inc., Box 1285, Barry Field, Nashville, Tenn.: 839, 535 
Wing flaps, main landing gear doors, paratainer doors. 








Subcontract to contract AF 33(038)—18499 





Question 








8 (i) (1)__..| Subcontract cest: | 
Total cost inchading subcontract_...--_--__- : Bek $134, 585, 139. 12 
Subcontract cost__-_- 3 $13, 741, 593.65 
Subcontract cost percent of total cost : 10. 21 
8 (i) (2)___.| Subcontracts in excess of $100,000: 
| Subcontract 
Subcontractor and part: amount 
Baldwin Piano Co., 1801 Gilbert Ave., Cincinnati, Ohio: Main | 
stabilizer __ bata ’ 4 $1, 161, 383. 
Bellanca Aircraft Co. a New Castle, Del: Engine mounts_-. } 166, 607 
Diecraft, Inc., 8643 Pulaski Highway, Baltimore, Md.: Main land- | 
ing gear fitting. 30, 220 
Gibson Refrigerator Co., De fense Production Div ision, Greeny ille, 
Mich.: Fins- 702, 178. 
H & H Manufacturing Co., Sycamore and Mills Rd., Clifton | 
Heights, Pa.: Elevator control lock ___- 91, 317. 
Majestic Aircraft Division, Majestic Metal Spec ialties, Inc., Moos- 
up, Conn.: Nose k inding gear door escape hatch, fins, paratainer 
door 913, 322. 
Rowe Manufacturing Cc., Whippany, N. J.: Cargo loading ramp 5, 306. 
Schweizer Aircraft Corp., Elmira, N. Y. : Inbos ard aileron, outboard 
aileron, rudder... --- 0, 166 
Tennessee Aircraft Corp., - Box 1285, Berry Field, N ashville, Tenn.: | 
-=--| 
| 


Wing flaps, paratainer door, main landing gear door 


, 215. OF 
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Subcontract to contracts 


AF33(600)- 





Question 


Contract A F33(600)-—22285; ! Subcontract cost: 
Total cost including subcontract ____- 
Subcontract cost. __. 

Subcontract cost percent of total cost. 

Contract A F33(600)-23919; ! Subcontract cost: 
Total cost including subcontract. 
Subcontract cost ‘ 

Subcontract cost percent of total cost 





22285 and AF33(600)—23919 


1979 


Total 


| $41, 581, 544. 55 
$3, 544, 840. 2 
@ Bs 


$6, 169, 098. 09 
$535, 049. 41 
8. 67 


Contracts AF33(600)-< 22285 and A ¥33(600)-23919: Subeontracts in excess of 


$100,000. 2 
Subcontractor and part: 
Baldwin Piano Co., 
stabilizer_ __- 
Bellanca Aircraft Co. a ‘New C astle, Del.: 


1801 Gilbert Ave., 


Engine mount 


Majestic Aircraft Division, Majestic Metal Specialities, | 


Moosup, Conn.: Nose landing gear doors 
Rowe Manufacturing Co., Inc., Whippany, N. J.: 
. Schweizer Aircraft Corp., Elmira, N. Y.: 
aileron, rudder __-_. 
| Tennessee Aircraft, Inc., Box 1285, Berry Field, Nashville, 
Flaps, paratainer doors, main landing gear doors. 
| 





The amounts shown under question 8 (i) (1), 


Cincinnati, Ohio: Main 


Inc., | 


Subcontract 
amount 


$662, 472. 
158, 340. 


313, 792. 0 


Loading ramp__!} 207, 310. 
Inboard aileron, outboard 


498, 071. 00 


. | 
Tenn.: | 


559, 943. 00 


A F33(600)-23919, 


represent the subcontract cost and the total cost ‘of contr: ot iter on delive re = through July 31, 1955. 
? The amounts shown under question 8 (i) (2) represent the value of subcontracts in excess of $100,000 for 


the entire contracts A F33(600)-22285 and AF33(600)-23919 combined. 


Subcontract to Contract AF 33 (600)—26021 





Question 





Sunguamnet cost: 
Total cost including subcontract 
Subcontract cost 


Subcontracts in excess of $100,000: 
Subcontractor and part: 
Murray Corporation of America, 7700 Russell St. 
Main landing gear door, boom, rear cargo door 
Whirlpool Corp., La Porte, Ind.: Wing panel anc 
flaps 














Subcontract cost: ! 
Total cost including subcontract_............-_- ; 
Subcontract cost_.....___- 
Subcontract cost, percent of total cost 


Subcontracts in excess of $100,000: 
| Subcontractor and part: 
Bellanca Aircraft Co., New Castle, Del.: 
Jonco Aircraft, Shawnee, Okla.: Tooling__ 
Rohr Aircraft 'C orp., 
side, Calif.: Powerplant package or nacelle 
engine change, fuel tank cradle, engine oil tank. 





_ | The amounts shown under question 8 (i) (1) represent the subcontract cost 
items delivered through July 31, 1955. 


Structure assembly 


River- | 
quick | 


Riverside plant, 8200 Arlington Ave., 
installation, 


Total 


$17, 718, 095. 44 
$4, 787, 049. 79 
27.02 
Subcontract 
amount 


$2, 218, 140. 00 


1, 366, 365. 00 


Total 


$14, 119, 389. 71 
$892, 561. 86 
6. 32 


Subcontract 
amount 
: $283, 262. 00 
= 120, 744. 00 
8, 365, 235. 00 


| 


ind the total cost of contract 


Mr. Courtney. I think in some place here you have given the 


total sales per year. 
Mr. Fioop. Yes, sir. 
Mr. Courtney. Of planes. 
Mr. Chairman, may this be included in the record? 
Mr. Hépert. Without objection. 
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(The information referred to follows:) 


ScuepuLe A.—Analysis of airplane sales and profits 
C-119 





Contract 


Sales value 


Per airplane 


Cost to 
Govern- 





Profit before 
Federal 
income 

taxes 


Sales prices 


ment 
per air- 
frame 

pound 


Profit 








(XC-120) . pidemns 

(C119-H) - 

(C-119F Model) _- 
rod.) 





$1, 509, 731. 75 
3, 668, 437. 87 


—$47, 535. 20 


418, 577. 55 
247, 519. 59 
55, 219. 95 

12, 471, 156.77 
8, 082, 787. 45 
2, 399, 147. 65 


$1, 509, 731. 75 


3, 668, 437. 87 
3, 832, 237. 81 
390, 589. 54 
305, 001. 45 
262, 466. 42 
279, 335. 76 
278, 018. 09 
195, 235. 40 


—$47,535.20 


418. 577. 55 | 
247, 519. 59 
5 | 











310, 415, 203. 11 


24, 872, 089. 76 

















C-123 








$12, 353, 256. 32 


$515, 854. 91 





$726, 662. 14 





i 
$30, 344. 41 








1 After giving effect to use of parts and assemblies furnished by the Government. 


ScHEDULE B.—Analysis of airplane sales and profits 
C-119 





Air- 
planes 
delivered 


Total sales 


Total profit 
before Federal 
income tax 


Per airplane 


Cost to 
Govern- 





Sales price 


ment per 
airframe 


Profit pound 





—$47, 535. 20 
1, 997, 825. 16 
3, 498, 316. 21 
418, 577. 55 
3, 118, 291. 08 
4, 835, 682. 26 
247, 519. 59 
55, 219. 95 

6, 299, 358. 72 
2, 938, 112. 97 
1, 510, 721. 47 


$1, 509, 731. 75 
533, 373. 52 
270, 836. 81 

3, 668, 437. 87 
270, 931. 90 
277, 421. 25 


247, 853. 54 
262, 451. 10 


—$47,535.20 
43, 430. 99 
33, 317. 30 

418, 577. 55 


$62. 37 


55, 219. 95 
19, 934. 68 
14. 545. 11 











310, 415, 203. 11 





24, 872, 089. 76 














C-123 





2 
15 


2, 087, 050. 34 
10, 266, 205. 98 


23, 479. 43 
492, 375. 48 


" 684, 413. 73 





11, 739. 71 b> 





17 





12, 353, 256. 32 








515, 854. 91 | 








1 XC-120 Experimental airplane. 


2? C-119H Experimental airplane. 


3C-1 


19F Major modification. 


Mr. Courtney. Have you computed the total company’s profit 
based on the total sales for these years, in terms of percentage? 
Mr. Bennett. I think I have it here for you. 


Mr. CourtTNeEY. 


So we may get the relationship of total sales in 


terms of profit as they are reflected on your books, could you give 


us the percentage? 


Mr. Bennett. Yes, sir, I can give you that. 
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Mr. Courtney. For 1952? 

Mr. Bennett. In 1952 we had a profit of 3 million 

Mr. Courtney. No, the percentage. 

Mr. Bennett. The percentage was 7.38. 

Mr. Courtney. 7.38 of sales? 

. Bennett. Before taxes; yes, sir. 

. Courtney. And before taxes? 

. BENNETT. Yes, sir. 

. Courtney. For 1953. 

. BENNETT. 8.25. 

. Ftoop. Before taxes. 

. Courtney. Before taxes. And for 1954? 

. BENNETT. 6.18. 

. Courtney. And for 1955? 

. BENNETT. 5.87. 

. Courtnrey. Have you any computation to show what the 
results would be after taxes? 

Mr. BENNETT. Yes, sir. 

Mr. Courtney. Will you give us those, please? 

Mr. Bennett. In 1952—— 

Mr. Courtney. In percentage. 

Mr. BENNETT. 2.22; 1953, 2.36; 1954, 2.94; 1955, 2.74. 

Mr. Courtney. Let the record show, Mr. Chairman, that we 
would like to have included the figures of the company’s answers 
which affect total sales, taxes and so forth, about which the witness 
has just testified. 

Mr. Hésert. Without objection. 

Mr. Courtney. As a part of their record and as detail. 

Mr. Hésert. Without objection, it may go in. 

(The information referred to follows:) 


Fairchild Engine & Airplane Corp, 





, 1955, 
1952 1953 1954 Preliminary 





$141, 642, 7 $170, 135, 266 | $140. 428,318 | $155, 153, 000 


Profit before Federal income taxes , 646, 14, 045, 761 8, 673, 795 
Federal income taxes , 316, 10, 032, 220 4, 539, 780 4, 850, 000 





Net earnings 3, 148, 621 4, 013, 541 4, 134, 015 4, 253, 000 
Percentage of net earnings to sales: 
Before Federal taxes 7.38 8. 25 6.18 5. 
After Federal taxes 2. 22 2. 36 2. 94 2. 





8 
74 














Mr. Courtney. Mr. Flood, I think we have completed all of the 
recordmaking. Is there any question or any change or any amplifica- 
tion of any answer to any question which you would like to make? 

Mr. Fioop. Yes, Mr. Courtney, I would like to talk about two 
things if I may very briefly. 

Mr. Courtney. Yes. 

Mr. Fioop. One I think—in thinking over my testimony this 
morning I feel I did not give a clear explanation of the way our bonus 
plan operates and the standards which are applied. 

I think it would be helpful if we may have Mr. Landers, vice presi- 
dent and general manager of the Hagerstown Aircraft Division, explain 
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exactly how he operates it in detail. And I think it will be helpful 
to the committee. Then I would like to take another subject up. 


TESTIMONY OF W. L. LANDERS, VICE PRESIDENT AND GENERAL 
MANAGER, HAGERSTOWN AIRCRAFT DIVISION, FAIRCHILD 
ENGINE & AIRCRAFT CORP. 


Mr. Lanpers. I believe—in the beginning I would like to point 
out that in the course of performing and completing the various 
contracts discussed this morning and this afternoon, that we have a 
consecutive run of meeting schedule of 78 months. 

In other words, we made schedule for 78 consecutive months while 
performing on those contracts. 

While doing that, we reduced our overall cost on those airplanes to 
such an extent that we were considered the lowest-cost producer in 
the industry. 

It is readily recognized, I believe, that management requires 
certain management tools to perform a job of that nature, and one 
of the outstanding tools that management has is a merit incentive 
bonus plan, paid annually. 

In order to show just how that would work in the aircraft division, 
let’s take an individual, a foreman, we will say, in the wing depart- 
ment, John Doe. John Doe has been given an assignment. We, as 
the aircraft division, have received a contract. That contract has 
been broken down by budget and responsibility. 

By that I mean each department receives its responsibility and a 
budget together with it. The department, itself has been broken 
down jobwise and supervisorwise, so that each supervisor receives 
his responsibility for that contract and the budget to go with it. He 
performs and his performance in proportion to the standards that have 
been set are analyzed weekly and are a matter of record. 

And in so doing, he meets his curves and we know whether or not 
immediately he is going over or under and corrective steps can be 
taken. 

As we go through the year we build up an entire case history on 
each individual and his performance in proportion to the demands of 
the contract. So that at the end of the year it is a simple matter of 
just pulling the records, and analyzing the individual as to whether 
or not he did a good job or a bad job. We then grade him—his im- 
mediate supervisor analyzes him and grades him. 

’ The steps by which it is approved or analyzed moves right straight 
up the line. John Doe is a foreman. His general foreman evaluates 
him. The superintendent analyzes that evaluation and in proportion 
to the substantiation. The department head analyzes John Doe, in 
proportion to the substantiation. I analyze John Doe in proportion 
to the substantiation and make my recommendations to the corpora- 
tion, who in turn sit down with me and my evaluation and substantia- 
tion and go through each one of the individuals personally. 

These merit ratings and the proportionate bonuses that go with them 
can fluctuate all over the place, in proportion to the individual’s 
activity and performance during the past year. 

We actually pay them once a year because we want an incentive 
bonus in order to make the individual perform and know that he is 
going to get paid in proportion to his performance. 

Mr. Courtney. In bonus? 
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Mr. Lanpers. By bonus over and above his salary. 

Mr. Courtney. What yardstick do you employ, having determined 
the excellence or the inefficiency of any individual—what yardstick 
do you employ in distributing whatever you distribute? 

Mr. Lanpers. It breaks itself into certain categories. We initially 
receive approximately 5 percent of the eligible salaried total. In 
other words, you take the salaries of the individuals in the division 
that are eligible and experience has dictated that it runs roughly 
5 percent bonuswise. That bonus has been in effect now since 1938, 
so that considerable percentage knowledge has been gained. 

That is allocated by departments and the size of that department 
and the responsibilities of that department during that year, and is 
broken down. 

The performance of the individual goes into a merit rating and he 
is graded 1, 2, 3, 4, and put into a percentage classification of his 
salary. 

Mr, Courtney. Well, I am a little bit worse off now than when | 
started. J am wondering if the committee could have for the record 
here some yardstick, if there is a yardstick, by which Joe Blow, who 
is my friend, if he had done a creditable job and had produced his 
bolts and nuts on time, over 78 months, would know how much he 
would get in the way of a bonus? 

Mr. Lanprers. Ahead of time, you mean? 

Mr. Courtney. At any time, just to keep him working. 

Mr. Lanpers. Would know how much he was going to get if he 
did a good job? 

Mr. Courtney. Yes, sir. 

Mr. Lanprers. Roughly, ves; I believe we could. 

Mr. Courtney. How would that be determined? How would 
he know? 

Mr. Lanprrs. He would basically know just percentagewise roughly 
of his total salary. 

Mr. Courtney. Is it a percentage of total salary? 

Mr. Lanpers. Yes, sir. 

Mr. Courtney. What percentage? 

Mr. Lanpers. It varies—1 percent up to 8 percent, 20 percent, 
depending on the job he has done, and the grading he gets. 

Mr. Bennett. As high as 50 percent in some cases. 

Mr. Lanpers. He gets graded. 

Mr. Courtney. I am just trying to find out. 

Mr. Lanpers. We have the forms and everything. 

Mr. Hésert. Did you want to say something else, too? 

Mr. Courtney. You have another subject, Mr. Flood? 

Mr. Fioop. Yes, I have another item here I thought the committee 
would be interested in. 

Mr. Courtney. That is right. 

Mr. FLoop. When we talked about Government facilities back in 
1950 we wrote a letter to Wright Field and expressed our desire to 
purchase the Government facilities at Hagerstown, Md. 

We had a basic reason for doing it. We felt that under our contracts 
and to fulfill our responsibility under those contracts we had to expand 
the facility at Hagerstown. 

There was no way that we, Fairchild, could put our own money into 
that facility and have it in an integrated plant since it was on Govern- 
ment property. 
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So on September 11, 1950, we wrote a letter to the commanding 
general, asking for an arrangement to be made to procure the Govern- 
ment facilities, and went further than that. We gave the reasons for it, 
as further expansion, and made a starting offer, on the depreciated 
value at that time. 

We received back a letter from the Air Materiel Command dated 
October 16, 1950, wherein they fully explained to us that they thought 
it was very fine that we wanted to own our own facilities and for the 
reasons which we gave, which I won’t enumerate here as it is too 
lengthy—but told us at the time that the regulations wouldn’t 
permit it; inasmuch as there was not an option-to-purchase clause in 
our facilities contracts, the regulations would not permit us to buy 
that facility. 

I have checked from time to time and the regulations existent in 
1950 are still in existence and they were in existence as late as the 
early part of this week. 

Mr. Courtney. In other wo rds, if this property were to be sold by 
the Government, it would have to be sold as surplus rather than as an 
option under contract, is that right? 

Mr. Fioop. Yes, Mr. Courtney. General Cook explained in here 
that the Air Force would have to declare the plant surplus to the 
United States Engineers and then it would be offered on a nonreim- 
bursement basis to the other services and if there were no acceptances, 
it would go to GSA and be sold at public sale. 

Mr. Héserr. That is the law. 

Mr. Fioop. Yes, and we may lose it and the Air Force may lose it. 
A very good reason. 

Mr. Héserr. They didn’t want to lose it? 

Mr. Fioop. They didn’t want to lose it. 

Mr. Héserr. Did I understand your testimony this morning, Mr. 
Flood, to say you have expended some $500,000 in excess of earnings 
on the facilities since 1950? 

Mr. Foon. I didn’t say the amount, I don’t believe. 

Mr. Bennett. You mentioned rough figures. 

Mr. Foon. I said $21% million. 

Mr. Bennett. I think it is $21,600,000. 

Mr. Hféserr. That you expended 

Mr. Bennett. We have a chart here. 

Mr. Héserr. That you expended in excess of earnings? 

Mr. Bennett. No, sir. 

Mr. Hfésert. That answers the question. 

Mr. Bennett. No, sir, in excess—— 

Mr. Hézert. In excess of value, is that right? 

Mr. Courtney. So we may orient ourselves, the bulk of the 
$38 million that we are talking about on the board, of capital value, 
is at Hagerstown? 

Mr. Fioop. No, sir. That is the point I would like to clear up. 

Mr. Courtney. Yes, sir. 

Mr. FLoop. Again I don’t feel I made that very clear in our testi- 
mony this morning. I believe I testified to the effect that those 
facilities were being used for these contracts, and if I did, 1 made a 
mistake. 

Mr. Courtney. Let’s clear that up, then. 





AIRCRAFT PRODUCTION COSTS AND PROFITS 1985 


Mr. FLoop. The amount of the Government facilities used at the 
Aircraft Division in Hagerstown, Md., is $19,000,943. 

Mr. Courtney. That is the plant as reflected as being in use on 
the contracts we have discussed today? 

Mr. FLoop. That is correct. 

Mr. Courtnry. How much of your company- -owned property 
would be reflected in use on these same contracts? 

Mr. Bennett. Ap payed $6 million. 

Mr. Fioop. I would like to state further, from the figures I believe 
I gave in my testimony this morning, of the total Government facil- 
ities as of December 31, 1955, between July 31, 1955, and December 
31, we returned to the Government 8,682,000— 

Mr. Lanpers. No. 

Mr. Fioop. $11,290,449. That was the release of all the machine 
tools and equipment at Mineola, which was an AEC project. 

Mr. Hésert. I wanted to clear that up. That was the reason I 
asked the question. 

Mr. Fuioop. Yes, sir. 

Mr. Hésert. Mr. Courtney, will you hand me a list of the military 
personnel? 

Mr. Courtney. Yes, sir. 

Mr. Hfserr. As I understood you to say this morning, the reason 
you have the employment of the retired military personnel in your 
statement was that they contributed in an advisory capacity to 
keeping up with the production of the implements of war or some- 
thing of that nature? 

Exactly what was your statement in connection with that? 

Mr. Foon. Their duties consist of advising management and par- 
ticularly our division managers on the many technical problems which 
arise in the corporation’s endeavors to keep abreast of new concepts 
of warfare, new weapons and military requirements of the future. 
They provide knowledge and experience which can’t be obtained in 
any other manner. 

r. Hésertr. That is correct. That is what I understood. You 
are an aircraft company, of course. That is accepted and that is a 
fact. I notice the first officer you have is Gen. Jacob L. Devers. 

Mr. Fioop. Yes, sir. 

Mr. Héperr. General Devers, I think, has one of the most dis- 
tinguished war records of World War II. He was a great field com- 
mander and a great soldier. What peculiar attributes has he in the 
knowledge of the construction of aircraft to merit $17,000 a year? 

Mr. Fioop. General Devers has been devoting his time—I would 
like to read you this. An example of the service performed by these 
retired military persons is found in the case of 4-star Gen. Jacob L. 
Devers, United States Army retired. Our aircraft division business 
is principally in the military transport and airborne army fields, in- 
volving carrying of personnel, their equipment and major ‘material of 
supply. For many years Fairchild has been working to lighten the 
weight and in many instances, change the shape of equipment which 
is to be airborne. 

General Devers has been of tremendous assistance in this area, 
working with the designers and technical people. His long military 
training and experience with the ground forces has provided invalu- 
able aid in this significant field of endeavor. 
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Mr. Héserr. Specifically what you are talking about—— 

Mr. FLoop. We have designed and we have built and is now being 
tested by the Corps of Engineers what we call the Fairchild Trans- 
Air Tractor, which is a light tractor designed to fit into our C-119 
and C-123 airplane, that will do the same job as the large tractors 
that have to be trucked along the highway. This also can run along 
the highway at good speed. 

Mr. Héperr. That is an implement of war needed by the foot 
soldier, by the infantryman? 

Mr. Fioop. Yes, sir. 

Mr. Hésertr. What other unit do you have that you are develop- 
ing? 

Mr. Fioop. In our armalite division we are working on the devel- 
opment of lightweight weapons—survival guns and automatics. We 
have so far been able to greatly reduce the weight of those weapons. 

Mr. Hépertr. That is what General Devers has contributed in his 
advisory capacity to earn his salary of $17,000, $17,500, and $10,000 
in 1955, I think for 7 months. That is what he has contributed to 
your corps? 

Mr. FiLoop. Yes, sir. 

Mr. Hésert. Brig. Gen. William W. Welsh received $24,000 
$25,500 and for part of 1955, $14,875. 

What are General Welsh’s peculiar qualifications? 

Mr. F.Loop. Brig. Gen. William W. Welsh, USAF, retired, served 
with the Air Force Training Command throughout World War II. 
During the war Fairchild built more than 5,000 trainers. It is a 
field in which we have a definite interest and experience. 

With the advent of jet aircraft there have been great changes in 
the concepts of pilot training in training aircraft. General Welsh 
has worked with our design groups. bringing to them a wealth of 
practical knowledge and technical knowhow which has assisted 
greatly in our trainer competition studies. 

Mr. Hféserr. Are you manufacturing any trainer right now? 

Mr. Fioop. No, sir. We have three trainer proposals in question. 

Mr. Hépert. You answered the question. You are not manufac- 
turing them. 

Mr. FiLoop. No, sir. 

Mr. Hépert. Brig. Gen. James F. Early, $5,208, $14,500, and $8,459 
in 1955. What are his peculiar attributes? 

Mr. Foon. Brig. Gen. James F. Early, USAF, retired, served 
in the technical research liaison role. Fairchild has a number of 
secret developments, developmental research programs, requiring 
both the scientific and military background, and it is in this area 
that General Early performs so ably for us. 

Mr. Hépert. Maj. Gen. Robert F. Walsh, 1953, $10,000; 1954, 
$13,000; and 1955, $7,583 for part of the year. What are General 
Walsh’s peculiar attributes? 

Mr. FLoop. Maj. Gen. Robert F. Walsh, USAF, retired, served 
throughout World War II with a number of Latin-American and 
South American military missions. With us he is assigned exclusively 
to export matters. He maintains constant liaison with various 
foreign military people and with their representatives in the embassy 
and legations here in Washington. 
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His background in military experience brings to our export activities 
excellent knowledge and experienced stability. 

Mr. Héserr. Adm. John H. Towers. 

Mr. Fioop. He is deceased. 

Mr. Hféserr. He is deceased. He was a director of your company, 
is that it? 

Mr. Foon. Yes, sir. 

Mr. H&serv. Incidentally, how many directors have you? 

Mr. Foon. Twelve. 

Mr. Hésert. What are they paid? What are their fees? 

Mr. Fioop. They are paid $1,200 a year and $200 for every meet- 
ing they attend. 

Mr. Hfésert. How many meetings do you have? Every day 
or--— 

Mr. Fioop. We have 12 scheduled meetings a year. 

Mr. Hésert. That is $2,400, plus $1,200, is that correct? 

Mr. Fioop. Yes, sir. 

Mr. Courtney. $3,600. 

Mr. Hépert. $3,600. 

Mr. Fioop. If they attend every meeting. That is, if every direc- 
tor doesn’t attend the meetings. 

Mr. Hépert. Well, if they don’t attend, send for me. I wil 
attend. Their expenses of course are paid to and from their home, 
or wherever they come from. 

Mr. FLoop. Yes, sir. 

Mr. Héperr. So that would be added to your cost of directors. 

Now, Lt. Col. E. A. Casey. 

Mr. Fioop. I am sorry, I don’t know him. 

Mr. Lanpers. He is in procedures within the aircraft division. 

Mr. Hésert. What does he do? 

Mr. Lanpers. He is in procedures within the aircraft division. 

Mr. Hesert. Meaning what? 

Mr. Lanpers. In-plant flow, operation procedures and things like 
that. 

Mr. Hésert. Sort of on-the-line man? 

Mr. Lanpers. Yes, sir. 

Mr. Hfépert. Lt. Col. D. C. Frisby. 

Mr. Lanpers. He is an engineer and he is working over in prelimi- 
nary design. 

Mr. Hésert. And Lt. Col. J. A. Piper? 

Mr. Lanpers. Field service representative, assigned to the field— 
technical representative. 

Mr. Hésert. I don’t see his name here, but I think you testified 
this morning that Admiral Carney is now a director. 

Mr. Fioop. Yes, sir; he is a director of the company. 

Mr. Hépert. With the exception of Admiral Carney and Admira!} 
Towers, the other four named generals which I indicated in my 
questioning are part of this advisory committee, so to speak, from 
the military? 

Mr. FLoop. They are not directors. 

Mr. Hépert. They are in the direct employ of the company? 

Mr. Fioop. Yes, they are not directors. 

Mr. H&ézsert. Yes, they are not directors. 

Mr. FLoop. Admiral Towers is a director, only. 
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Mr. Héserr. What did they contribute to the contracts which we 
have mentioned here today, which we are considering? 

Mr. Fioop. I can’t answer that question, Mr. Chairman. 

Mr. Hésert. Did they contribute any of their talents to these 
flying boxcars or airplanes on the contracts we have under consid- 
eration? 

Mr. Lanpers. Yes, sir. 

Mr. Hfésertr. What did they contribute? 

Mr. Lanpers. The evaluation and analysis as to what we do to 
the size of aircraft, utilizationwise, how it may be used and various 
techniques, and so forth, has been greatly aided by them. 

An example of that would be shown in the change in the rear cargo 
doors of the 119. The old design was of this nature [exhibiting model], 
in that the doors opened sideward. For instance, during the Korean 
conflict, if they wanted to drop bundles out the rear, they had to 
take the doors off and leave them at home, which was picked up by 
General Devers and brought back 

Mr. Héserr. General Devers specifically suggested that design? 

Mr. Lanpers. He suggested the improvement which we incorpo- 
rated in the design. That permits us to put the new doors on, which 
are like a beaver’s tail and opens up inside. 

Mr. Hépert. That takes care of General Devers. How about 
General Welsh, what does he do? 

Mr. LanprErs. General Welsh has been of considerable assistance 
to us in the various trainer competitions. 

Mr. Hféipert. Wait a minute. We are not talking about the 
competitions now. We are talking about the contracts we have 
under discussion here. 

Mr. Lanpers. Oh. 

Mr. Héserr. We are talking about the airplanes. 

Mr. Lanpers. Training procedures and training techniques and 
as far as the pilots and crews and so forth and the techniques that we 
have set up in the division for training the personnel that are going 
to fly the airplanes. He assists us in setting up training courses 
within the division for the groups and crews that are coming in. 

Mr. Héperr. He is training personnel, then. He has contributed 
nothing to the construction of the aircraft? 

Mr. Lanpegrs. It is tied in with it, though. 

Mr. Hféperr. It sounds like an answer to a civil service examina- 
tion. The more words you put in it, the better chance you have of 
getting the job. 

Mr. Bares. Mr. Chairman, I wonder if we could re-read the duties 
of General Walsh as Mr. Flood recited them a moment ago. I 
thought his work was dedicated primarily to foreign 

Mr. Hfésert. No. Walsh. 

Mr. Fioop. This is Walsh. 

Mr. Hésperr. We will get to him and find out how the export 
business gets into the construction of aircraft. 

Now, we will take General Early. What did he do, in connection 
with the construction of these aircraft? 

Mr. Lanpers. Jim primarily—Pardon me, General Early primarily 
accounts—acts as a liaison man on definitely classified and secret 
matters. 

Mr. Hésert. In connection with this flying boxcar? 
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Mr. Lanpers. No. 

Mr. Hésert. What has he done with the construction of these 
planes? 

Mr. FLoop. Talk only about these contracts. 

Mr. Hépert. That is all we are talking about, these contracts. 

Mr. Lanpers. I believe that is in the overhead percentage. 

Mr. FLoop. That is right. 

Mr. Lanvers. It is set up as a percentage against this. 

Mr. Héserr. That is correct. 

Mr. Lanpers. Their percentages are in the general overhead 
figure. 

Mr. Héserr. That is right, and that is charged to the Government 
as against the cost of that aircraft. 

Mr. Lanpsrs. Yes, sir. 

Mr. Hféperr. For which they perform no service in that particular 
contract, isn’t that a fair statement? 

Mr. Lanpers. On some of them it is. 

Mr..Hésert. I think all of it is. 

Mr. Lanpers. I believe General Devers has put something— 

Mr. Hépert. You answered as to General Devers. He got 
$17,000 in 1953, $17,500 in 1954, and as of now $10,000 for telling 
you to get those doors in shape a different way. 

General Walsh, I think you testified, Mr. Flood, was an export 
expert. Now, what does the export expert have to do with the 
construction of these aircraft? 

Mr. Fioop. We built some India airplanes. 

Mr. Lanprers. MDAP. 

Mr. Bennett. Where do we have airplanes in foreign nations, 
Bill? 

Mr. Lanpvers. I believe it is 62 mutual defense aid pact airplanes 
scattered all over the world—India and Europe. 

Mr. Hfésert. Were they contained in these contracts we are 
discussing? 

Mr. Lanpers. They are part of those contracts, yes, all of them. 

Mr. Héserr. So you have flung far afield and your expert, who 
happened to be a retired officer, drew $10,000, $13,000 and in 1955, 
$7,500. 

Those are the four retired personnel we are referring to. And a 
part of their salary, a part of their compensation, has been charged 
against the construction of these aircraft—is that correct? 

Mr. Lanpers. That is right, since they are in the overhead burden 
absorbed by them. 

Mr. Hfépert. They are in the overhead burden and it becomes 
part and parcel of the ultimate cost of this aircraft to the Government? 

Mr. Lanprers. Yes, sir. 

Mr. Hépert. So the Government is paying these individuals. 
Part of their salary is reflected in the total amount of the cost of this 
aircraft to the Government, is that correct? 

Mr. Lanpers. Yes, sir. 

Mr. Hépert. Mr. Courtney—— 

Mr. Miuter. Would the gentleman yield? 

Mr. Hfésert. What—— 

Mr. Miter. I wanted to suggest while you are pursuing this, I 
wish you would ask some questions as to these airplanes that are in 
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the mutual defense pact. If we must have export managers to 
encourage sending those airplanes out—I thought they were assigned 
by the military to these nations. 

Mr. Hépert. Mr. Miller, I will be happy to have you pursue that 
at the proper time. I just wanted to bring out the fact that these 
salaries, this compensation, is charged against the construction of the 
aircraft, is paid for by the Government, and received by the retired 
officer from the Government. Is that correct? 

Mr. Lanpers. Not to the fullest extent of the salaries that you are 
quoting. 

Mr. Héserr. Only one-half of 1 percent. 

Mr. Lanpers. Some of them are. 

Mr. Hépert. Some of the money which the Government pays for 
the construction of this aircraft is paid to retired military personnel, 
is that correct? 

Mr. Lanpers. Yes, sir. 

Mr. Hfésert. Mr. Courtney, do you have handy the law on that 
subject? . 

Mr. Courtney. Mr. Chairman, there are several statutes with 
respect to claims against the United States and contracts with the 
United States and one in particular is section 281 of title 18. 

Mr. Hésert. That is the criminal code? 

Mr. Courtney. Yes, sir. 

Compensation of Members of Congress, officers and others, in 
matters affecting the Government, is the title. 

Whoever, being a Member of or Delegate to Congress or a resident commissioner 
either before or after he is qualified for the head of a department or other officer or 
employee of the United States or any department or agency thereof directly or 
indirectly receives or agrees to receive any compensation for any services rendered 
or to be rendered either by himself or another in relation to any proceeding, con- 
tract, claim, controversy, charge, accusation, arrest, or other matter in which the 
United States is a party, or directly or indirectly interested before any depart- 
ment, agency, court martial, officer or any civil, military, naval commission, shall 
be fined not more than $10,000 nor imprisoned not more than two years or 
both and shall be incapable of holding any office of honor, trust, or profit of the 
United States. Retired officers of the armed forces of the United States, while not 
on active duty, shall not by reason of their status as such be subject to the pro- 
visions of said section. Nothing herein shall be construed to allow any ret red 
officer to represent any person in the sale of anything to the Government, to the 
department in whose service he holds a retired status. 

This section shall not apply to any person because of his membership in the 
National Guard of the District of Columbia, nor to any person specially excepted 
by Act of Congress. 

Section 283, which relates to claims against the United States 

Mr. Hess. Claims wouldn’t apply. 

Mr. Lanpers. That doesn’t apply. 

Mr. Courtney. Within 2 years next after retirement. 

And then there is a section of title 50, United States Code, 119, with 
respect to negotiation of contracts. 

Mr. Héserr. I don’t want to do an injustice to anybody. I want 
the record to be clear. 

What year were these four generals employed by Fairchild? 

Mr. FLoop. We don’t have the record here. We will be very happy 
to submit it. 

Mr. Hépert. Were they employed within 2 years after retirement? 
Carney, for instance, was put on the board within minutes after his 
retirement? 
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Mr. Fioop. I don’t have that information, Mr. Chairman. We 
would be glad to furnish it. 

As a matter of fact, I don’t know when he retired. 

Mr. Hfépert. As I say, I want it in the record to show you I don’t 
want to be unfair to you nor to him. 

(The information referred to follows:) 

Adm. Robert B. Carney retired from the U. 8. Navy on August 17, 1955 He 
was elected a director of the corporation on September 1, 1955. Gen. Jacob 
L. Devers retired from the U. 8S. Army on September 30, 1949. He was employed 
by Fairchild as a technical adviser to the president on January 1, 1951, at a salary 
of $15,000 annually. Brig. Gen. James F. Early was found physically unfit for 
active duty on June 24, 1953, and his retirement approved by the Secretary of 
the Air Force on July 6, 1953. He was employed as a research and technical 
adviser on August 1, 1953, at a salary of $12,500 annually. Adm. John F. Towers 
(deceased) retired from the U. 8. Navy on December 1, 1947, and 5 years later 
was elected to the board of directors Fairchild Engine and Airplane Corp. on 
February 6, 1952. Maj. Gen. Robert L. Walsh retired from the United States 
Air Force February 28, 1953, and was employed as an adviser for foreign opera- 
tions (export) March 1, 1953, at an annual salary of $12,000. Brig. Gen. William 
W. Welsh: was found physically unfit for active duty on January 28, 1946. Re- 
tirement was approved by the Secretary of War, acting for the President, on 
February 15, 1946. Terminal leave was completed on June 30, 1946. General 
Welsh was employed as a technical adviser to the president of Fairchild at an 
annual salary of $12,000 on April 16, 1946. 

Mr. Fioop. Mr. Chairman, I should like very much to register 
with the committee our view in Fairchild, that we regard the services 
of retired military people, when applied to the special areas of their 
training and experience, to be an excellent thing for the security of 
the country. 

From what source can we better obtain mature, experienced people 
to assist us than from the military people? So long as there is careful 
and strict adherence to the limitations imposed by the Congress on 
their work, we feel that as a group they add tremendous strength to 
aircraft weapons and related equipment development. 

Mr. Hfépert. We have no quarrel with that statement, if it is in 
conformity with the law. . 

Here we have individual officers retiring, drawing retired pay, 
from the United States Government, whose retired pay is being 
supplemented by charges made against an aircraft to which, by your 
own admission today, with the exception of General Devers and the 
others in some nebulous sort of manner, strange manner, have con- 
tributed and yet the Government has to pay for it, in its overall cost 
of the aircraft. That is the observation I am making. 

Mr. Fioop. It is very difficult for me to sit here and say what they 
have contributed. If they were design people or something like that, 
it may be possible. ; 

Mr. Hépert. Didn’t they contribute a good speaking acquaintance 
with a lot of people in the Defense Department? They know a lot of 
people in the Defense Department. 

Mr. Fioon. They should. 

Mr. Hiésertr. Wouldn’t that acquaintance be of value to you? 

Mr. Fuioop. I don’t know of any particular case. 

Mr. Hésert. It would be of value to you, though, wouldn’t it? 

Mr. Foon. I think it is of value to anyone. 

Mr. Hésert. Of course. And it is of value to you. 

Mr. Hess, do you have any 
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Mr. Fioop. I have a feeling, and if you don’t mind, I would like 
to express it. 

Mr. H&serrr. Certainly, express yourself. I am not trying to 
shut you off. 

Mr. Fioop. This is my personal feeling. The services are spending 
a tremendous amount of money and effort in recruiting personnel. 
In my opinion, I think it would help that effort and help that program 
tremendously if the reverse were to take place, whereby these young 
officers that we are trying to recruit into the service would look up 
to these people and say, ‘There is a man with 30 years experience. 
He has had a great wealth of experience in the industry in his own 
field and because he has had that, he is able to step out and command 
a very nice position in industry.” I think it would help. 

Mr. Hépert. I think it would help fine, except that the man 
with the 30 years of service receives an adequate retirement for which 
he has contributed nothing in dollars, and the Government is looking 
forward and trying to make the services very attractive. We are 
even doing it right now in many other areas. So that man, after be 
does dedicate his life to his country, and certainly General Devers 
did dedicate his life to the country and gave a very splendid account 
of himself on the battlefield—one of our outstanding generals—yet he 
is able to draw his retirement pay and to take life in rest for the dedi- 
cation that he has given. I think it is something that would make 
other people raise their eyebrows, to see how these big military men 
suddenly find their way into industry at fabulous salaries, over and 
above their retirement. 

Whether that is wrong or not, I am not prepared to say at this 
time, but I certainly think it is a contributing factor to the morale of 
others. And it certainly causes the public in particular to raise its 
eyebrows perhaps at some practices. 

Whether it is right or wrong, again I have nothing to say, except 
in conformity with the law. But these matters should be brought 
out and should be brought to the attention of the people on activities, 
where perhaps not in your field but in other fields, industry—private 
industry, perhaps without a contract, hires a name and rents the 
decorations on the jacket of a brilliant soldier. Weshould know about 
that. 

Mr. Hess, have you anything? 

Mr. Huss. Yes, I would like to ask Mr. Flood a few questions. 

Mr. Flood, you quoted some Government official, I believe, this 
afternoon when you said, ‘“‘You don’t sell the Government anything, 
we buy.”” Who said that? 

. Mr. Fioop. That is a good many years, sir. Mr. Schwinn at 
Wright Field, I believe. 

Mr. Hess. He was with the Air Force? 

Mr. Fioop. He was a contracting negotiator, Mr. Hess. 

Mr. Hess. For what department? 

Mr. Fioop. Training and Transport Branch of the Procurement 
Department at Wright Field. That is a good many years ago. 
Mr. Hess. “You don’t sell the Government anything, we buy.” 

Mr. Fioop. That is right. 

Mr. Hess. Who is Mr. J. A. Allis? 

Mr. Fioop. Mr. James A. Allis is chairman of our board of 
directors. 





AIRCRAFT PRODUCTION COSTS AND PROFITS 1993 


Mr. Hess. How long has he been connected with the company? 

Mr. FLoop. He was a director of our company, if I am correct, 
in 1941. 

Mr. Bennerr. That is correct. 

Mr. Hess. He has never been an actual employee, an executive? 

Mr. FLoop. Not until 1949, sir. 

Mr. Huss. And then what office did he hold? 

Mr. Fioop. In 1949 he assumed the position of chairman of the 
board. 

Mr. Hess. He relinquished that after that, did he? 

Mr. FiLoop. No, sir, he is still chairman of the board. 

Mr. Hess. He received no salary until the year 1955, is that correct? 

Mr. FLoop. We weren’t calling on him as much as we have been 
lately. He has been working right with us very closely and very hard. 

Mr. Hess. But he has been chairman of the board since 1949, did 
you say? 

Mr. Fioop. I don’t mean to say that he didn’t receive any salary. 
I don’t believe he came up to $20,000 until the year that he is shown 
in there. 

Mr. Hess. I see. 

Mr. Fuioop. This is only those over $20,000—$20,000 or over. 

Mr. Hess. In the year 1955 he passed the $20,000 mark and for 
that reason his name appears on this list which we have here. 

Mr. FLoop. That is correct. He is a retired banker. 

Mr. Hess. He got $6,000 incentive payment as a retired banker? 

Mr. FLoop. He got $6,000 incentive payment as chairman of the 
board of Fairchild, not as a retired banker. 

Mr. Huss. No. 

Mr. Fioop. He has been working. 

Mr. Hess. No, not ks a retired banker, but that is his occupation, 
retired banker. 

Mr. Fioop. Yes, sir. 

Mr. Hess. He got $6,000 incentive bonus. Did he receive any 
incentive bonuses in 1954 or 1953? 

Mr. Fuioop. I believe he received $5,000 in 1954, if I can recall 
correctly. 

Mr. Hess. Let me ask you about Mr. G. A. Hatcher. What are 
his duties, Mr. Flood? 

Mr. Fuioop. Director of customer relations. I believe that is the 
title we have down here. 

Mr. Hess. What are his duties? 

Mr. FiLoop. Coordinating and going to the various bases and seeing 
to it that our people are doing a job, our field service people that we 
have located all over these bases. 

Mr. Hess. Director of customer relations. And you do 99.4 
percent of your business with the United States Government. 

Mr. Fioop. Yes, sir. 

Mr. Hess. What is Mr. W. R. Smith’s duties? 

Mr. FLoop. Warren R. Smith? 

(Mr. Hess nods.) 

Mr. Fioop. Director of advertising. 

Mr. Hess. And you still do 99.4 percent of your business with the 
United States Government. 

Mr. Foon. Yes, sir. 
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Mr. Hess. What is R. J. Pfeiffer’s duties? 

Mr. Fioop. R. J. Pfeiffer at the present time—we have just trans- 
ferred him—I can’t recall the date—over to our new F-27 project, 
which is a commercial venture that we may enter into. 

Mr. Hess. He is listed here as executive director of customer 
relations. 

Mr. Fuioop. Yes, sir. 

Mr. Hess. But in 1955 I note that he received a salary of $29,167; 
Mr. Hatcher a salary of $16,333; and Mr. Smith, the director of public 
relations, of $11,667. 

Mr. FLoop. What year was that, Mr. Hess? 

Mr. Hess. 1955; for 7 months. 

Mr. Fioop. For 7 months, that is. 

Mr. Hess. The total for the 7 months is about $57,000 and for the 
year 1955 I presume it will be in the neighborhood of $100,000 for 
their salaries. 

Is any portion of that $100,000 charged against any of these Govern- 
ment contracts? 

Mr. FLoop. Yes, sir. I may point out, Mr. Hess, that Mr. Hatcher 
now is located in the aircraft division, working on aircraft division 
projects only. He was formerly in the corporate office. 

Mr. Hess. He is not director of customer relations any longer? 

Mr. Fioop. Not at the corporate level, no sir. 

Mr. Hess. These salaries are, or at least a portion of them, are 
charged against Government contracts. 

Mr. Foon. Yes, sir. 

Mr. Hess. So the taxpayer, the United States taxpayer, is paying 
the salary, or a portion of it at least, of men who are engaged in 
customer relations and private commercial business that your company 
might have. 

Mr. Fioop. They are not in any commercial 

Mr. Hess. As for Mr. Pfeiffer, for example. 

Mr. Fioop. Mr. Pfeiffer, yes. He is the only one. We won’t 
submit the cost of Mr. Pfeiffer’s salary or expenses to the Government 
in any negotiation of any contract. 

Mr. Hess. You will, you say? 

Mr. Fioop. We will not. 

Mr. Hess. Let me refer to some of these incentive payments. I 
believe that Mr. Landers, testifying in answer to questions by Mr. 
Courtney, said there was no fixed formula as to what any one of the 
foremen or any one of your supervisory employees may expect as an 
incentive payment insofar as percentage is concerned. I believe you 
said it might be 1 percent and it might be as high as maybe 20 percent 
or 25 percent? 

Mr. Lanpers. In proportion to the job that he has done. 

Mr. Hass. I believe this morning when Mr. Flood was testifying 
he said it averaged around 9 percent or a little better, or thereabouts. 

Mr. Fioop. That is correct. 

Mr. Hess. For the supervisory employees. I note here that it 
might be averaging 9 percent or 9% percent for the supervisory em- 
ployees in the plant who actually work on the product that is to be 
manufactured for the Government, and according to your testimony 
some of those men receive as high as 20 or 25 percent of bonus, in- 
centive bonus. 
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(Mr. Landers nods.) 

Mr. Hess. I note here that some of the officers of the corporation 
receive a bonus of more than 50 percent of their salaries. Do you think 
that is fair? 

Mr. Fioop. We took a look at that, Mr. Hess, and we have some 
information here that I think might be of interest to this committee. 

Mr. Hess. We would like to have it. 

Mr. Fioop. Would you explain this? You made it-up. 

Mr. Bennett. Yes, sir. 

We took the four highest paid officers of the corporation, going 
back to 1948, which was because these contracts affected the period 
back into 1948, and we averaged their salaries. 

In 1948, the total for the four highest paid officers of the corporation 
was $233,477. The average of the four was $58,369. The estimated 
Federal income tax based on that year’s tax rate, using 10 percent for 
deductions, and three exemptions, was $18,204. 

Their take-home pay, after taxes, was $40,165. 

Mr. Hess. That is the average of each one of them? 

Mr. BENNETT. Yes, sir, that is the average. 

Mr. Hess. Yes. 

Mr. Bennett. In 1955, taking the then four highest paid officers of 
the corporation, their total salaries were—and bonus—these include 
the bonus figures. I am sorry. I didn’t make that clear first—were 
$390,500. 

Mr. Hess. $390,000. 

Mr. Bennett. $500, or an average of $97,625. 

Their estimated income tax, Federal income tax only, for that year, 
based on this same basis, as we compute it for 1948, was $43,663, 
leaving them a take-home pay of $53,962. 

The increase in 1955 for these four highest paid officers represents a 
34.4 percent increase over the take-home pay in 1948. 

We made another calculation, taking our total engineering and 
production direct labor at the aircraft division, converting their 
hourly rate average for the year to an annual salary. 

In 1948, the average annual earnings of our hourly paid employees 
at the aircraft division were $2,870. Their estimated income tax— 
and here again we used a 10 percent deduction, and we allowed them 
four exemptions rather than three on the basis that they probably had 
more children—their take-home pay in 1948 was $2,839.62. 

In 1955 their average annual earnings were $4,180. Their estimated 
Federal taxes were $272.40, leaving them a take-home pay of $3,907.60, 
or a 37.6 percent increase in take-home, compared to the 34.4 percent 
for the four highest paid officers. 

Mr. Mituer. Mr. Chairman, will you repeat those figures, those 
last ones? I didn’t get them. 

Mr. Hésert. Will you repeat those, Mr. Bennett, for Mr. Miller? 

Mr. Bennett. Yes, sir, just the last, on the direct production work? 

Mr. Miter. Yes. 

Mr. Bennett. Their average annual earnings were $4,180. 

. Mituer. Yes. 

. Bennett. Their estimated—— 

. Miuuer. After their take-home pay—— 

. Bennett. No, sir. Their estimated Federal tax was $272.40, 
leaving their take-home pay, after taxes, of $3,907.60. 
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Mr. Mitier. Going back to 1948, their average-—— 

Mr. Bennetr. Annual earnings—— 

Mr. Miuer. Was $2,870. 

Mr. BEeNNeEt?T. $2,870, yes, sir. 

Mr. Mitier. How much was their tax, then? 

Mr. Bennett. $30.38. 

Mr. Miuuer. $30 on $2,800. 

Mr. Bennett. Yes, sir. At that point, with four exemptions and 
a 10 percent deduction, using the 1948 tax rate, their tax would have 
been $30.38. 

Mr. Miuier. Then what is their take-home pay? 

Mr. Bennett. $2,839.62. 

Mr. MILER. $2,208.9—— 

Mr. Bennett. No, $2,839.62. 

Mr. Mitier. You had 208. That is where I got off. 

Mr. Hess. Your reason, then, Mr. Bennett, and Mr. Flood, for 
increasing these incentive payments to the size that they are, is to 
give you the same amount of increase in take-home pay that was 
given the employees? 

Mr. Fioop. No, sir, I wouldn’t say that was our reason. We 
made this up as a comparison. 

Mr. Hess. I understand you made it up as a comparison. But you 
would have received the same results, would you not, if you would 
have increased your salary and not taken the sizable incentive 
bonuses that you took? 

Mr. Fioop. I can’t agree with that. We have had this bonus 
system in effect since 1938. 

Mr. Hess. That is right. 

Mr. Fioop. Our people that we had then are with us today, the 
great majority of them, most of them. 

I think, in our submission here, you will see the cost per airframe- 
pounds, of aircraft going out our door, are compared with any one. 
I think we have an incentive type contract that has a reward to it 
that makes them work, and they do work and do a job. 

Mr. Hess. Do the officers need that much of a reward to keep a 
company going? 

Mr. Foon. Mr. Hess, I might say that in our corporation we have 
at most 15 officers. They have to play—if you want to refer to base- 
ball. They have to play at least three or four positions. 

Mr. Huss. I realize all that. I think you are doing an excellent 
job. I find no fault with the work you are doing there. But I can 
see no reason why an officer needs $45,000 a year when he is receiving 
a salary of $95,000. I can’t see why he needs a $45,000 incentive 
for him to do the job in order to make $95,000. 

Mr. Fioop. The only thing that I can say is we have, in my opinion, 
an excellent board of directors, -comprised of businessmen, the 
majority of them outside board. In their opinion they feel—— 

Mr. Hess. They pass on this, do they not? 

Mr. Fioop. Yes, sir. 

Mr. Hess. Would you mind giving us the names of those directors? 
Is there a committee or all the members of the board pass on it? 

Mr. Fioop. We have a committee that sits and reviews the bonus 
in detail. The committee is comprised of outside directors. They 
are not employees. 
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Mr. Hess. Yes, I understand. 

Mr. Fioop. And they review the bonus system and then they make 
a recommendation to the full board of directors, in the absence of 
Mr. Boutelle and myself when our bonus is being considered. They 
make the recommendation. 

Mr. Hess. Would you mind giving us the names of the members on 
that committee? 

Mr. Fioop. Mr. James A. Allis, chairman of the board. 

Mr. Hess. He is a retired banker? 

Mr. Fioop. Yes, sir. 

Richard S. Boutelle, president of the corp——— 

Mr. Hess. No, I am referring to the members of the committee 
that passes upon the incentive bonuses. 

Mr. Fioop. It varies each year. The director that was on last 
vear met with a new director this year. We alternate. 

Mr. Hess. Are there just two members of that committee? 

Mr. FLoop. Two members, yes. 

Mr. Hess. I see. But they are members who are not officials of 
the company? 

Mr. Fioop. That is correct, sir. 

Is Paul Cleaveland here? 

Mr. CLEAVELAND. Yes, sir. (Confers.) 

Mr. Fioop. Last year was Grover Loening. 

Mr. Hess. And what is his background? What business connec- 
tions does he have? 

Mr. Fioop. He is an aircraft consultant. 

Mr. Bennett. He was the Loening who built the “Loening Am- 
phibian” back in the 1920’s and he has been very closely associated 
with Grumman and other companies. I think his background in 
aviation is well established. 

Mr. Hess. Who is the other one? 

Mr. Bennett. The other member is Charles H. Colvin. 

Mr. Hess. What is his background? What business connection 
does he have? 

Mr. Bennett. He is president of Colvin Laboratories, in making 
instruments. 

Mr. Hess. I see. Are there any other members of the Board who 
are not officials of the company? 

Mr. Bennett. Yes, sir. 

Mr. Hess. How many more are there? 

Mr. Bennett. A total of only three officials. 

Mr. Hess. Three out of the 12 are officials? 

Mr. Bennett. Yes, sir. 

Mr. Hess. And nine are not officials? 

Mr. Bennett. Actually there are 11. 

Mr. Fioop. There are actually 11 members of the board, Mr. Hess. 
I believe we told you 12 before. 

Mr. Bennett. Of which three are officers. 

Mr. Fioop. Three are officers, Mr. Allis, Mr. Boutelle, and myself. 

Mr. Hass. I see. 

These two men, Mr. Loening and Mr. Colvin, last year constituted 
the committee to pass upon the incentive bonuses? 

Mr. FLoop. That is last year. Then there will be a different 
committee next year. 
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Mr. Hess. They set out an overall amount that is to be used for 
the payment of bonuses, and they broke it down as to how much each 
officer of the company was to get and the balance was to be divided 
among the supervisory employees, is that right? 

Mr. Fioop. No, they don’t take it. After you give it to: the’ officers 
you take in the balance of them. We take the entire group-and review 
each one. 

Mr. Hess. Of the supervisory employees also? 

Mr. Fuioop. Yes, sir. 

Mr. Huss. They review each individual case? 

Mr. Fioop. Yes, sir. 

Mr. Huss. They came up with the answer, that the average of the 
supervisory employees should be about 9% percent or something there- 
abouts, and the officers of the corporation should receive as high as 55 
percent incentive payments. 

Mr. Fioop. They have approved it. 

Mr. Miututer. Mr. Chairman, we have only considered, as I under- 
stand it, one phase of this company’s operations now, is that right? 

Mr. Hésert. The only phase in which we are interested at the 
moment is the aircraft. I made that clear this morning. We are 
not talking about anything else but the aircraft frame. 

Mr. Mituier. How about the other phases? Will that come up 
ater? 

Mr. Héserr. The committee has no intention at this time of going 
into that phase. Our concern at the moment is the cost of the air- 
craft frame itself. If it becomes necessary, we will go into the other 
phases. 

Mr. Bates. Mr. Chairman, just on two points. Mr. Flood, these 
incentives are paid under the contract, aren’t they? The Govern- 
ment pays for the incentives? 

Mr. FLoop. Yes, sir. 

Mr. Bates. So whether it be a question of bonus or salary or com- 
bination of both, it all adds up to the same one figure, isn’t that 
right? 

Mr. Fioop. Yes, sir. 

Mr. Bares. I just wanted to touch on another point. Mr. Flood, 
do you understand the statute that was cited here a moment ago in 
reference to the limitations of retired military personnel? 

Mr. Foon. I have read it sometime ago. Attorneys keep me ap- 
praised of the changes in it, if any. I couldn’t recite it now. 

Mr. Bates. Can you just generally give us the substance of it as 
far as the limitation of retired personnel are concerned? What can 
they do and what can they not do? 

Mr. FLoop. The main, important thing to me is that they can’t 
sell. That is the simplest way I can say it. 

Mr. Bares. And that is the limitation? 

Mr. Fioop. No, there are further limitations which they under- 
stand and we understand. And I don’t know the details of them. 

Mr. Bates. What are those further limitations? I am not trying 
to play on words here, but as I understand it, they just caa’t repre- 
sent any person in a sale to the Government. ow that is the 
situation, isn’t it? 

Mr. Fioop. Mr. Bates, I would like to call on Mr. Cleaveland, our 
attorney and secretary, and he can explain it, and will, if you please. 
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TESTIMONY OF MR. PAUL CLEAVELAND, SECRETARY, FAIRCHILD 
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Mr. CLEAVELAND. My name is Paul Cleaveland. I am secretary 
of the company. Could I have the question agaia, Mr. Bates? 

Mr. Bates. What is your interpretation of the statute that was 
quoted by the counsel in reference to retired personnel? 

Mr. CLEAVELAND. I can give you no other interpretation than the 
one that I understand the Attorney General has given, and that is 
that the basic prohibition is against engaging directly or indirectly in 
the sale of a product or engaging in negotiations looking to the sale 
of a product or an article to a Department of Defense. 

Mr. Batrs. Have you carefully weighed the duties, responsibilities 
of these various retired military personnel as far as their relationship 
with the statute is concerned in your company? 

Mr.:CLEAVELAND. We have tried to do that, yes, sir. 

Mr. Bares. You feel that as far as you are concerned you have 
limited them, so that they are outside the problem which is posed in 
the statute? 

Mr. CLEAVELAND. We think that they are. 

Mr. Bates. Does the counsel have any commerts further to make 
on that? I didn’t know whether we are just dealing in an innuendo 
or merely reading the statutes for everyone’s edification, or just what 
the specific purpose was. Mr. Courtney—— 

Mr. Courtney. Is that the question for me? 

Mr. Héserr. I asked Mr. Courtney to read that. The question 
is being directed to me? I wanted to be sure these retired military 
individuals were conducting themselves within the purview of the law. 

Mr. Bares. That was the reason I followed up on it. 

Mr. Hépert. I wanted to find out. However, again to be com- 
pletely fair and open about what the idea was, I am sure if Joe Blow 
would go down there and be a great expert, he wouldn’t have as much 
chance to get a job as General Jake Devers who knows everybody in 
the Defense Department. I am not insinuating that anything is 
wrong about it, but I am just trying to bring out the fact that if there 
is nothing wrong, the light of the truth would not hurt. It would 
embellish it a little bit. If something was wrong it would show 
up. I wanted to get it out on the table. As I said at the very be- 
ginning of the hearings, we are not coming to any conclusions, but we 
want all the facts here. I think it was most pertinent, where you 
have a predominance in this particular aircraft company of retired 
military personnel, whereas the others up to this date do not have—it 
seemed perhaps a little significant to me and I wanted to know what 
the object was. That was the reason I questioned why the salaries 
are charged against the aircraft to which they contributed nothing 
and the Government pays for it. 

And as I also indicated, too, a lot of words and pretty phrases. 
That doesn’t impress me. It doesn’t impress me a bit as an individual. 
I just wanted it in the record and let it speak for itself. 

Mr. Bares. I just wanted to make certain that Mr. Flood or the 
representatives of the company understood what the statute was and 
that they felt they were living within the limitations of the statute. 

Mr. CLEAVELAND. That is correct. 
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Mr. Héserr. That is all. They say they are living within the 
limitations. If they are, it is perfectly all right with me. 

Mr. Fioop. Mr. Chairman, the way I feel about it, if we were to 
offer $500,000 a year for that experience, we couldn’t get it from any- 
one in this country except someone that has been in the service of 
ys country. That is the only place we can get it. And we need it, 
doing 

Mr. Hésert. Stretching the question a little further, the Govern- 
ment paid for his education, too. 

Mr. F.Loop. That is true, it may be true. 

That is where we have to get our experience, to do the best job we 
can possibly do, to give the equipment to the Services that they re- 
quire. 

Mr. Héspert. I am not finding fault with you getting the best 
talent. 

Mr. Flood, will you give us your background, and also in the 
absence of Mr. Boutelle, give his background. First, Mr. Boutelle. 
You are familiar with it, 1 am sure. 

Mr. Fioop. Offhand I am not familiar, except he came with us in 
1942, I believe it was—is that correct? 

Mr. Hfépert. Does anybody here know? 

Mr. CLEAVELAND. Mr. Boutelle was a flier in World War I, I 
believe, and spent some time at McCook Field, which is now Wright 
Field. Then he became very much interested in the promotion of 
aviation on the State level, State legislation, and he became, I believe, 
one of the founders and leaders of the association of State aviation 
bodies. I don’t know the technical name for it. Then he went into 
the Civil Aeronautics Authority, in the late 1930’s. 

Mr. FLoop. Do you remember his title? 

Mr. CLEAVELAND. Charge of Safety. Then he went into the Air 
Force, when World War II broke out, and then he was permitted to 
leave the Air Force at the specific request of the then management of 
Fairchild in order to take a position at the Aircraft Division at 
Hagerstown. 

Mr. Fogo. Is he an engineer? 

Mr. CLEAVELAND. No, not an engineer. 

(The information referred to follows:) 

Richard 8. Boutelle was born July 4, 1898. He attended Springhill College 
and the Riverside Military Academy. A pioneer in aviation, he was assigned as 
a flight test and maintenance engineer at McCook Field, Dayton, Ohio, in 1921. 
He was director of the Spartan School of Aeronautics for Spartan Aircraft Co. 
in 1929. In 1930 he became State aviation director for the State of Tennessee. 
Two years later, he was State Aviation Coordinator in the Department of Com- 
merce in Washington, in 1939 and 1940, he was Director of the Bureau of Safety 
of the Civil Aeronautics Authority. In 1940 and 1941 he served as a major in 
the Air Corps. He became assistant to the general manager of the Fairchild 
Aircraft Division, Hagerstown, in 1941. He was made general manager of the 
division for 7 years, including the World War II period. in 1949, he was elected 
president and a director of the Fairchild Engine and Airplane Corp. 

Arthur F. Flood was born on May 27, 1907. He was trained as an accountant 
and business administrator. Following various business assignments, he became 
general accountant of the Fairchild Airplane Manufacturing Co. in 1929. From 
1931 to 1936 he was principal accountant of the Fairchild Aviation Corp. He was 
comptroller of the Fairchild Aircraft Division at Hagerstown, Md., from 1936 


to 1949. In 1949, he became executive vice president, treasurer and comptroller 
and a director of the Fairchild Engine and Airplane Corp. 
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Mr. Hfésert. Mr. Flood, you can speak for yourself. 

Mr. Fioop. Mr. Chairman, I have been with the Fairchild Engine 
and Airplane Corp. since the very first day of inception of that com- 
pany. Prior to that, I joined a predecessor company, Fairchild Air- 
plane Manufacturing Co., January 1, 1929. My work has been fiscal 
throughout. 

Mr. Héperr. You are an administrator, then, and not a technician? 

Mr. Fioop. Yes, sir. 

Mr. Hésert. Any questions by members of the committee? 

(No response.) 

Mr. Hépert. Mr. Courtney, any questions? 

Mr. Courtney. No further questions. You have any amplifica- 
tion you wish to make? 

Mr. FLoop. I would like to make a statement in the record. 

I think this would be of interest to the committee: The history of 
our R. and D. or research and development since 1950. This is a 
company-sponsored program. 

In 1950 we spent $537,000. In 1951, $877,000. In 1952, $829,000. 
In 1953, $1,498,000. In 1954, $2,675,000. And in 1955, estimated, 
we will spend $4,300,000. That is in company-sponsored research 
and development. 

Mr. Fogo. That is out of profits. 

Mr. Fioop. Mr. Chairman, based on our company’s experience, 
the present profit policies of the Government are a serious limiting 
factor in the strength and growth of our air arm. This factor could 
well become one of the major reasons our potential enemies may be 
catching up with us in the race for technical supremacy. 

Mr. Hépert. Is that the end of the statement? 

Mr. FLoop. Yes. I would like to thank you, Mr. Chairman, for 
this opportunity to be here and to work with the committee on these 
figures. 

Mr. Hféperr. We thank you very much for your cooperation. You 
are excused. The committee will recess until 10 o’clock Monday 
morning, when Grumman will be before the committee. 

Mr. Fioop. Thank you. 

(Whereupon, at 3:40 p. m., the subcommittee recessed to reconvene 
at 10 a. m., Monday, February 27, 1956.) 
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FAIRCHILD ENGINE & AIRPLANE CORP., HAGERSTOWN, MD. 


GENERAL 


Although not specifically requested by the subcommittee, but because of the 
many contracts involved, summaries of airplane sales and profits have been prepared 
for the entire period under review. The data i is presented by contracts on schedule 
A, page 1980, and by years on schedule B, page 1980. It is felt that this form 
of presentation will assist materially in your evaluation of the company’s perform- 
ance record. As a measure of production efficiency, it is generally recognized in 
the industry that the most accurate evaluation is afforded by an analysis of cost per 
airframe pound. This information is also submitted in the following tables and 


can be used on a comparative basis with other manufacturers in the cargo aircraft 
field. 


ANSWERS TO QUESTIONNAIRE 


Contract No. W 33-038 ac-19200. 
Type of contract, Fixed price with price redetermination. 
Letter of award dated November 25, 1947. 
Authorized to proceed, November 25, 1947. 
Total sales price agreed upon for contract, $177,821,820.82. 
Unit sales price: 

XC-120 airplane, $3,668,437.87. 

C-119H airplane, $3,832,237.81. 

C-119F airplane, $390,589.54. 

C-119 type A/C, $305,001.45. 


Contract W33-038 ac—19200 





| 
| gee. 1 
: at I 
Question | 1953 july aL. 
| 
| 


1955 








Cost of raw material $24, 200, 312. 30 |$3, 016, 489. 67 |$3, 337, 808. 03 $15, 089. 90 
Direct labor costs $8, 219, 249. 93 | $500, 638. 56 $161, 493. 03 $13, 670. 90 
Overhead claimed $12, 408, 216. 78 $737, 023. 11 $254, 919. 27 $21, 102. 82 
Percentage of total 38. 876 1, 991 . 690 . 089 
Administrative costs: 
General and administra- | $2, 026, 223.80 | $202,078.67 | $235, 816.19 $3, 120. 67 
tive expense. 
Percentage of total it 33. 914 2. 498 2. 705 . 058 
Other income and other | $309, 133. 28 $23, 576. 39 $16, 914. 28 $146, 62 
deductions, net. | 
Percentage of total __._..| 31. 673 1.910 | 2. 356 - 041 
Total administrative | $2,335, 357. 08 $225, 655.06 | $252, 730. 47 $3, 267. 29 
costs. | } 
“=e Percentage of total wal 33. 599 | . 2. 679 . 057 
(e)_. Overtimecharged tocontract.| $257, 042. 27 | 30, 990. 27 $16, 785. 29 S54l. 13 
(f) _...| Engineering costs | $2, 478, 873. 89 , 149. $48, 751. 31 | 
2)_...| Percentage of total 31. 137 | 1. 247 . 549 | 
(g and h) we "| Research and developme nt $91, 383. 82 : | $25, 654.79 | 
| costs. 
.---| Percentage of total ot 11. 026 1. 325 | . 959 . 026 
(i) )....| Subcontract costs $4, 319, 963.00 | $263,326.74 | $90,281.11 | $5, 281.02 
} 

















Salaries and bonuses charged to this contract amounted to $1,147,720.64, or 
20.7 percent of the total, over the period of performance from 1948 to 1955. 
(See p. 1955 of testimony.) 

Contributions or dues charged to this contract amounted to $54,313.39, repre- 
senting 26 percent of the company total. (See p. 1957.) 

Consulting or advisory fees charged to this contract aggregated $113,869.19, 
or 8.9 percent of the total. (See p. 1959.) 

Traveling expenses charged to this contract were $704,385.31. 


Contract profit: 
$5, 993, 884. 16 
835, 541. 93 
878, 276. 43 
—8, 139. 15 
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Profit per airplane 
1952: 
$27, 746. 22 
247, 519. 59 
55, 219. 95 
Depreciation of $613,489.60 was charged to this contract, representing 12.4 
percent of the total. 
Amortization of $114,130.04, or 4.2 percent of the total, is allocable to this 
contract. 
Compensation paid to retired military officers, chargeable to this contract, 
amounted to $4,641. (See p. 1962.) 
Balance sheet, question 32, "follows: 


Balance sheet 








ASSETS 
Current assets: | 
Cash ai -------+-------------| $9,834, 170 | $9, 869,227 | $12, 918, 533 
Accounts receivable: } | 
‘ United States Government: | 
Billings for products delivered and for reimbursable 
costs and fees_ | 9,027,466 | 10, 795, 933 12, 224, 685 
Parts shipped but unbilled, less partial payments in 1954 | | 
of $3,184,262, in 1953 of $1, 690,237, in 1952 of $3,695,095, 
and unbilled costs and fees on cost-ty contracts...__| 6, 885, 410 5,372 | 13, 622, 993 
Claims on terminated supply and facilities contracts, 
and price increases ee, under redeterminable 
Co RS SEL ee Es ae -| 1,303,178 | : 1, 909, 654 
Other 4,086,179 | 5, : 5, 651, 216 
Materials, labor and other costs, incurred on contracts in prog- 
ress, less amounts applied to billings and less partial pay- 
ments in 1954 of $21,854,463, in 1953 of $9, 775, 230, in 1952 of | 
$18,750,123-_ _ - 18, 350, 016 | 21, 330, 82é 15, 541, 376 
Prepaid expenses, miscellaneous inventories, etc | 1, 533, 214 386 1, 280, 235 





Total current assets... -_.- -_- | 51, 019, hand 712, 695 | 63, 148, 692 
Property, plant and equipment: 
and and buildings : 9, 844, ( 7, 157, 98 6, 863, 472 
Machinery and equipment : | 7, 885, 2 6, 861, 189 5, 555, 336 
676, 373 523, 644 487, 916 

YA 234, 686 5, 292, 926 3, 487, 255 





Deferred charges 700, | 556 391, 667 


Total property, plant and ourpaust. ie 171,051 9, 249, 905 J eke 469 


c 62, 891, 240° 70, 1 B54 267 ik 72, , 568, 161 


Current liabilities: 
Regulation V loan * 000,000 | 15,000,000 | 25,000, 000 
Accounts payable : 8, 428,126 | 9, 428, 686 8, 381, 282 
Accrued wages, salaries, and other liabilities. ..-..---.-____- . 4,196,448 | 3, 256, 498 2, 737, 644 
Anticipated contract price adjustments 2, 957, 904 | 3,179, 137 1, 136, 905 
Indeterminate liabilities, net of applicable Federal taxes_.____- 550, 000 600, 000 340, 000 
Taxes other than Federal taxes on income : 657, 208 885, 041 | 787, 271 
Federal taxes on income 4, 570,953 | 10, 939, 341 7, 784, 870 
Bank loan instalments due within 1 year- _ - ere ---| ® 500, 000 1, 500, 000 

Total current liabilities : ...---| 31, 360, 639 | 44, 788, 703° 47, 667, 972 

eo eee eee ~~ -----------------]-- 2, 250, 000 3, 750, 000 








STOCKHOLDERS’ INVESTMENT 


Preferred stock: Authorized 60,002 shares without par value; none | 
ued. 
Common stock: 
Authorized 3,500,000 shares of par. value of $1.00 per share (125,000 | 
shares reserved for issuance to officers and employees). 
Issued and outstanding: 
2,887,758 shares at Dec, 31, 1954 = 6, 805, 275 ee 
2,310,207 shares at Dec. 31, 1953, and Dec. 31, 1952 ‘ sua coup, |G Bary sae 6, 227, 724 
Additional capital paid in ($5, 640, 412 added in 1954 upon sale of 
577,551 shares) | 5,974, 740 334, 328 334, 328 


Accumulated earnings used in the business-- 3 ..-.-.| 18, 750, 586 16, 753, 512 14, 588, 137 





Total stockholders’ investment ee ee eB | 530, 601 | 23,315,564 | 21, 150, 189 


Total.__. _..-| 62, 891, 240 | 70, 354,267 | 72, 568, 161 
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Mopet C-119 anp R4Q-1 ArrepLanges—Contract W33-038 ac—19200 


Status as of July 31, 1955 





Contract change order, sup- | 
plemental agreement or | 
vdministrative notice No. 


Description 


Amount or 
price 





W33-038 ac-19200, Feb. 26, 
1948. 


Supplemental agreement 
No. 1, Apr. 19, 1948. 


Change order No. 2, June’15, 
1948. 


Supplemental agreement 
No, 3, June 10, 1948. 


Change order No. 4, Aug. 4, 
1948. 


Ga order No. 5, Aug. 12, 
Change order No. 6, Oct. 5, 
1948. 











Articles and supplies as follows for a total price of 
And for the item prices as noted: 

Item 1: 2 model C-119B airplanes. __- 

Item 2: 5 mode] C-119B airplanes. _- 

Item 3: 5 model C-119B airplanes. ___- 

Item 4: 10 model C-119B airplanes -__- 

Item 5: 15 model C-119B airplanes - 


Item 6: 8 parts for the airplanes called for under 


items 1 through 5. 
Item 7: Special tools and ground handling equipment 
for the airplanes called for under items 1 through 5. 
Item 8: Technical data for the airplanes called for 
under items 1 through 5. 
Item 9: Phase I flight testing, price included in prices 
of items 1/5. 


— articles and supplies as follows for a total price 
of. 


And for the item prices as noted: 
Item 10: Design, develop and manufacture one 
XC-120 epnene to provide a detachable cargo com- 
partm 

Item 11: = ee of beaching gears, price included in 
price of item 10. 

Item 12: Mockup of crew compartment and forward 
section of detachable cargo compartment, price 
included in price of item 10. 

Item 13: Modify C-119A wind tunnel models (%2 
and Ma scale) so as to pee | detachable cargo 
compartment, price included in price of item 10. 

Item 14: Exhibits and design data to extent necessary 
to cover the differences between the airplane called 
for by item 10 and the then current C-119B produc- 
tion model, price included in the price of item 10, 
except for the price of handbooks which is. 

Item 15: Conduct ipl preliminary flight test of the 
model XC-120 airplane called for under item 10, 
price included in the price of item 10. 


Compliance with the following changes in the manufac- 
ture and construction of the 37 C-119B airplanes called 
for under items 1 through 5, for a total price for each 
change as follows: 

(a) Redesign of the cargo tie-down fittings in the cargo 
compartment. 
(h) Provide for increased apes troop seats 
Additional articles and supplies as follows for a total price 


of. 
And for the item prices as noted: 


Item 16: 24 model C-119B airplanes 

Item 17: 30 model C-119B airplanes 

Item 18: 45 model C-119B airplanes 

Item 19: Spare parts for the airplanes called for under 
items 16 through 18. 

Item 20: Special tools and ground handling equipment 
for the airplanes called for under items 17 through 18. 


Amends items 8 and 9 to read as follows at no change in 
contract price. 
Item 8: Technical data forthe airplanes called for 
under items 1 through 5 and 16 through 18. 
Item 9: Phase I flight testing, price included in prices 
of items 1 through 5 and 16 through 18, 


Additional articles and supplies as follows for a total price of. 


Ante for the item prices as noted: 


tem 21: 1 mobile training unit for C-119B airplanes... 


Item 22: Technical data for the mobile training unit, 
the price for which is included in the price of item 21. 
Amends an allotment number in the basic contract, at no 
change in price. 
Incorporates miscellaneous engineering change proposals 
for a total decrease in the contract price of. 

(Includes control pedestal— Revise to accommodate 
new radio panel, triple coil ignition booster—Add: 
and antenna items—Change from GFP to CFP 
and flush-type antenna.) 














-| $22,985, 715. 00 


2, 011, 482. 00 


3, 370, 870. 00 


263, 787. 80 


1, 225, 22 
34, 416, 035. 00 


0 
99, 520. 00 
211, 114. 92 
211, 114. 92 


0 
12, 234. 03 
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Status as of July 31, 1955— Continued 





Contract change order, sup- 
plemental agreement or 
administrative notice No. 


Description 





Change order No. 7, Oct. 29, 
1948. 


Supplemental 
No. 8, Oct. 30, 


paetemens 


Change order 
4, 1948, 


Change order } 
17, 1948. 

Change order 

Change order 
10, 1949. 


Change order } 


Change order 
15, 1949 


Change order ! 
9. 


ol 


No. 
No. 


Change order 
4, 


Change order 


Apr. 

Apr. 
19, 1949. 

Change order No. Apr. 
26, 1949. 

Change order No. 
23, 1949. 


Apr. 


Change order No. 
» 1949. 

Change order No. 
3, 1949. 

Change order No. 
6, 1949. 


Apr. 
May 
May 


21, 
22, 


Change order No. 23, June 3, 

clams order No. 24, June 6, 

Chen order No. 25, June 6, 

Chae order No. 26, June 
20, 1949. 





Additional articles and supplies as follows for a total price of. | | 


And for the item price as noted: | 


Item 23: Conduct extended flight-test program on the 
C-119A airplane. 
Amends items 8, 16, 17; 
tract price of. 
As follows: 
Item 8: Article 15D, outlining technical data, 
to article 15A and 15B 
Item 16: Delete. 
Item 16 (a): 9 C-119B airplanes. -- 
Item 16 (b): 8 R4Q-1 airplanes 
Item 17: 45 C-119B airplanes 
Item 18: 45 C-119B airplanes-_- 
Item 19: Spare parts for the airpk anes called for under 
item 16 (a), item 17, and item 18. | 
Item 20: Special tools and ground-handling equip- | 
ment for the airplanes calied for under item 16 (a), | 


18, 19, and 20 at an increase in con- 


} 
| 
| 
| 
| 
| 


added 


item 17, and item 18. 
Additional articles and supplies as follows for a total price of 
and for the item prices as noted. 


Item 24: — parts for the airplanes called for under 


item 16 | 

Item 25: Special tools and ground-handling equip- | 
ment for the airplanes called for under item 16 (b). | 

Increases allocated funds for item 19, by the total amount | 
of (spare parts for the airplanes called for under items 16 | 
through 18). 

Incorporates miscellaneous engineering change proposals 
for a total increase in the contract price of. 

Incorporates miscellaneous engineering change proposals 
for a total increase in the contract price of. 

Additional articles and supplies as follows for a total price 
of and for the item price as noted. 

Item 26: Procure and fabricate additional tooling as 
will enable the contractor to meet a production rate 
of 20 USAF C-119B airplanes per month. 

Incorporates miscellaneous engineering change 
for a total increase in the contract price of. 

Incorporates miscellaneous engineering change proposals | 
for a total increase in the contract price of (includes pack 
— fitting—Relocate, applicable to XC-120 
only). 

Amends specifications applicable to item 21: Mobile 
training unit. 

Preparation of standard aircraft characteristics charts and 
summary sheets for the C-119B airplane and summary 
sheets only for the X C-120 airplane. 

Preparation of standard aircraft characteristics charts for 
the XC-120 airplane. 

Incorporates miscellaneous engineering change proposals 
for a total increase in the contract price of. 

Change in specification applicable to item 14__-____- 


proposals 


Change in delivery schedule for item 10 


Adds specification AN-L-38 dated Aug. 6, 1948, covering 
list of contractor-furnished equipment and accessories 
applicable to item 16 (b), R4Q-1 airplanes, at a total 
increase in contract price of. | 

Change in specification applicable to item 21: Mobile 
training unit. | 

Incorporates miscellaneous engineering change proposals | 
for a total increase in the contract price of. 

Replace the nose-gear actuator VJ-200 and repair the top 
section of the forward duct for the oil cooler and repair 
and replace a portion of the fairing on the model C-119A | 
airplane, at a total increase in contract price of. | 

Incorporates miscellaneous engineering change proposals 
for a total increase in the contract price of. 


Qrnqncccencccesaccen< cccecccencess 





GE nctaahcnemiaeckenes 


Incorporates miscellaneous engineering change proposals | 
for a total decrease in the contract price of. | 


2005 


-Contract W33-—-038 ac-19200 


-Con. 


Amount or 


price 


$143, 415. 60 


143, 415, 60 


459, 316. 00 


586, 
556, 


29 


956, 


46, 
31, 
1, 158, 
1, 158, 498. 


‘y 


23, 


2, 263. 


2, 420. 


93, 262. 1: 


, 312. 


000 


216. 
816. 
342. 
669. 


667. 


931. 


034. 


498. 


3, 319, 641. 00 
2, 931, 
, 637, 
3, 437, 
, 230, 


318, 


00 
00 
00 
00 


00 


243. 


641. 96 


828. 7 
548. 0 
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Mopet C-119 anp R4Q-1 ArrpLanes—Contract W33-038 ac-19200—Con. 
Status as of July 31, 1955—-Continued 





Contract change order, sup- 
plemental agreement or 
administrative notice No. 


Description 





Change order No. 27, Aug. 1, 
1949. 


Change order No. 
25, 1949. 

Change order No. 
9. 

Change order No. 
21, 1949 


28, Aug. 
29, Sept. 


30, Sept. 


Change order 
23, 1949. 


Change order 


’ 


. 32, Oct. 


Change order No. 33, 
18, 1949. 


Oct. 


Change order No. 34, Oct. 


Supplemental agreement 
No. 35, Feb. 26, 1948. 


Change order No. 36, Oct. 
31, 


1949. 
Change order No. 37, Nov. 
1949. 
—- order No. 38, Dec. 2, 
1949, 


Charge order No. 39, Dec. 12, 


Change order No. 40, Dec. 
28, 1949. 


’ 


Change order No. 41, Jan. 4, 
1950. 
Change order No, 42, Jan. 4, 


Change order No. 43, Jan, 4, 
1950. 


Change order No, 44, Jan. 4, 
1950. 





Incorporates miscellaneous engineering change proposals 
at no change in the contract price except as provided by 
— 40, redetermination of prices. 


Increases allocated funds for item 24, by the total amount 
of (spare parts for the airplanes called for under item 16b). 

Additional articles and supplies as follows for a total 
price of. 





And for the item prices as noted: 


Item 27: Furnish 1 set of drawings and revisions thereto | 


applicable to the R4Q-1 airplanes. 
Item 28: Furnish a numerical index of R4Q-1 aircraft 
drawings in reproducible form and revisions. 


Additional articles and supplies as follows for a total 
price of. 
And for the item price as noted: 
Item 29: Furnish a black and white reproducible copy 


tember 14, 1948, including revisions up to and including 


be provided under article 40, price redetermination. 

Incorporates miscellaneous engineering change proposals 
at no change in the contract price except as provided 
by article 40, redetermination of prices. 


for a total increase in the contract price of. 
Additional articles and supplies as follows for a total 
price of. 


And for the item prices as noted: 
Item 30: 53 C-119C model airplanes 
Item 31: 
Item 32: Special tools and ground handling equipment 
for the airplanes under item 30. 


Amends items 8 and 9 to read as follows, at no change in 
contract price. 
Item 8: Technical data for the airplanes called for 
under items 1-5, 16-18, and 30. 
item 9: Phase I flight testing, price included in prices 
of items 1-5, 16-18, and item 30. 
Incorporates miscellaneous engineering change proposals 
for a total increase in the contract price of. 


for a total decrease in the contract price of. 

Incorporates miscellaneous engineering chs anee proposals 
for a total increase in the contract price o 

Additional articles and supplies as follows for a total price of 


And for the item prices as noted: 
Item 33: Training parts, tools and equipment for the 
airplanes called for under item 30. 
Item 34: Engineering and/or specification changes for 
the airplanes called for under item 30. 





Increases allocated funds for item 6, spare parts for the air- 
planes called for under items 1-5, at a total increase of. 

| Incorporates exhibit A, priced spare parts exhibit contem- 

plated by item 6, for a total price of $2,256,367.54, the 

funds for which were allocated under item 6. 


Change in schedule for submittal of revisions to parts | 


application data list. 

Furnishing of modification kits, retroactive installation of 
fire emergency placard consisting of 35 kits, at a total 
increase in contract price of. 


| Incorporates miscellaneous engineering change proposals | 


for a total increase in the contract price of (includes 
instrument lighting; install type A-11 red lights). 


| Additional article sand sup plies as follows fora total price of. 


| And for the item prices as noted: 
| Item 35: Engineering and/or Specification changes for 
the airplanes called for under items 16-18, 459,000. 
Increases allocated funds for item 19, spare parts for the 
airplanes called for under items 16 (a), item 17 and 
item 18, in the total amount of. 





of a cargo loading and lashing handbook, $57,834.72. | 
Construct X C-120 airplane, as called for under item 10, in | 
accordance with specification R-107-000A, dated Sep- | 


July 29, 1949, at no change in contract price except as may | 


Incorporates miscellaneous engineering change proposals 


Spare ce for the airplanes under item 30_-- 


Incorporates miscellaneous engineering change proposals 
| 








0 
$225, 000. 00 
6, 370. 83 


5, 911. 30 


11, 044. 65 
19, 519, 570. 00 


16, 683, 393. 00 
2, 502, 509. 00 
333, 668. 00 


0 


12, 807.7 
—93, 949. 23 
67, 210. 86 


508, 154. 00 


166, 834. 00 


86. 80 


42, 590. 36 


459, 000. 00 


41, 000. 00 
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Contract change order, sup- 
agreement or | 


plemental 
administrative notice No. 





Change order No, 45, Jan. 5, 


Change order No. 46, Jan. 
5, 


50. 
Change order No. 47, Jan. 5, 
1950. 
Change order No. 48, Jan. 11, 
1 


Change order No. 49 
23 


, . 


, 


Change order No. 50 
Change order No. 51, 
28, 1950. 


Change order No. 

8, 1950. 
Change order No. 53, Feb. 
7, 1950. 


Change order No. 54, Feb. 
28, 1950 

Change order No. 55, Feb. 
28, 1950. 


Change order No, 56, March 
22, 1950. 


Change order No. 57, Apr. 
7, 1950. 


Change order No. 58, Apr. 
19, 1950 


Change order 


No. 59, Apr. 
20, 1950. 


Change order No. 60, May 1, 
1950. 


Supplemental agreement No. 
61, May 11, 1950. 


74721—56——-46 











Description 


Incorporates miscellaneous engineering change proposals 
for a total increase in the contract price of (includes in- 


stallation of Pratt & Whitney R-4360-20W engines in | 
C-119C-FA | 


lieu of R4360-20 engines, effective on the 
and R4Q-1 airplanes). 
Incorporates miscellaneous engineering change 
for a total increase in the contract price of. 
Incorporates miscellaneous engineering change 
for a total increase in the contract price of. 


proposals 


proposals 


Furnishing of 1 modit cation kit covering revision of hy- | 
draulic system to the C-119B mobile training unit, for a 


total increase in contract price of. 


Increases allocated funds for item 19, spare parts for the | 
airplanes called for under items 19 (a), item 17 and item | 


18, in the total amount of. 
Canceled September 25, 1950 " , 
Increases funds allocated under item 31, spare parts for 
airplanes called for under item 30, in the total amount of 
Decreases fundsallocated under item 34: Engineering and/ 
or specification changes for the aircraft under item 30, 
in the total amount of. 


Incorporates miscellaneous engineering change proposals 


for a total increase in the contract price of. 

Incorporates miscellaneous engineering change proposals 
for a total increase in the contract price of (includes self- 
sealing fuel cells, install). 

Furnishing of 15 modification kits, change present fire de 
tector wires to rockbestos No. 16 gage, for a total increase 
in the contract price of. 

Furnishing of 57 modification kits, extend 
around oil lines on model C-119B aircraft 
crease in the contract price of. 

Incorporates miscellaneous engineering change proposals, 
the funds for which were allocated under item 35, for a 
total price of $76,569.56 (propeller feathering oil system 
modify, 135 model C-119 airplanes.) 

Incorporates miscellaneous engineering change proposals 
for a total increase in the contract price of (propeller 
feathering oil system—modify, 8 R4Q-1 airplanes.) 

Incorporates miscellaneous engineering change proposals 
for a total of $27,156,01, of which $2,967.83 was allocated 
under item 34 and of which $24,188.18 was allocated under 
item 35. 

Furnishing of 59 modification kits, propeller wiring engine 
compartment—Change type and add conduit, for a total 
increase in the contract price of. 


hot air duct 
. for a total in- 


Incorporates miscellaneous engineering change proposals | 


for a total of $22,404.24, of which $14,009.61 was allocated 
under item 34 and of which $8,394.63 was allocated under 
item 35. 

Furnishing of 74 modification kits, overhead panel—add 
two spotlights for radio controls on pedestal on C-119B 
and C-119C aircraft, for a total increase in the contract 
price of. 


Furnishing of 35 modification kits, main landing gear shock | 


strut—Add metering pin, on C-119B and C-119C air- 
craft, for a total increase in the contract price of. 

Furnishing of 13 modification kits, main landing gear 
shock strut—Add metering pin for spares P/N 8853, fora 
total increase in the contract price of. 


| Price redetermination for items 1 through 35 resulting in a 


total decrease of with new contract item prices resulting 
as follows: 


Item 1:2 model C-119B airplanes 
Item 2:5 model C-119B airplanes 
Item 3 (a): 4 model C-119B airplanes 

Item 3 (b): 1 model C-119B airplane 

Item 4: 10 model C-119B airplanes 

Item 5: 15 model C-119B airplanes 

Item 6: Spare parts for the airplanes c: alled for under 
items 1 to3 (a), 4and 5. 

Item 7: Special tools and ground handling equipment 
for the airplanes called for under items 1 to 3 (a), 4, 5, 
16 (a), 17, 18 and 30 

Item 8: Technical data for the airplanes called for under 
items 1 to 3 (a), 4, 5, 16 to 18, and 30, in 
with articles 15A, 15B and 15D. 


accordance 


2007 


Mopet C-119 anp R4Q-1 ArrpLaANes—Contract W33-—038 sc-19200— Con. 


Amount or 


price 


$218, 


36 


96, 


3, 


282. 01 


662, 89 
350. 02 


770. 94 


5, 000. 00 


0 
520. 00 


520. 00 


3, 630. 40 


197, 332. 7 


3, 016, 


957) 556 
273, Of 

3, 858, § 
192, ¢ 


2, 498, : 


853, 


208. 84 


483. 00 
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Contract change order, sup- 
plemental agreement or Description | ee or 
administrative notice No. price 
| 








Supplemental agreement No.| Price redetermination for items 1 through 35, ete —Con. | 
61, May 11, 1950—Con. Item 9: Phase I flight testing of airplanes called for by 
} items 1 to 3 (a), 4, 5, 16-18, and 30. Price included | 
in the price of the’ airplanes called for under items 1 | 
to3 (a), 4, 5, 16 to 18 and 30. 
Item 10: Design, develop and manufacture one (1) XC- $3, 394, 418. 00 
120 airplane to provide a detachable cargo compart- | 


ment. 

Item 11: 1 set of beaching gears, price included in price | 
of item 10. 

Item 12: Mockup of crew compartment and forward 
section of detachable cargo compartment, price in- 
cluded in price of item 10. 

Item = Prepare and deliver to AMC drawings to per- | 
mit AMC to modify C-82 Y%e-scale wind tunnel 
model so as to provide detachable cargo compart- | 
ment, price included in price of item 10. 

Item 14: Exhibits and design data to extent necessary 40, 604. 43 
to cover the differences between the airplane called 
for by item 10, and the then current C-119B produc- | 
tion model, the price included in the price of item 
10, except for handbooks, which price is. 

Item 15: Conduct only preliminary flight tests of the 
mode] XC-120 airplane called for under item 10, the 
price of which is included in the price of item 10. 

Item 16 (a): 9 C-119B model airplanes 

Item 16 (b): 8 R4Q-1 madel airplanes 

Item 17: 45 model C-119B airplanes_---.........-...-- 


Item 19: Spare parts for the ae ee called for under | 
item 16 (a), item 17, and item 18. 

Item 20: Deleted—Special seals and ground handling 
equipment for airplanes called for under items 17 
through 18. 

Item 21: 1 mobile training unit for C-119B airplanes-_- 

Item 22: Technical data for the mobile training unit, 
the price for which is included in the price of item 21. 

Item 23: Conduct extended flight test program on the 186, 180. 84 
C-119A airplane. 

Item 24: ae parts for the airplanes called for under 781, 931. 04 
item 16 

Item 25: Special tools and ground handling equip- 29, 312. 16 
ment for the airplanes called for under item 16 (b). 

Item 26: Procure and fabricate additional tooling as 
will enable the contractor to meet a production rate 
of 20 USAF C-119B airplanes per month, the price 
of which is included in the prices of the airplanes 
called for under items 1 to 3 (a), 4, and 5. 

Item 27: Furnish 1 set of drawings and revisions thereto | 
applicable to the R4Q-1 airplanes (includes C-82A | 
and C-119B drawings applicable). 

Item 28: Furnish a numerical index of R4Q-1 aircraft 
drawings in reproducible form and revisions, the 
price of which is included in the price of item 27. 

Item 29: Furnish a black and white reproducible copy 83, 446. 01 
of a cargo loading and pining handbook. 

Item 30: 53 model C-119C airplanes 15, 657, 285. 44 

Item 31: Spare parts for the eialeee under item 30__. 2, 502, 509. 00 

Item 32: Deleted—Special tools and ground handling 
equipment for the airplanes under item 30. 

Item 33: Training parts, tools, and equipment for the 166, 834. 00 
airplanes under item 30. 

Item 34: Engineering and/or specification changes for 341, 320. 00 
the airplanes called for under item 30. 

Item 35: Engineering and/or specification changes for 459, 000. 00 
the airplanes called for under items 16, 17, and 18. 

Preparation of standard aircraft characteristics charts 2, 958. 90 
and summary sheets for the C-119B airplane and 
summary sheets only for the XC-120 airplane. 

Preparation of standard aircraft characteristic charts 1, 491. 37 
for the XC-120 airplane. 

Specification AN-L-38 dated Aug. 6, 1948, covering 265. 36 
list of contractor-furnished equipment and acces- 
sories applicable to item 16 (b), R4Q-1 airplanes, at 
a total price of. 

Increases price of change order No. 21 by ms. 93 

Change order No. 22 changed to read as follows: The . 22 
contractor shall replace the nose gear actuator VJ-200 
and repair the top section of the forward duct for the 
oil cooler and repair and replace a portion of the 
fairing on the model C-119A airplane, at a total price 
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Contract change order, sup- 
plemental agreement or 
administrative notice No. 


| 


Description 





Supplemental agreement No. 


61, May 11, 1950—Con. 


Change order No. 
4, 1950. 


Change Order No. 
20, 1950. 

Change order No. 

Change order 


No. 


Change order 
25, 1950. 


Change order 


, 


Change order 


Change order No: 
6, 1950. 


Change order No. 
9, 1950. 


70, June 


Change order No. 
26, 1950 


71, June 


a order No. 72, July 3, 


Letter supplemental agree- 
ment No. 73, Dec. 12, 1950. 


Change order No. 74, Aug. 3, 
1950. 


Change order No, 75, Aug. 3, 
1950. 

Change order No. 76, Aug. 4, 
1950. 


Change order ! 


y te 


. 77, Aug. 


Change order N' 


. 78, Aug. 
10, 1950. 


Change order . 79, Aug. 
14, 1950. 


Change order No. 80, Aug. 


. ‘ 
Change order } 
1, 1960. 


Change order 


Yo. 82, Sept. 


. 81, Sept. 








Price redetermination for items 1 through 35, ete.—Con. 


2009 


c—-19200—-Con. 


; Amount or 
} price 


| 


Decreases price of change order No. 23 by $7,879.52, | 


making a new price for change order No. 23 of. 


The sum of $86,80 for the work called for under change 


order No. 42 has been taken into consideration by the 
Government and the contractor in arriving at the 
total reduction in contract price for this supplemental 
agreement No. 61. 

Furnishing of 8 modification kits to extend hot-air duct 
around oil lines on R4Q-1 aircraft, for a total increase in 
the contract price of. 

Instrumentation for phase II flight testing program, install, 
for a total increase in the contract price of. 


Furnishing of nine modification kits for C-119B mobile | 


training units, for a total price of. 


Furnishing of 89 modification kits nec essary to add provi- | 


sions for installation of IF F radar AN/AP X-6 on C-119B 
and C-119C aircraft, for a total price. 


Incorporates revisions 3, 4, 5, and 5A to exhibit A, priced 


spare parts exhibit contemplated by item 6, for a total | 

price of $146,841.30, the funds for which were allocated | 
under item 6. 

Furnishing of four modification kits required for the fabri- 


cation by the Government of a C-119 monorail installa- | 


tion demonstrator, for a total price of. 


Furnishing of 74 modification kits required to install type | 


A-l1 red instrument lighting on C-119B aircraft, for a 
total price of. 

Incorporates exhibit D, exhibit of special tools and ground 
handling equipment contemplated by item 7, for the 
airplanes called for under items 1 through 5, for a total 
price of $131,462.59, the funds for which were allocated 
under item 7. 

Furnishing of 84 modification kits for installation of self- 
sealing fuel cells, for a total price of. 


Incorporates miscellaneous engineering change proposals | 


for a total of $12,273.74, of which $11,068.74 was allocated 
under item 34 and of which $1,205 was allocated under 
item 35. 
a of 8 modification kits, fuselage nose cap—add 
ing pins, for R4Q-1 airplanes, to a total price of. 
WwW whten for the following (see items 36, 37, and 38 of sup- 
plemental agreement No. 96 for definitive contract): 
221 C-119C aircraft. 
Spare parts for the 221 C-119C aircraft. 
Engineering data for the 221 C-119C aircraft. 


Amends lists of parts for modification kits furnished under 
change orders numbers 52 and 60, at no change in the | 


contract price. 

Incorporates miscellaneous engineering change proposals 
for a total of $4,042.30, of which $1,703.58 was allocated 
a item 34 and of which $2,338.72 was allocated under 
tem 35. 

Incorporation of cancellation charges against exhibit B, ex- 
hibit of spare parts contemplated by item 19, for a total 
amount of $1,432.67, the funds for which were allocated 
under item 19. 

Furnishing of 8 modification kits, installation of type A-11 
red instrument lighting on R4Q- 1 aircraft, for a total of. 
Furnishing of 8 modification kits, installation of overhead 
panel—add two spotlight for radio controls on pedestal 

on R4Q-1 aircraft, for a total of. 


Change in delivery schedule for self-sealing fuel cells kits as | 


authorized under change order No. 70 to read that kits 
shall be delivered to the contractor’s plant at Hagers- 
town, Md., for a decrease in contract price. 

Increases funds allocated under item 19, spare parts for the 


airplanes called for under items 16(a), 17 and 18, in the | 


total amount of. 


Furnishing of 16 modification kits, extend hot-air duct | 


around oil lines, on R4Q-1 airplanes, for a total of. 
Furnishing of 74 A kits, modification of individual switches 

for carburetor air control on C-119B aircraft, for a total of. 
Furnishing of 60 B kits, modification of indiv idual switches 


for carburetor air control on C-119C aircraft, for a totalof. | 


Incorporates miscellaneous engineering change proposals 
for a total of $52,263.15, of which $48,783.54 was allocated 


779, 431. § 








—32, 169. 


1, 000, 000. 


2, 758. 
436. 6 
485. 





under item 34 and of which $3,479.61 was allocated under | 


item 35. 
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Contract change order, sup- 


plemental agreement or | 
administrative notice No. | 


Description 


Amount or 
price 





Change order No. 83, Sept. 
11, 1950. 


Change order No. 84, Sept. 
11, 1950. 


Change order No. 85, Sept. 


11, 1950. 
Change order No. 86, Sept. 


18, 1950. 


Change order No. 87, Sept. 
26, 1950. 


Letter supplemental agree- 
ment No. 88, Oct. 4, 1950. 


Change order 
5, 1950. 


Change order 
12, 1950. 


Change order 
13, 1950. 


Change order N 
16, 1950. 


Change order 
16, 1950. 


Change order 
18, 1950. 








Change order 
30, 1950. 


Deletes items from list of parts for the 9 modification kits 
for C-119B mobile traiaing units furnished under change 
order No. 64, at a total decrease. 

Modification of one (1) C-119C airplane to an M-154 re- 
scue mission airplane and furnishing of engineering data 
for the modified airplane, for a total price of. 

Increases funds allocated under item 31, spare parts for 
airplanes called for under item 30, in the total amount of. 

Furnishing of 72 modification kits for retroactive installa- 
tion of oil tank change to self-sealing type, for a total of. 

Furnishing of 34 modification kits to add formed skin patch 
on trailing edge bottom, skin of outer panel wing, and 
modify outlet portion of vent lines on C-119B aircraft, 
for a total of. 


| Furnishing of 34 modification kits for retroactive installa- 


tion of combustion heater fuel and drain lines—improve 
access for inspection, for a total of. 

Increases funds allocated under item 24, spare parts for 
ee called for under item 16(b), in the total amount 


of. 

Incorporates exhibit C, exhibit of spare parts contemplated 
by item 24, for the airplanes called for under item 16(b), 
for a total price of $793,919.77, the funds for which were 
allocated under item 24. 

Incorporates exhibit E, exhibit of special tools and ground 
handling equipment contemplated by item 25 for the 
airplanes called for under item 16(b), for a total price of 
$20,034.47, the funds for which were allocated under 
item 25. 

Written for the following (see items 45, 46, 47 and 48 of sup- 
plemental agreement No. 96 for definitive contract): 
Modify 1 C-119C airplane to M-142 pod version. 

One all purpose rack. 

Modify and test 1 MYath-scale Government-owned 
M-142 wind tunnel model. 

Modify 1 model C-119C airplane to Model M-156 
(pod version). 

One multilith copy of an experimental pilot’s hand- 
book for each airplane where it differs from the 
C-119C handbook. 

One multilith copy of an experimental erection and 
maintenance handbook for each airplane where it 
differs from the C-119C handbook. 

Engineering drawings of an experimental nature, data 
lists, stress reports and weight and balance data to 
cover the differences between the C-119C airplanes 
and the M-142 and M-156 airplanes. 

Flight testing of the aircraft called for above. 

Furnishing of 12 modification kits required to modify 
spare engine sections (power packs) to change present 
fire detector wires to Rockbestos No. 16, for a total of. 

Furnishing of 34 modification kits to seal the forward 
heater compartment bulkhead around the hot and cold 
air ducts, for a total of. 


— $398. 83 


38, 380. 00 


347, 000. 00 
131, 052. 24 
1, 152. 26 


4, 112. 30 


15, 000. 00 





Furnishing of 58 modification kits to install circuit break- | 


ers in the voltmeter and ammeter circuits, for a total of. 


Repair to damage of 1 model C-119C airplane, AF serial | 
No. 49-123, which was damaged at Pope Air Force Base, | 


at a total increase in contract price of. 


Incorporates miscellaneous engineering change proposals | 
for a total decrease of —$5,204.74; — $12,373.53 reinstated in | 


item 34, and $7,168.79 allocated under item 35. 


Furnishing of 71 modification kits required to replace wire | 


woven asbestos with .062 thick silastic 160 (silicone 
rubber), for a total of. 


Furnishing of 54 modification kits required to install radio | 


receiver BC-1333 in lieu of R-122/A RN-12, for a total of. 
Increases funds allocated under item 19, spare parts for the 


airplanes called for under items 16 (a), 17 and 18, in the | 


total amount of. 


Change in quantity of kits from 74 to 72, called for under | 


change order No. 68, for a total decrease in contract price 
of. 


Incorporates revision 3 to exhibit C, exhibit of spare parts | 
contemplated by item 24, for the airplanes called for | 


under item 16 (b), for a total 


for which were allocated under item 24, 


ag of $2,743.65, the funds | 
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plemental agreement or | Description y ‘vie or 
administrative notice No. — 





| 
| 
| 


Sapte agreement | Redetermination of prices, additional articles and supplies | $63, 730, 352. § 
No. 96, Nov. 13, 1950. as follows for a total increase in the contract price of. 
And for the item prices as noted: 
Item 9: Amended to read: Phase I flight testing of air- 
| planes called for by items 1 to 3 (a), inclusive, 4, 5 
16, 17, 18 (a), 18 (b), 18 (c), inclusive, 30 and 36 to 38, 
inclusive. No change in contract price. 
Item 18 (a): 1 model C-119C airplane 281, 317. 28 
Item 18 (b): 5 model C-119C airplanes , 406, 579. 9£ 
Item 18 (c): 39 model C-119C airplanes 9, 306, 453. 
Item 29: Furnish a black and white reproducible copy | 39, 888. 56 
of a cargo loading and lashing handbook. 
Item 30: 51 model C-119C airplanes 
Item 36: 53 model C-119C airplanes 
Item 37: 31 model R4Q-1 airplanes 
Item 38: 133 model C-119C airplanes. - 
Item 39a: Spare parts for the airplanes under item 36_. 028, 143. 
Item 39b: Spare parts for the airplanes under item 38__| 329, 652 
Item 40a: Special tools and ground handling equip- 248, 685. 
ment for airplanes under item 36. 
Item 40b: Special tools and ground handling equip- | 653, 061. 
ment for airplanes under item 38. 
Item 4la: Training parts, training tools and equip- 20, 175. 
ment for airplanes under item 36. 
Item 41b: Training parts, training tools and equip- 54, 825. 
ment for airplanes under item 38. 
Item 42a: Engineering and/or specification changes for 99, 534 
the airplanes called for under items 36 and 38. 
Item 43: Spare parts for airplanes under item 37-__- 2, 747, 430 
Item 44: Special tools and ground handling e quipment 98, 120 
for airplanes pa item 37. | 
Item 45: 1 C-128A-FA airplane, modified from C , 824, 863 
119C airplane 50-162. 
Item 46: 1 C-128B-FA airplane, modified from C 977, 392. ( 
119C airplane 50-171. 
Item 47: 1 all-purpose rack or vehicle pack for the air- 41, 553 
craft called for by items 45 and 46. 
Item 48: Furnishing of the following, the prices for 
which are included in the prices of the airplanes 
called for by items 45 and 44: 
(a) Modify and test 14ath-scale Government- 
owned M-142 wind tunnel mode] 
(5) Furnish 1 multilith copy of an experimental 
pilot’s handbook for each airplane where it 
differs from the C-119C handbook. 
(¢) Furnish 1 multilith copy of an experimental 
erection and maintenance handbook for each 
airplane where it differs from the C-119C 
handbook. 
(d) Furnish engineering drawings of an experi- 
mental nature, data lists, stress report and 
weight and balance data to cover the differ- 
ences between the C-119C airplanes and the 
airplanes under items 45 and 46. 
(e) Perform preliminary flight testing of the air- | 
planes called for by items 45 and 46. 
Item 49: Performance of the following work for a total 400, 000. 00 
price of $404,774.05, of which $4,774.05 was allocated 
under item 35 and the balance as new procurement. | 
(a) Installation of three 335-gallon capacity Gov- | 
ernment-furnished auxiliary fuel tanks in the | 
fuselage of 99 C-119B and C airplanes. 
(5) Installation of cross feed line fittings and shutoff 
valves as may be necessary for the retroac- 
tive installation of the three 335-gallon ca- 
pacity auxiliary fuel tanks in 2 C-119B’s. 
(c) Installation of Government-furnished self- 
sealing fuel and oil cells in C-119B and C 
aircraft (48). 
(d) Rework of propeller assembly on 70 C-119B | 
and C-119C aircraft. 
(e) Reinforcement of engine nacelles in 46 C-119B 
and C-119C aircraft. 
(f) Conduct ground and flight tests of the aircraft | 
listed under (a), (c) and (d). 
(g) Furnish fuel and oil as required for fly away | 
delivery of airplanes under items (a), (c), | 
(d) and (e). 


646, 317. 0 
174, 634. 
705, 918. 
916, 010. 


ed 
oho = Io bo 
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Supplemental agreement No. | And for the item prices as noted—Continued 
96, Nov. 13, 1950—Con. Item 49—Continued 

(kh) Furnish 71 long-range tank kits including 
necessary tank pumps and parts required for 
retroactive installation in 71 C-119C aircraft 
= = to accommodate 1,000 gallons of fuselage 
uel. 

(i) Installation of Government-furnished A N5763- 
73 driftmeters in 4 C-119B aircraft. 

Item 50: Instrument and test light weight landing 
gear on C-119C A/C 49-169 at a total price of $8,919.59 
the funds for which were allocated under item 35. 

Item 51: Installation of instrumentation necessary for 
a horizontal tail vibration survey on C-119C air- | 
plane serial No. 49-169 at a total price of $895 the 
funds for which were allocated under item 35. 

Item 52: Modify model C-119C A/C 49-179 to an $55, 255. 82 
M-154 rescue mission airplane, furnish engineering 
data, install Government-furnished bladded-type 
fuel cells and metal oil tanks, install four 500-gallon | 
auxiliary fuel cells to be furnished by the contractor. 

Item 53: Modify C-119B A/C 48-319 by replacing 130, 299. 00 
R-4360-20W engines with R-3350-30, furnishing | 
and yoartpenss | engineering drawings and supporting | 
data and conduct 20 hours of fight test. 

Item 54: Accomplish miscellaneous modifications, in- | 8, 245. 00 
stallations and reinforcements to A/C 48-333 and 











48-339. 

Item 55: Furnish data for A/C under items 36 and 38, 
prices included in the price of items 36 and 38. 

Item 56: Furnish data for the A/C under item 37, | 
price included in the price of item 37. } 

Item 57: Pack, package, preserve and mark articles 
called for under items 39 (a), 39 (b), 40 (a), 40 (b), 43 
and 44 in accordance with AMC form 163C (July 1, 
1950) price included in the price of the articles to be 
packed under this item. 

Item 58:—Furnish and install tandem type gear and 194, 377. 7 
larger nose wheel to provide improved flotation 
including all necessary tires, tubing, wheels, and 
brakes; provide 100 a— spare parts covering 
wheels and brakes and 300 percent spare parts cover- 
ing tires and tubes; and prepare and forward to the 
Government revisions to handbooks and engineer- 
ing data to substantiate this installation, on 4 C- 
119C airplanes 50-135, 50-139, 50-143 and 50-147. 

Maintaining of the mobile training unit charts, one of 20, 389. ! 
the miscellaneous changes under change order No. | 
21 is amended. 

Letter contract designated supplemental agreement 
No. 73, Change Order No. 84, and letter contract 
designated supplemental agreement No. 88 are can- 

| celed and superseded by this supplemental agree- | 

| ment No. 96. 

Change order No. 97, Nov. Incorporates exhibit B including revision 1, exhibit of spare 
10, 1950. | parts called for under item 19, for the airplanes under 

items 16(a), 17 and 18, in the tota] amount of $4,122,197.52, 
the funds for which were allocated under item 19. 

Change order No. 98, Dee. | Furnishing of 116 modification kits necessary for retroactive | 
1, 1950. | installation of fue] shut-off valve for auxiliary power- 

plant, at no change in contract price. | 
| Furnishing of 150 modification kits necessary for retroactive 

installation of elevator push-pull tube dampers, at no | 
| change in contract price. 
| Furnishing of 33 modification kits necessary for retroactive | 
| addition of support to main landing gear emergency 
hand crank, at no change in price. 
| Furnishing of 72 modification kits necessary to add positive | 
| open lock of paratroop door, at no change in contract | 

price. 

Supplemental agreement No. | Additional articles and supplies as follows for a total price 109, 000, 00 
99, Nov. 27, 1950, 





of. 
| And for the Item price as noted: 


Item 59: Kits and such miscellaneous modernization 
modification parts and/or assemblies and subas- 
semblies for the mode] aircraft manufactured by the 
contractor, $100,000. 
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Contract change order, sup- | 


plemental agreement or 
administrative notice No. 





Change order No. 100, Dec. 
1950. 


’ 


Change order No. 101, Nov. 
30, 1 


Change order No. 102, 
950. 


Change order No. 103, 
6, 1950. 


Change order No. 104, 


’ iW. 


Change order No. 105, 


> iv 


Change order No. 106, 
15, 1950. 


Change order No. 107, 


Change order No. 108, 
16, 1950. 


Change order No. 109, 

, 1950. 

Change order No. 110, 
28, 1950. 


Change order No. 111, 
30, 1950. 


Change order No. 112, 
30, 1950. 


Change order No. 113, 
18, 1951. 


Letter supplemental agree- 


Change order No. 115, Jan. 


Change order No. 116, Jan. 
18, 1951. 


| 


Description 


Increases funds allocated for Item 24: Spare parts for the 
airplanes called for under item 16(b), in the total amount 
of. 

Conduct static test on 1 hook assembly as installed on the 
M-154 A/C, perform four takeoffs using 4, 8, 12 and 16 
JATO bottles, with operational check: make a photo- 
graphic recording and submit flight-test report, for a total 


price of $2,800, the funds for which were allocated under | 


item 35. 


| Change in the list of parts for the modification kits as called 





for under change order No. 86, resulting in a total de- 
crease in the contract price of. 


Accomplishment of the changes identified by MCR 245, 


5 4-man troop seats, installation of, effective on 68 C- 
119C airplanes serial Nos. 49-185 through 49-199 and 
50-119 through 50-171 at a total price of $47,835.47, of 


which $37,283.57 was allocated under item 34 and | 


$10,551.90 was allocated under item 35. 

Furnishing and delivering 117 modification kits of parts, 
necessary for retroactive installation on troop seats on 
C-119B and C-119C airplanes, for a total price of 
= au the funds for which were allocated under item 

5, 


Incorporates miscellaneous engineering change proposals 


for a total increase of $13,350.26 of which $12,286.37 was 
allocated under item 34 and $1,063.89 was allocated under 
item 35. 

Incorporates revision 6 to exhibit A, priced spare parts ex- 
hibit contemplated by item 6, for the airplanes under 
item 1 through 5, and price redetermination adjustment, 
for a total of $28,768.89, the funds for which were allocated 
under item 6. 

Incorporates revision 7 to exhibit A, prices spare parts 
exhibit contemplated by item 6, for the airplanes under 
items | through 5, for a total price of $56,987.91, the funds 
for which were allocated under item 6. 

Packaging for 48 of the 84 kits called for under change order 
No. 70 is deleted by reason of the contractor’s having 
installed 48 kits in lieu of packaging and shipping, at a 
total decrease in the contract price of. 

Packaging and treat 24 kits of parts called for under change 
order No. 86 for shipment in lieu of installing kits in air- 
craft, at a total increase in the contract price of. 

Furnishing and delivering 49 modification kits for retro- 
active installation of static line to aerial delivery system, 
at a total price of $897.19, the funds for which were allo- 
cated under item 35. 

Revites list of parts for modification kits furnished under 
change order No. 89, at no change in the contract price. 

Furnishing of 24 A modification kits to revise landing gear, 
nacelle doors and operating mechanism, at a total increase 
in contract price of. 

Furnishing of 34 B modification kits to revise landing gear, 
nacelle doors and operating mechanism, at a tota] in- 
crease in contract price of. 

Decreases funds allocated for item 33: Training parts, tools, 
and equipment for the airplanes called for under item 30, 
in the total amount of. 

Revision to delivery schedule for items 36, 37, and 38 any 


adjustment in contract price occasioned by the change | 


to be the subject of negotiations between the Govern- 
ment and the contractor at a later date, and the result 
set forth in an amendment to this contract. 


| Written for the following: 
ment No. 114, Jan. 5, 1951. | 


4 mobile training units based on C-119C airplane 51- 


5 mobile training units specification MIL-T-5111. 
Incorporates miscellaneous engineering change proposals 
for a total increase of $45,811.35 of which $39,508.92 were 
allocated under item 34; $5,402.07 were allocated under 


item 42; and of which $900.36 is added to the contract | 


price as new procurement. 


| Furnishing of 108 A modification kits to replace narrow 


casters on fuselage paratroop doors, at a total increase in 
contract price of. 

Furnishing of 56 B modification kits to replace narrow 
casters on fuselage paratroop doors, at a total increase in 
contract price of. 


Amount or 


price 


112, 000. 00 


2, 746. 


—136, 000. 0 


493. 56 


115. 36 
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Contract change order, sup- 
plemental agreement or 
administrative notice No. 


Change order No. 116, Jan. 
18, 1951—Continued 


Change order No. 117, Jan. 
18, 1951. 


Change order No. 118, Jan. 


27, 1951. 


Change order No. 119, Jan. 
27, 1951. 


Change order No. 120, Feb. 
23, 1951. 


Change order No. 121, Feb. 


22, 1951. 


Change order No. 
Change order No. 123, Feb. 
24, 1951. 





Description 


| Furnishing of 146 modification kits to install oscillation 


Change order No. 124, Mar. 


2, 1951. 


Change order No. 125, Mar. 
6, 1951. 


Change order No. 126, Mar. 
20, 1951. 


Change order No. 127, Mar. 
27, 1951. 


Change order No. 128, Mar. 
27, 1951. 

Change order No. 129, Mar. 
29, 1951. 


Change order No. 130, Mar. 
30, 1951. 


damper on torque pressure gage system, at a total in- 
crease in contract price of. 


| Furnishing of 12442 modification kits to install separate 


pitot and static heads, at a total increase in contract 
price of. 

Furnishing of 203 modification kits to install nose gear 
gland nut lock for strut assembly, at no change in con- 
tract price. 


Increases funds allocated under item 31, spare parts for 


Airplanes called for under item 30, in the total amount of. 
Furnishing of the following modification kits for an in- 
crease in price of: 
138 kits to relocate oi] lines on C-119 aircraft. 
135 kits to brace main gear side. 
67 kits for side brace assemblies for shipped spares. 
116 kits for modification of auxiliary power plant fuel 
system. 
Revises parts list for the kits procured under change order 
No. 89 to this contract, at a total decrease in the contract 
price of. 


| Increases funds allocated under item 59, kits and such 


miscellaneous modernization modification parts and/or 
assemblies and subassemblies for the model aircraft 


manufactured by the contractor, in the total amount of. | 


Increases funds allocated under item 19, spare parts for the 
airplanes called for under items 16(a), 17 and 18, in the 
total amount of. 


| Canceled Mar. 15, 1951. 


Increases funds allocated under item 59, kits and such 
miscellaneous modernization modification parts and/or 
assemblies and subassemblies for the model aircraft 
manufactured by the contractor, in the total amount of. 

Increases funds allocated under item 59, kits and such 
miscellaneous modernization modification parts and/or 
assemblies and subassemblies for the mode] aircraft 
mannfactured by the contractor in the total amount of. 


Increases funds allocated under item 59, kits and such | 
| 


miscellaneous modernization modification parts and/or 
assemblies and subassemblies for the model aircraft 
manufactured by the contractor in the total amount of. 
Incorporates miscellaneous engineering change proposals 
for a total increase of $20,878.83, of which $2,614.04 was 
allocated under item 34, $4,850.87 was allocated under 
item 35, $11,497.64 was allocated under item 42, and of 


which $1,916.28 is added to the contract price as new | 


procurement. 
Revision to delivery schedule for itemsg36, 30, 37 and 38, 


any adjustment in contract price occasioned by the | 


change to be the subject of negotiations between the 
Government and the contractor at a later date, and the 
result set forth in an amendment to this contract. 


Revises parts list for the kits procured under change order 


No. 64 to this contract, at no change in the contract price. 

Incorporates exhibit E, revision 2, exhibit of special tools 
and ground handling equipment contemplated by item 
25 for the airplanes called for under item 16 (b), for a total 
price of —$312.88 decrease in price, the funds for which 
were allocated under item 25. 

Furnishing of 7 modification kits to provide for stand- 
ardized type of radio control panels, at a total increase 
in contract price of. 


| Furnishing of 11 modification kits to add elevator push 


Change order No. 131, Apr. | 


5, 1951. 


Change order No. 132, May 
7, 1951. 


pull tube dampers, at a total increase in contract price 
of. 

Incorporates revisions 8 and 9 to exhibit A, exhibit of 
spare parts contemplated by item 6, for the airplanes 
under Items 1 through 5, for a total price of $15,591.64, 
the funds for which were allocated under item 6. 

Increases funds allvcated for engineering and/or specifica- 
tion changes as called for under item 42, by a total amount 


of. 

Increases funds allocated for spare parts as called for under 
item 39 (a) by a total amount of. 

Increases funds allocated for spare parts as calledfor under 
item 39 (b) by a total amount of. 








Amount or 
price 


$10, 634. 74 


11, 749. 07 


850, 915. 00 
5, 824. 98 


—693. 84 


37, 350. 00 

2, 152, 608. 00 
6, 745. 20 

13, 708. 68 
316, 319. 30 


1, 916. 28 


862, 069. 00 


39, 304. 00 
98, 627. 00 
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Contract change order, sup- , 
plemental agreement or Description A — or 
administrative notice No. P 





Change order No. 133, Apr. | Furnish spare parts, special tools and ground handling 

11, 1951. equipment peculiar to the tandem type landing gear on 
four (4) mode] C-119 Aircraft, as called for under item 58, 
b . 


Increasing funds allocated under item 58 by a total | 
amount of. } 
Change order No. 134, Incorporates exhibit H, exhibit of training parts, tools and | 
11, 1951. equipment, contemplated by item 33 for the airplanes | 
called for under item 30, for a total price of $26,791.15, 
the funds for which were allocated under item 33. 
Change order No. 135, Increases funds allocated under item 59, kits and such | 3, 104. 00 
16, 1951. miscellaneous modernization modification parts and/or 
assemblies and subassemblies for the model aircraft | 
manufactured by the contractor in the total amount of. 
Change order No. 136, Revises that part of change order No. 116 called for the | 
17, 1951. modification kits for installing separate pressure and | 
static sources in Pitot Static System, for a total decrease | 
in contract price of. 
And to read as follows in lieu of the manner set forth in | 
change order No. 116: 
Furnishing of 54 A modification kits for price of 
$5,126.22. 
Furnishing of 28 B modification kits for price of | 
$2,501.52. 
Furnishing of 42 C modification kits for price of | 
$3,545.64. 
Change order No. 137, Apr. | Furnishing of 67 A modification kits for modification of 
18, 1951. valve—heat, vent and deicing system, at no change in 
contract price. 
Furnishing of 19 B modification kits for modification of 
valve—heat, vent and deicing system, at no change in 
contract price. 
| Furnishing of 73 kits for modification of nacelle forward 
structure, reinforce gusset, at no change in contract price. 
Change order No. 138, Apr. | Revises parts list for the modification kits as procured 
26, 1951. under change orders Nos. 111 and 116 to the contract, at 
no change in contract price. 
Change order No. 139, May | Revises change order No. 67 to read as follows for an in- | 9, 256. 40 
» 1951. crease in price of. ———_—_—__—_—__—— 
1 monorail demonstrator contractor-designed kit, 4, 187. § 
with actuator. 
2 monorail demonstrator contractor-designed kits, less 2, 599. 80 
actuator. 
1 |-Beam monorail demonstrator kit, with actuator 3, 606. 20 
4 1-Beam monorail demonstrator kits, less actuators 8, 708. 40 
Change order No. 140, April | Revises exhibit D, exhibit of special tools and ground 0 
28, 1951. handling equipment contemplated by item 7 for the air- 
planes called for under items 1 through 5, as incorporated 
under change order No. 69, to the following 
Exhibit D including revision for a total price of 
$423,397.06, the funds for which were allocated under 
item 7. 
Incorporates revisions 2 and 3 to exhibit B, exhibit of spare 
parts contemplated by item 19 for the airplanes under 
items 16 (a), 17 and 18, in the total amount of $1,877,554.27, 
the funds for which were allocated under item 19. 
Change order No, 141, May | Furnishing of 14 kits for installation of nose gear gland nut 
7, 1951. lock for strut assembly (7 kits for airplanes and 7 kits for 
spares), at no change in price. 
Change order No. 142, May | Incorporates revisions 4, 5 and 6 to exhibit B, exhibit of | 
16, 1951. spare parts contemplated by item 19 for the airplanes | 
under items 16 (a), 17 and 18, in the total amount of | 
$218,988.70, the funds for which were allocated under 
item 19. 
Incorporates revision 4 to exhibit C, exhibit of spare parts 
contemplated by item 24, for the airplanes called for 
under items 16 (b), for a total price of $649.55, the funds 
for which were allocated under item 24. 
| Incorporates exhibit G, exhibit of special tools and ground 
handling equipment for the airplanes called for under 
items 1 to 3 (a), 4, 5, 16 (a), 17, 18, and 30, for a total price 
of $48,640.76, the funds for which were allocated under 
item 7 of the contract. 
| Furnishing of 40 modification kits for modification of spare 
paratroop door assemblies, at no change in contract price. 
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Contract change order, sup- 
plemental agreement or Description | 
administrative notice No. | 





Change order No. 143, May | Revises the special tools and ground handling provisioning 
14, 1951. | document as set forth in items 40 (a), 40 (b) and 44 of | 

par. (a) ofart. 150f the Contract, at no change in contract 

| price. 

Furnishing of 7 modification kits necessary for incorpora- | 
| tion of dorsal fin and boom reinforcement, for a total | 
| price of. 

Furnishing of 7 modification kits necessary for incorpora- | 

tion of nacelle reinforcement, for a total price of. 

Furnishing of 7 modification kits necessary for modification | 

of tail cone and rudder, for a total price of. 

| Furnishing of 16 each Government-furnished vertical fins, 

modified by the contractor, for a total price of. 

Additional articles and supplies as follow: for 

increase of. 

| And for the item price as noted: | 

} Item 40 (c): Special tools and ground handling equip- | 

ment for the airplanes called for under item 7 of 
exhibit A of letter contract AF 33(038)-18481, 
| $420,000. 

Increase in funds allocated to item 40 (b), snecial tools and 

ground handling equipment for the airplanes under 

item 38 for a total increase of. | 

Increase in funds allocated to item 41, training aids, tools 
and equipment for airplanes under items 36 and 38, for a | 
total increase of. 

Decrease in funds allocated for item 59, kits and such mis- 
cellaneous modernization modification parts and/or as- 
semblies and subassemblies for the model aircraft manu- 
factured by the contractor in the total amount of. 

Redetermination of prices, additional articles and sup- | 
plies as follows, resulting in a total increase in contract | 
price of. 

Item 30 (a): 1 C-119C airplane___- 

Item 30 (b): 7 C-119C airplanes 

Item 30 (c): 45 C-119C airplanes 

Item 34: Engineering and/or specification changes for 
the airplanes under item 30. 

Item 35: Engineering and/or specification changes for 
the airplanes under items 16, 17, and 18. 

Item 36: 53 C-119C airplanes 

Item 37: 31 model R4Q-1 airplanes _--- -- 

Item 38: 131 model C-119C airplanes ----- } 

Item 41: Training parts, training tools and equipment. 
for airplanes under items 36 and 38. 

Item 42: Engineering and/or specification changes for 
the airplanes under items 36 and 38. | 

Item 45: Canceled. | 

Item 46: 1 YC-119E-FA airplane modified from C-119 | 
airplane 51-2617. 

Item 47: 1 rack or vehicle pack for the aircraft called 
for by item 47. 

Item 48: Perform and/or furnish the following in con- | 
nection with the manufacture and delivery of the | 
airplane called for by item 46: } 

(a) Modify and test one 1/14 seale Government- 
owned M-142 wind tunnel model; 

(5) Furnish one multilith copy of an experimental 
Pilot’s Handbook for such airplane where it | 
differs from the C-119C Handbook; 

(c) Furnish one multilith copy of an experimental | 
Erection and Maintenance Handbook for | 
such airplane where it differs from the 
C-119C Handbook 

(d) Furnish engineering drawings of an experi- | 
mental nature, data lists, stress report and 
weight and balance data to cover the differ- | 
ences between the C-119C airplanes and the 
airplane under item 46; 

(e) Perform preliminary flight testing of the air- 

lane called for by item 46 

Item 49: Change in price for this item to read 

Item 53: Change in price for this item to read___--- 

Item 55: Furnish data for A/C under items 36 and 38, 
in accordance with exhibit A to supplemental agree- | 
ment No. 96. Price included in the price of air- 
planes under items 36 and 38. 


Change order No. 144, May 
21, 1951. 


Change order No. 145, July 


a total 
3, 1951. 





Change order No. 146, June 
15, 1951. 


- MTR 
No. 147, 


agreement 
June 30, 1951. 





AIRPLANES—ContTrRActT W33-038 ac—19200— Con. 


Amount or 


price 


904, 800. 00 


190, 000. 00 


—26, 000. 00 


8, 226, 241. 65 


ages 
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2, 043, 466. 00 
100, 000. 00 
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plemental agreement or | Description A — or 
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a a 





Supplemental agreement | Redetermination of prices, ete.—Continued 
No. 147, June 30, 1951— | Item 56: Furnish data for A/C under item 37 in accord- 
Continued. | ance with provisions of exhibit A except for pars. 1, | 
9, and 10 thereof and exhibit B attached to supple- | 
mental agreement No. 96, except that if there is any | 
conflict between the exhibits, exhibit B shall pre- | 
vail, price included in price of airplanes under item | 
37 


‘. 
Item 58: Furnish and install tandem gear and larger $180, 768. 81 
nose wheel to provide improved flotation, including | 
all necessary tires, tubing, wheels and brakes; pro- | 
vide spare parts, the items and quantities of such 
spare parts and the respective unit and tital prices 
thereof shall be established by an appropriate ex- 
hibit to this contract identified as exhibit A to sup- | 
plemental agreement No. 147; and prepare and for 
ward to the Government revisions to handbooks | 
and engineering data to substantiate this installa- 
tion, on four (4) C-119C airplanes 50-135, 50-139, 
50-143 and 50-147. (This amount for tandem gear | 
and revisions.) 
For spares 161, 700. 00 
Item 60: 
(a) 1 mobile training unit No. 51-001 - 234, 351. 00 
(6) 3 mobile training units No. 51-001 394, 557. 00 
(ec) 1 mobile training unit No. 51-002 159, 544. 00 
(d) 2 mobile training units No. 51-003 214, 736. 00 
(e) 2 mobile training units No. 51-004 214, 736. 00 
Item 61: 
(a) 1 C-119H airplane modified from C-119C air- 2, 623, 348. 00 
plane serial No. 51-2585. 
») In connection with the work called for in item 
61 (a), furnish and/or perform: 
(1) Furnish 1 powered wind tunnel model 
including testing. 
(2) Furnish 1 multilith copy of experi- 
mental Pilot’s Handbook for such 
airplane where it differs from the 
C-119C Handbook. 
(3) Furnish 1 multilith copy of an experi- 
mental Erection and Maintenance 
Handbook for such airplane where it 
differs form the C-119C Handbook. 
(4) Furnish engineering drawings of an ex- 
perimental nature, data lists, stress 
report and weight and balance data 
to cover the differences between the 
C-119C airplane and the airplane 
called for in item 61 (a). 
(5) Perform preliminary flight testing of 
the airplane called for in item 61 (a). 
(6) Furnish 1 main landing gear, either 
right or left, and fuel tank for the air- 
plane called for in item 61 (a). 
This price of this item 61 (b) isineluded in the price | 
of the airplane under item 61 (a). | 
Item 62: Repair of damages sustained by C-119C air- | 1, 186. 95 
plane serial No. 50-121. 
Item 63: Furnish and install 1 dorsal fin on C-119B 2, 447. 60 
static test airplane serial No. 48-321. 
Item 64: Installation of miscellaneous technical orders | 24, 499. 84 
and modification kits, and performance of necessary 
flight tests to insure proper operation of all equip- | 
ment installed on C-119C airplanes serial Nos. 49- | 
180, and 49-182 through 49-185, at a total price of. 
Item 65: Performance of flight test program for testing 10, 987. 00 
of dual tandem gear on A/C 50-135; recording and 
summarizing the data obtained. 
Item 66: Perform study, revision to required data for 28, 918.00 
C-119C airplane to provide information for flight | 
simulators, and submittal of report on airplane serial | 
No. 50-156. 
Item 67: Compliance with Par. 2 (a) of technical order | 
03-10B A-85 Feb. 15, 1951, carburetor rework, C-119C 
airplanes: 
(a) Serial Nos. 50-162 through 50-171_-_- 
(b) Serial Nos. 51-2532 through 51-2584. ___- 
(c) Serial Nos. 126574/126582 and 128723/128744_. 


(} 
{ 
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Contract change order, sup- 


plemental agreement or | 
administrative notice No. | 


Description 





Supplemental agreement 
No. 147, June 30, 1951.— 
Continued 


Change order No. 
3, 1951. 


148, July 


Change order No. 
6, 1951. 


149, July 


Change order No. 
16, 1951. 


150, July 


Change order 51, July 


, 


Change order No. 152, July 
1. 


, 





Change order No. 


Aug. 27, 1951. 


Change 
Sep 


order No. 


7, 1951. 


| Incorporates revision 4a to exhibit C, exhibit of spare parts 


Canceled Oct. 





Redetermination of prices, ete.—Continued 

Change in delivery schedule for items 30, 38 and 46, at 
no change. 

Decrease in contract price for the miscellaneous engi- 
neering change pros under change order No. 21 
in the amount of. 

Decrease in contract price for the static test work 
~ for under change order No. 101 in the amount 





Shes in contract price for the miscellaneous engi- 





neering change proposals under change order No. 126 
in the amount of. 
Increases funds allocated under item 39 (a) in the 
amount of. 
Increases funds allocated under item 39 (b) in the 
amount of. 
Increases funds allocated under item 40 (a) in the 
amount of. 
Increases funds allocated under item 40 (b) in the 
amount of. | 
Furnishing of modification kits as follows: 
7 kits for heat and vent system, hot air duct heater | 
compartments, metal foil installation, for a total in- | 
crease in price of. 
7 C kits for installation of automatic air temperature | 
control for a total increase in price of. | 
7 kits for reinforcement of main boom, for a total in- 
crease in price of. 
Incorporates revision 1 to exhibit H exhibit of training | 
parts, tools, and equipment, contemplated by item 33 
for the airplanes called for under item 30, for a total price 
of $611.88, the funds for which were allocated under item | 


33. 

Decreases quantity of kits furnished under change order 
No. 81 for the modification of individual switches for | 
carburetor air control, from a quantity of 60 to 59, at a 
total decrease in contract price of. 

Increases funds allocated for item 39a, spare parts for the | 
airplanes under item 36, for a total amount of. 

Increases funds allocated for item 39b, spare parts for the | 
airplanes under item 38, for a total amount of. 

Incorporates engineering change proposal, type G-1 oxygen 
cylinders and co =p with Specification MIL-C-5890 
effective on 162 119C aircraft, serial Nos. 51-2556 
through 51-2717, at a total price of $12,761.10, the funds 
for which were allocated under item 42. 

Incorporates engineering change proposal, type G-1 oxygen 
cylinders and comply with Specification MIL-—C-5890 
effective on 31 R4Q-1 aircraft serial Nos. 126574 through 
126582 and 128723 through 128744, at an increase in the 
contract price of. 

Furnishing of modification kits in the quantity of 7 for the 
relocation of rack assembly, fuel and oil pressure trans- 
mitter, to the left side of the engine mount, at an increase 
in the contract price of. 

Incorporates revisions 10 and 11 to exhibit A, exhibit of 
spare parts contemplated by item 6, for the airplanes 
under items 1 through 5, for a total price of $16,996.16, 
the funds for which were allocated under item 6. 


contemplated by item 24, for the airplanes called for 
water items 16 (b), at no change in the value of the 
exhibit. 





| Modification of 1 C-119C airplane 51-2554 to a rescue | 


mission airplane configuration by installation of: 4 500- 
gallon capacity long range fuel tanks in fuselage, provi- 
sions for 16 1,000-Ib. thrust externally mounted JATO 6 | 
bottles, miscellaneous radio equipment; the furnishing 
of 2 multilith copies of revisions to the Pilot’s and Erec- | 
tion and Maintenance Handbooks; and conducting 
approximately 1-hour flight test, for a total increase in | 
the contract price of. | 
8, 1951. 


—$6, 111. 87 


—1, 506. 72 


— 532. 37 


104, 770. 80 
244, 465. 20 
43, 472. 00 
18, 161. 00 


516. 95 


270. 48 
2, 214. 17 
0 


1, 572, 000. 00 
10, 500, 000. 00 
0 


40, 751. 93 
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Contract change order, sup- 
plemental agreement or 
administrative notice No. 





Description 


Amount or 
price 





Change order No. 
Sept. 10, 1951. 


155, 


Change order No. 156, Sept. 
4, 1951. 


Mperepetet agreement 


Change order No. 158, Sept. 
18, 1951. 


Change order No. 159, Sept. 
13, 1951 


Change order No. 160, Sept. 
14, 1951. 


Supplomente! settlement 
agreement No. 161, Dec. 
14, 1951. 


Change order No. 162, Oct. 
951. 


Change order No. 163, Oct. 
951. 


23, 
Change order No. 164, Oct. 
23, 1951. 


Change order No. 165, Nov. 


5, 1951 


Change order No. 166, Nov. 
1 


, . 


Change order No. 
51. 


’ 


167, Nov. 


Change order No. 
12, 1951. 





orm rates miscellaneous engineering change proposals | 

compliance with the provisions of technical order 
03-10BA~ 85 dated Feb. 15, 1951, at a decrease of —$608.96, | 
of which —$32.33 is decreased from the amount expended 
under item 34, and —$576.63 is decreased from the 
amount expended under item 42, and of which +$22.94 
is added to the contract. 

Decreases quantity of Government-furnished vertical fins, 
modified by the contractor, under change order No. 144, 
from 16 to 15 each, at a total decrease in the contract 
price of. 

Canceled October 10, 1951. 


Incorporates revision 7 to exhibit B, exhibit of spare parts 
contemplated by item 19 for the airplanes under items 
16 (a), 17 and 18, in the total amount of $2.01, the funds 
for which were allocated under item 19. 

Incorporates exhibit F including revisions 1 and 2, exhibit 
of spare parts contemplated by item 31 for the airplanes 
under item 30, in the total amount of $2,315,682.65, the 
funds for which were allocated under item 31. 

Increase in funds allocated for item 59, kits and such mis- 
cellaneous modernization modification parts and/or 
assemblies and subassemblies for the model aircraft 
manufactured by the contractor in the total amount of. 

Furnishing of modification kits as follows: 

7 kits for installation of provisions for long range fuel 
tanks and installation of Benson long range fuel 
tanks, for a total price of. 

7 kits for installation of five (5) 4-man troop seats, for 
a total price. 

7 kits for modification of release mechanism covering 
front entrance door, for a total price of. 

7 kits for modification of nacelle preheat valve and 
actuator assembly for a total price of. 

7 kits for modification of nacelle doors and mechanism, 
for a total price. 

Terminates 1 each of item 60 (d) and 2 each of item 60 (e) 
for a total decrease and with a new item price as follows: 
oo (d), 1 mobile training unit No. 51-003; $107,- 


Decreases total amount allocated for item 34, engineering 
and/or Etec teal changes for the airplanes under 
item 30, the total amount of. 

Decreases total amount allocated for item 35, engineering 
and/or specification changes for the airplanes under 
items 16, 17, and 18, in the amount of. 

Increase in funds allocated for item 59, kits and such mis- 
cellaneous modernization modification parts and/or 
assemblies and subassemblies for the model aircraft 
manufactured by the contractor in the total amount of. 

Increase in funds allocated for item 59, kits and such mis- 
cellaneous modernization modification parts and/or 
assemblies and subassemblies for the model aircraft 
manufactured by the contractor in the total amount of. 

Incorporates miscellaneous engineering change proposals 
for a total increase of $14,325.25, of which $12,570.23 was 
allocated under item 34; $1,107.34 was allocated under 
item 35; and of which $647.68 is added to the contract 
price as new procurement. 

Furnishing of 7 modification kits necessary for the modi- 
fication of cables and connectors at station 106 for R4Q-1 
aircraft at no change in contract _. 

Preparation and furnishing of Handbook for Aircraft 
Power Package Buildup Instructions for the R4360-20, 
-20W, -20W A and R3350-30W A engines, at a total price 
— $36,377.40, the funds for which were allocated under 

tem 

pena ‘funds allocated for spare parts called for under 
item 39 (b) in the total amount of. 

Additional articles and supplies as follows for a total in- 
creas in price with items prices as follows: 

Item 68: Spare parts for the airplane called for under 
item 46, 1 YC-119E-FA airplane. 


Item 69: Spare parts for the qirolame called for under | 


item 61, 1 C-119-H airplane. 








$22. 94 


184, 896. 96 


17, 136. 35 


4, 914. 21 

60. 90 

49. 07 

16, 352. 49 
—322, 104. 00 


— 2, 162, 000. 00 


2, 162, 000. 00 


920, 000. 00 
1, 242, 000. 00 
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Contract change order, sup- | 
plemental agreement or Description es or 
administrative notice No. 


Change order No. 169, Dec. | Incorporates revision 7A to exhibit B, exhibit of spare 
12, 1951. parts contemplated by item 19 for the airplanes under 
| items 16 (a), 17 and 18, in the total amount of $1,305.15, 
| the funds for which were allocated under item 19. | 
Supplemental agreement No. | Redetermination of prices, additional] articles and supplies | $473, 027. ! 
170, Dec. 27, 1951. | as follows, resulting in a total increase in contract price of. | 
Item 36 (a): 25 C-119C model airplanes__._.......---- | 
Item 36 (b): 28 C-119C model airplanes. ---_- 
Item 37: 31 R4Q-1 model airplanes__..----.------ 
Item 38 (a): 31 model C--119F airplanes--_-_-__-..._---- 
Item 38 (bh): 50 model C-119F airplanes__-__- 609, 400. 
Item 38 (c): 50 mode] C-119F airplanes______._.....-- 333, 400. 
Item 60 (a): 1 mobile training unit No. 51- peace 205, 452. § 
Item 60 (b): 3 mobile training units No. 51-001__-___-- 343, 481. 22 
Item 60 (c): 1 mobile training unit No. 51-002___..__- 133, 989. 
Item 60 (d): 1 mobile training unit No. 51-003_______- 103, 327 
Item 60 (f): Cancellation of 3 monorail trainers P/N 16, 785. ¢ 
119-T-—796- 1 from item 60 (b) at a cancellation charge 
of. 
Item 67 (a): Compliance with par. 2 (a) of technical | 81 
order 03-10B A-85, dated Feb. 15, 1951, carburetor 
rework on C-119C airplanes 50-162 through 50-171, 
at a total price of. 
Item 67 (b): Compliance with par. 2 (a) of technical 
order 03-10BA-85, dated Feb. 15, 1951, carburetor 
rework on C-119C Airplanes 51-2532 through 51-2537, | 
51-2540 (R. H. engine), 51-2541 and 51-2542, ata total 
price of. ’ 
Item 46: 1 YC-119E-F A airplane modified from C-119 2, 021, 895. 15 
airplane 51-2617. 
Item 53: Change in price for this item to read____-____- 
Item 61 (a): 1 C-119H airplane modified from C-119C 
airplane serial No. 51-2585. 
Item 70: Performance of flight vibration survey on 
Hamilton standard propeller No. 24260-2J17G3-26R | 
on C-119C airplane 50-163. 
Item 71: Supply 3 kits covering partial hoods for C-119 
formation lights in accordance with drawing D1i0- | 
7444 for trial installation. 
Item 72: Furnish 1 mode] C-119 type boom incorpo- | 
rating reinforcements resulting from tail booms, re- | 
inforce—extend stringer; modification to vertical tail | 
for increased load criteria—permanent fix; tail booms, | 
increase strength—permanent fix; and complete | 


), 631, 025. 
630, 672. 
458, 536. 
927, 504. 


NNwegoNn 


with dorsal fin, vertical fin, and tail cone assembly 
for static test by the Government. 

Item 73: Conduct extended flight test program on | 
C-119H airplane 51- — after acceptance but prior to | 
delivery of the air pene 

Item 74: Replace Government-furnished R3350-30W | 
engine on left, hand side of C-119B airplane, serial | 
No. 48-319, with a Government-furnished R3350- 
30W engine. | 

Change in delivery schedule for items 38 and 46 at no | 


change. | 
Change in delivery schedule for items 61 (a) and 61 
(b) (6). 
One of the miscellaneous changes under change order —11, 559. 7 
No. 21 changed, resulting in a decrease in contract | 
price of. 
One of the miscellaneous changes under change order | —219. 
No. 155 changed, resulting in a decrease in contract 
price of. | 
Modification under change order No. 153 changed, re- | —1, 679. 9% 
sulting in a decrease in contract price of. 
Amount expended against item 34 by 3, O91. ! 
items 67(a) and 70 of this supplemental 
agreement No. 170. 
Amount expended against item 42 by 287, 582. 46 
items 38 (a), 67 (b), 71, 72, 73, 74, and the 
change made to change order No. 155 by 
this supplemental agreement No. 170. 
Change order No. 171, Jan. | Amends delivery schedule for the airplanes furnished under 
5, 1952. items 38 (a), 38 (b) and 38 (c), at no change in contract 
price at present, but with negotiations for change in 
price to be determined later by the Government and the | 
contractor. | 
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Contract change order, sup- 
plemental agreement or 
administrative notice No. 





Change order No. 172, Jan. 
10, 1952. 


Change Order No. 173, Feb. 


7, 1952. 


Change Order No. 174, Feb. | 


20, 1952. 


Change order No. 175, Mar. 
4, 1952. 


Supplemental agreement 
No. 176, Mar. 25, 1952. 


Change order No. 177, Mar. 
19, 1952. 


Change order No. 178, Mar. 
25, 1952. 


Change order No. 179_. 
Change order No. 180_. 


Supplemental agreement No. | 


181, Nov. 24, 1952. 


| Furnishing of part Nos. 
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1955— Continued 


Amount or 


Description : 
price 


| Incorporates revisions 5 and 6 to exhibit C, exhibit of spare 
parts contemplated by item 24, for the’ airplanes called 
for under items 16 (b), for a total price of $92,911.26, the 
funds for which were allocated under item 24. 

Incorporates revisions 1 and 2 to exhibit G, exhibit of spe- 
cial tools and ground handling equipment for the air- 
planes called for under items 1 to 3 (a), 4, 5, 16 (a), 17, 1 
and 30, for a total price of $2,015.67, the funds for which 
were allocated under item 7 of the contract. 

Furnishing and delivering of the following for a total in- 
crease in contract price of $3,732.67, fhe funds for which 
were allocated under item 42. 

(a) Four (4) R-3350-85 engine sets of engine shroud 
flight hoods, P/N 60225, with necessary clamps for 
installation. 

(b) 4 R-3350-85 engine sets of dynafocal mounts, P/N. 
R438A. 


| Furnishing of modification kits as follows: 
- 


8 kits required for the relocation of fuel and oil pressure | 
transmitter, for a total price of. 

7 kits for retroactive installation of power plant fire seal 
bulkhead—replace wire woven asbestos with neo- 
prene asbestos, for a total price of. 

8 kits same as above (power plant fire seal bulkhead 
replace wire woven asbestos with neoprene asbestos 
for spares, for a total price of. 
kits for retroactive incorporation of rudder trim tab 
actuator control and wiring—revise, for a total price 
of. 
kits for retroactive modification of auxiliary 
plant—fuel shutoff, for a total price of. 

7 kits for retroactive modification of outer panel duct 
assembly, for a total price of. 

7 kits for retroactive replacement of surface controls, 
flap controls and inboard bellcranks, for a total | 
price of. 

7 kits for retroactive modification of contro] column, 
bottom pulley and sector support—change, for a total 
price of. 

7 kits for retroactive installation of paratroop door | 
easter kits, for a total price of. 

8 C kits for retroactive installation of paratroop door 
caster kits, for spares, at a total price of 

Additional articles and supplies as follows for a total] in- | 
crease in price of. 

Item 75: Services to accomplish repair and modifica- 
cation of 1 C-119 airplane serial No. 49-179 and flight 
test to ascertain the satisfactory operation of the 
airplane as reworked. 

Incorporate miscellaneous engineering change proposals | 
for a total increase of $22,189.64, for funds for which were 
allocated under item 42. 

Decreases funds allocated to item 7 by a total amount of 

Increases funds allocated to item 40a by a total amount of 

110-313315-1 and 110-313315-2 
(quantities of 6 each). Cargo tie-down fittings, at an 
increase in the contract price of $144.24, chargeable to 
item 42. 

Addition of an item of Government-furnished property to 
exhibit A of change order No. 90 for the repair to damage 
of 1 Model C-119C airplane serial No. 49-123, at no 
change in the contract price. 

No gpm ever issued carrying this number 


power 


Additional articles and supplies as follows for a total in- 


crease in price of. 


| And for the item prices as noted: 


Item 86: Installation and modification requirements 
for inflight refueling unit for C-119 aircraft. 

Item 87: Modification of a second model Government- 
owned C-119F airplane to correspond with the final 
configuration of C-119F 51-7968. 

Item 88: Spare parts for the C-119 
plane. 


aerial tanker air- 





2022 


AIRCRAFT PRODUCTION COSTS AND PROFITS 


Move. C-119 anp R4Q-1 ArrpLanes—Contract W33-038 ac-19200—Con. 
Status as of July 31, 1955—-Continued 





Contract change order, sup- 
plemental agreement or 
administrative notice No. 


" 


Description 


Amount or 
price 





Change order No. 182, June 
14, 1954. 


Change order No. 183, May 
27, 1952. 


Change order No. 184, June 
4, 1952. 


Change order No. 185 
Change order No. 186, June 
5, 1952. 


Change order No. 187, May 
26, 1952. 


Change order No. 188, June 
14, 1952. 


Change order No. 189, June 
13, 1952. 


Change order No. 190, June 
14, 1952. 


Change order No. 191, May 
23, 1952. 


Change order No. 192, June 
18, 1952 


Change order No.f193, June 
17, 1952. 


Change order No. 194, June 
3, 1952, 


Change order No. 195, June 
1952. 


Change order_No. 196, June 
7, 1952. 


Change me No. 197, June 


9, 1 





Installation by the contractor of vertical fin and boom 
reinforcements in 38 R4Q-1 model airplanes, for a total 
increase in contract price of. 

Installation by the contractor of 16 Government-furnished 
property kits for retroactive incorporation of elevator 

licrank and end plates—redesign, in 16 R4Q-1 air- 
planes, for a total increase in contract price of. 

Rework by the contractor of 1 spare baby boom, for a total 
increase in contract price of. 

Installation of Government-furnished aircraft equipment 
in model C-119C airplane serial No. 49-179, being modi- 
fied under change order No. 84, at no change in contract 
price, except as provided under art. 40 of the contract, 
revision of prices. 

Revises item 39 (b) to include — parts for not only item 
38 but also the first 21 C-119F airplanes called for under 
Kaiser Mfg. Corp. contract AF 33(038)-18481, at no 
change in contract price. 

Furnishing of 7 modification kits for the retroactive re- 
routing of the manifold drain lines in the fuel system of 
R4Q airplanes for a total price of. 

Canceled Aug. 12, 1952. 

Amends change order No. 167 by changing the engine des- 
ignation of R3350-30WA to R3350-85, at no change in 

e contract price except as may be provided by art. 40, 
price revisions. 

Furnishing of 7 modification kits for the retroactive modifi- 
cation of Pitot Static System—incorporate separate 
pressure and static system, in model R4Q-1 airplanes, for 
a total increase in contract price of. 

Incorporates revision 7 to exhibit C, exhibit of spare parts 
contemplated by item 24, for the airplanes called for 
under item 16 (b), for a total price of $3,051.38, the funds 
for which were allocated under item 24. 

Incorporates revisions 3 and 4 to exhibit G, exhibit of special 
tools and ground handling eg ipment for the airplanes 
called for under items 1 to 3 (a), 4, 5, 16 (a), 17, 18, and 30, 
for a total price of $520.87, the funds for whic 
cated under item 7 of the contract. 

Incorporates exhibit J, exhibit of spare parts contemplated 
by item 39 (a) for the airplanes under item 36, for a total 
price of $3,196,730.82, the funds for which were allocated 
under item 39 (a). 

Furnishing of 7 A modification kits for the retroactive 
incorporation of static line in the aerial delivery system 
of R4Q-1 airplanes, for a total price of. 

Furnishing of 1 ARN-6 compass receiver in lieu of 2 per 
airplane for R4Q-1’s for a total decrease in contract of. 

Furnishing of 38 A modification kits for the redesign of 
retroactive modification of wing flap brackets for R4Q-1 
airplanes, for a total price of. 

Furnishing of 144 B modification kits for the redesign of 
retroactive modification of wing flap brackets for R4Q-1 
airplanes, for a total price of. 

Incorporates miscellaneous engineering change proposals 
at no change in the contract price except as may be 
provided by art. 40, price revision. 

Incorporates revisions 8 and 8A to exhibit B, exhibit of 
spare parts contemplated by item 19 for the airplanes 
under items 16 (a), 17, and 18, in the total amount of 
— the funds for which were allocated under 

m 19. 

Incorporates miscellaneous engineering change proposal 
at no change in the contract price except as may be pro- 
vided by art. 40, price revision. 

Increase in funds allocated for item 59, kits and such mis- 
cellaneous modernization modification parts and/or 
assemblies and subassemblies for the model aircraft 
manufactured by the contractor, in the total mount of. 

Incorporates miscellaneous engineering change proposal 
for an increase in the contract price of. 

Furnishing of 7 modification kits for the retroactive incor- 
ration of king brake handle safety latch, for an 
crease in the contract price of. 

Incorporates revisions 2 and 3 to exhibit D, exhibit of 
special tools and ground handling equipment contem- 
plated by item 7 for the airplanes called for under items 1 
through 5, for a total price of $12,447.02, the funds for 
which were allocated under item 7. 


were allo- 





$165, 220. 20 


2, 375. 84 
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Lye agreemen 
administrative notice Nese 


Description 


Amount or 
price 





Change-order No. 198, July 
8, 1952, 


Change order No. 199__.____- 
Change order No. 200, June 


16, 1952. 
Change order No. 201, June 
16, 1952. 





















Change order No. 202..____. 

eg order No. 203, June 
16, 1952, 

Caer No. 204, June 


y 3 









Change order No. 205, July 
8, 1952. 


















Change order{ No. 206.___--- 
Supplemental¥ag ree ment 
No. 207, Sept. 5, 1952. 

























74721—56——47 







parts to revision 3 to exhibit H, exhibit of 
or 


ls, and equipment, con ted by item 
the airplanes ied for under item 30, at no change in 
the value of the exhibit. 


No document ever issued carrying this number. 

Incorporates miscellaneous engineering change proposal 
for a decrease in the contract price of. 

Furnishing of 7 B modification kits for the reinforcement 
of engine cowling, on model R4Q-1 airplanes, for a total 

increase in contract price of. 

Furnishing of 77 E modification kits for spare secondary 
cowling 11¢-556001 and 110-556002, for a total 
increase in contract price of. 

Furnishing of 152 H modification kits of spare cow] flaps 

ped a as spare parts, for a total increase in contract 
price o 

Furnishing of 4 K modification kits of spare primary cowl 
nose assemblies to be used as spare parts, for a total in- 
crease in contract price of. 

Furnishing of 4 Y modification kits of spare quick-change 
engine units, to be used as spare parts, for a total increase 
in contract price of. 

Canceled Sept. 18, 1952. 

Increases funds allocated for item 39b, spare parts for the 
airplanes under item 38, for a total amount of. 

Extension of time for furnishing kits and such miscella- 
neous modernization modification parts and/or assem- 
blies and subassemblies for the model aircraft being man- 
ufactured by the contractor. (Item 59 of the contract.) 

Incorporates miscellaneous engineering change proposal at 
no change in the contract price except as may be provided 
by art. 40, price revision. 

Furnishing ‘of 7 A modification kits for the retroactive > 
corporation of nose gear shimmy, improved design, in 
R4Q-1 airplanes, for an increase of. 

Furnishing of 4 B modification kits for the retroactive in- 
corporation of nose gear shimmy, improved design, for 
spares, for an increase of. 

Furnishing of 4 C modification kits for the retroactive in- 
corporation of nose gear shimmy, improved design, for 
spares, for an increase of. 

Furnishing of 4 D modification kits for the retroactive in- 
corporation of nose ont shimmy, improved design, for 


spare, for an increase of 

Furnishing of 8 E kits, to be installed on spare strut assem- 
blies, to be used as spares, for an increase of. 

No document ever issued bearing this number. 

Redetermination of prices, additional articles and supplies 
as follows, resulting in a total in 

Item 38 Sy 31 Model C-119C airplanes 

Item 38 (b): 44 Model C-119C airplanes - 

Item 38 (c): 3 Model C-119F airplanes_-__...........-- 

Item 38 (d): 18 Model C-119F airplanes 

Item 38 ee 28 Model C-119F airplanes_..........___- 

Item 39 (b): Spare pe for the airplanes called for 
under items 38 (a), 38 (b), and 38 (e), and the first 
21 C-119F-KF airplanes called for under Kaiser- 
Frazer Corp. contract AF 33(038)-18481. 

Item 41: Training parts, training tools and equipment 
for airplanes under items 36 and 38, and for the air- 
planes called for under item 12 of the supply contract 
AF 33(038)-18499. 

Item 60 (a): 1 mobile training unit No. 51-O001_____- 

Item 60 (b): 3 mobile training units Nos. 51-001 

Item 60 (¢): 1 mobile training unit No. 51-002_____.__- 

Item 60 (d): 1 mobile training unit No. 51-003_______- 

Item 73: Conduet extended flight test program on 
C-119H airplane 51-2585. 

Item 46: 1 YC-119E-FA airplane modified from C-119 
airplane 51-2717. 


Item 61 (a): 1C-119H airplane modified from C-119F | 


airplane serial No. 51-2585. 

Item 76: Conduct a flight vibration survey of approx- 
imately 10 hours duration on aeroproducts propeller 
to be accomplished on EC-119B A/C 48-319. 

Item 77: Performance of the work called for by MCR 


24-3, prototype installation of AN/APS-42 radar 


equipment, on C-119C airplane 50-156. 


crease in contract ames of. 











—$30. 29 
1, 052. 10 


174.79 
358. 72 
198. 60 


268. 12 


3, 536, 590. 00 


2, 449. 86 


110. 96 


4, 689, 817. 82 
10, 166, 496. 00 


7, 404. 00 
14,010, 744. 20 


275, 000. 00 


2, 114, 815. 00 
3, 832, 237. 81 
4, 800. 00 


57, 685. 00 
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| 
| 
| 
| 


Surplemental agreement | Redetermination of prices, etc.—Continued 
ND. 207, Sept. 5, 1952. Item 78: Removal and replacement of R3350-85 en- | $24, 462. 00 
gines on C-119F airplane 51-2586 and repair dam- | 
age to airplane caused by explosion of the right-hand | 


engine. 
Item 79: Performance of work called for by technical | 
order No. 01-115CCA-87, modification of rudder | 
trim-tab actuator limit switch housing cover, on 
C-119 airplanes 48-319 and 50-156. } 
Item 80: Conduct flight test program on C-119F air- 69, 806. 00 
plane 51-2586. 
Item 81: Conduct structural flight tests on R4Q-1 air- 59, 671. 00 
plane 128744, 
Item 82: Compliance with Military Specification 19, 018. 00 
MIL-C-7311 (USAF) dated September 4, 1951, in 
the preparation of technical training charts ’ for 
mobile training units Nos. 6 and 7. 
Change in delivery schedules for items 38, 46, and 61, 
at no change in contract price. | 
| Revises change order No. 165, which incorporated miscel-) 
laneous engineering change proposals, resulting in a 
decrease in contract price of —$1,755.02. 
Revises change order No. 167, which covered the prepara- | 6, 113. 40 
tion and furnishing of Handbook for Aircraft Power | 
Package Build-Up Instructions for R4360 and R3350 
Engines, resulting in a decrease in the contract price of. | 
| Increases funds allocated under item 42, as a result of funds 6, 113. 40 
being available from the revision to change order No. 
167, in the total amount of. 
Revises change order No. 174,which covered the furnishing | 
and delivering of shroud flight hoods and dynafocal | 
mounts for R3350-85 engines, resulting in a decrease of | 
— $29.67 in the funds used against item 42. | 
Revises change order No. 177, covering the furnishing of | 
cargo tie-down fittings, resulting in an increase in the 
contract price of $27.76, the funds for which are available 
from item 42. 
Transfers $288,072.03 from items 46 to 38 (a) 
$33,464.91, which is included i et the price of item 38 (b), 
was transferred from item 4 
$1,899.87, which is included in “the price of item 38 be | 
was transferred from item 42. 
= 399. 22, which is included a the price of item 38 (d), 
as transferred from item 
$17, 732. 12, which is included in ‘the price of item 38 (e). 
was transferred from item 4 
Transfers $246,817.74 from item 38 ie) OT 
| $633.29, which is included in the price of item 46, Was | 
transferred from item 42. 
Transfers $288,072.03 from item 46 to item 38 (a) 
Transfers $246,817.74 from item 38 (e) to item 46 
$4,800, which is included in the price of item 7 
transferred from item 42. } 
$57,685, which is included in the price of item 77, was | 
transferred from item 42. 
$24,462, which is included in the price of item 78, was | 
transferred from item 42. } 
$87, which is included in the price of item 79, was trans- | 
ferred from item 42. 
$69,806, which is included in the price of item 80, was | 
transferred from item 42. | 
Change order No. 208, July | Furnishing of 7 modification kits for the reinforcement of 
22, 1962. pa bracket, for R4Q-1 airplanes, for a total | 
price of. 
Furnishing of 105 modification kits of additional parts for 
modification of type A kits for the installation of auxiliary 
power plant fuel shutoff valve, at no change in contract 
price, except as may be prov ided for in art. 40. 
Furnishing of 91 B modification kits for modification if 
airplanes for the installation of auxiliary power plant | 
fuel shutoff valve, at no change in contract price except 
as may be provided for by art. 40. 
Incorporates miscellaneous engineering change proposals 0 
for a total increase of $26,805.27, the funds for which were 
allocated under item 42. 
Supplemental settlement | Terminates spares parts for the tandem gear as covered —59, 434. 43 
agreement No. 209, June under item 58 for a total decrease in contract price of. 
18, 1953. 
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Contract change order, sup- 
plemental agreement or 
administrative notice No. 


Description 
| 





Change order No. 210, Aug 


Furnishing of 38 A modification kits for the retreactive 
12, 1952. 


incorporation of ditching hatch latching mechanism on 


2025 





ac—19200— Con. 


$5, 377. 38 


mode] R4Q-1 airplanes, for a total increase in contraet | 


price of. 

Furnishing of 13 B modification kits and 13 C modification 
kits to be used as spares for the retroactive incorporation 
of ditching hatch latching mechanism, for a total increase 
in contract price of. 

Canceled December 10, 1952. 

Additional articles and supplies as follows for s 
crease in contract price of. 


Change order No. 211 
Change order No. 212, Aug. 
6, 1952. 


total in- 


(38. 04 


or 


000 © 


Item 61A: Special tools and ground handling equip- 


ment for the airplane (C-119H) called for under | 


item 61 (a), for a total price of $8,000. 

| Decreases funds allocated for special tools and ground 
handling equipment called for under item 7, in the total 
amount of. 

Furnishing of 7 A modification kits for the retroactive 
incorporation of heat, vent, and deicing system—change 
pressure lines from 4” to 38” on R4Q-1 airplanes, for a 
total increase in contract price. 

Furnishing of 31 C modification kits for the retroactive 
incorporation of heat, vent, and deicing system-—change 
pressure lines from 14” to 36” on R4Q-1 airplanes, for a 
total increase in contract price of. 

Furnishing of 38 modification kits for the retroactive in- 
corporation of elevator belleranks and end plates— 
redesign, for a total increase of. 

Incorporates revision 4 to exhibit H, 


Change order No. 213, Aug. 
20, 1952. 


for the airplanes called for under item 30, 
in the value of the exhibit. 

Incorporates revision & to exhibit C, exhibit of spare parts 
contemplated by item 24. for the airplanes called for 
under items 16 (b), for a total decrease of —$10.80, the 
funds for which were allocated under item 24. 

Incorporates revision 12 to exhibit A, exhibit of spare parts 
contemplated by item 6, for the airplanes under items 1 
through 5, for a total decrease of — $3,166.47, the funds for 
which were allocated under item 6. 

Incorporates supplements B-1, B-2, and B-3 to exhibit B, 
exhibit of spare parts contemplated by item 19 for the 
airplanes under items 16 (a), 17, and 18, for a total inerease 
of $135,905.91, the funds for which were allocated under 
item 19. 

Incorporates miscellaneous engineering change proposals 


at no change 


Change order No. 214, Sept. 
15, 1952. 


for a total increase of $11,452.82, the funds for which were | 


allocated under item 42. 

Incorporates miscellaneous engineering change proposals 
for a total increase of $737.24, the funds for which were 
allocated under item 42. 


Change order No. 215, Oct. 
15, 1952. 


Furnishing of 105 A and 91 B modification kits for incor- 


poration of auxiliary power plant fuel shutoff valve, 
installation, at no change in contract price, except as 
may be provided in art. 40. 

Furnishing of 7G modification kits for retr« yattive incor 
poration of control locks, improved design, for ® togal 
increase in contract price of. 

Furnishing of 31 A modification kits for retroactive incor- 
poration of control locks, improved design, for 
increase in contract price of. 

Furnishing of 8 E modification kits for retroactive incor- 
poration of control locks, improved design, for © total 
increase in contract price of. 

Furnishing of 12 G modification kits for spare elevators for 

| retroactive incorporation of control locks, improved de- 
sign, for a total increase in contract price of 

Additional articles and supplies as follows for a tota!) 
crease in contract price of. 

For the item price as follows: 

Item 88: Accomplishment of replacing of 1 ter ‘ 
and main landing gear with standard gear on 4c 
119 tandem gear type aircraft serial Nos F)- 


Supplemental 
No. 216, Oct. 


agreement 


in- 
24, 1952. 


ah 


139, 50-143 and 50-147, $82,268.60. 
Change order No. 217, Sept. | Ineorporates revision 1 to exhibit J, exhibit of spare parts 
17, 1952. contemplated by item 39 (a) for the airplanes under item 


} 
np 


36, for a total price of $383,427 

allocated under item 39 (a). 
Incorporates miscellaneous engineering change 

at no change in the contract price except as may 
vided by art. 40, price revision. 


24, the funds for w 


ch were 


proposals 





exhibit of training | 
parts, tools and equipment, contemplated by item 38 | 


on 


, 000. OF 


292. 88 


247. 69 


13, 602. 48 


6, 362. 79 


1, 189. 26 


i total | 


413. 44 


751. 44 


82, 268, 64 
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pletti agreement 
administrative notice No. | 


Contract change order, Pe 
ental - | Description 





Change-order No. 218, Sept. | Incorporates exhibit K, including revision 1, exhibit of 
8, 1952. , spare parts for the airplanes under item 36, for a total 

amount of $8,418,366.92, the funds for which were allo- 

cated under item 39 (a). 

Change order No. 219, Oct. | Incorporates miscellaneous engineering change proposals 
17, 1952. and/or specification and changes for a total increase of 

“. 734.28, the funds for which were allocated under item 


nanendiiaie emaptemnent B-4 to exhibit B, exhibit of spare 
parts Ww ted by item 19 for the ‘airplanes under 
items 16 (a), 17, and 18, for a decrease of — $3,722.68 in the 
value of the exhibit, the funds for which were allocated 
under item 19. 

Incorporates revision 9 to exhibit C, exhibit of spare parts 
contemplated by item 24, for the airplanes called for 
pee w items 16 (b), for no change in the value of the 

it. 

Incorporates revisions 3 and 4 to exhibit F, exhibit of spare 
parts contemplated by item 31, for the ‘airplanes under 
item 30, for a total price of $388, 729. 71, the funds for which 
were allocated under item 31. 

Change order No, 220, Sept. | Incorporates exhibit L, including revisions 1 through 4, 
30, 1952. the exhibit of spare pore contemplated by item 43 for 

the airplanes under item 37, for a total] price of $2,438,- 

342.93, the funds for which were allocated under item 43. 

Change order No. 221, Nov. | Incorporates revision 5 to exhibit L, the exhibit of spare 
5, 1952. parts contemplated by item 43 for the airplanes under 
item 37, for a total price of $35,149.75, the funds for which 
were allocated under item 43. 

Marking of R4Q-1 airplanes 126574 through 126582 and 
128723 through 128744, in accordance with BuAer Speci- 
fication SR-2g, amendment No. 1, dated May 12, 1950, 
for a total increase in contract price of. 

Additional articles and supplies as follows for a total of 
$1,653.53, the funds for which were allocated under item 
42, and for the item prices as noted: 

Item 84: Conduct 5 satisfactorily photographed exper- 
cmeneat drops, using anthropomorphic dummies, 
through bail-out chute of the model C-119H airplane 
serial No. 51-2585 $1, 653. 53. 

Item 85: Furnish sob scale photographic negatives 
of full scale undimensional drawings for the R4Q-1 
aireraft under this contract, at no change in the con- 
tract price except as may be provided by art. 40. 

Change order No. 222, Nov. | Incorporates miscellaneous engineering change proposals 
5, 1952, pe change in the contract price except as provided by 

ar 

Incorporates supplement B-5 to exhibit B, exhibit of 
spare parts contemplated by item 19 for the airplanes 
under items 16 (a), 17, and 18, at no change in the value 
of the exhibit. 

Incorporates exhibit N, including revisions 1 through 5, 
exhibit of special tools and ground handling equipment 
contemplated by item 44 for the airplanes under item 
37, for a total vine a6 of at 378.67, the funds for which 

«> were allocated / Spree 

Change order No. 223, Nov. | Repair of 1 C-119 ~ ae 51-2646 which was damaged 
17, 1952. in operation by the contractor at contractor’s plant on 
sonroe May 20, 1952, for an increase in the price of the contract 
of $5,858.46, the funds for which were allocated under } 
item 42. 

Increases funds allocated under item 40 (b), special tools 
and ground handling equipment for airplanes under | 
item 38, by the total amount of. 

Increases funds allocated under item 41 (a), training parts, | 100, 000. 00 
training tools and equipment for airplanes under item | 
36, by the total amount of. 

Incorporates revision 2 to exhibit J, exhibit of spare parts 
contemplated by item 39 (a) for the airplanes under 
item 36, for a total price of $2,412.10, the funds for which 
were allocated under item 39 (a). 

Incorporates exhibit M, including revisions 1 through 3, 
exhibit of special tools and ground handling equipment 
for airplanes under item 36, in the total amount of $516,- 
sy the funds for which were allocated under item 
40 (a). 





213, 336. 00 
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-19200— Con. 





Dd. agreem 
administrative notice No. 


Description 





Change order No. 224, Nov. 
17, 1952—Con. 


Supplemental settlement 
agreement No. 225, Dec- 


2, 1952. 
Change order No. 226, Dec- 
5, 1952. 


Ohange order No. 227, Jan- 
26, 1953. 


Change order No. 228, Feb. 
ruary 6, 1949. 


Change order No. 229, Feb. 
25, 1953. 





Incorporates revision 6 to exhibit L, exhibit of spare parts 
contemplated by item 43 for the airplanes under item 
37, for a total price of $7,390.95, the funds for which were 
allocated under item 43. 

Incorporation of miscellaneous engineering change pro- 

als and/or specification changes for a total increase of 
122.40, the funds for which were allocated under item 
42 


Terminates undglivered balance of item 47—1 all-purpose 
rack or vehicle pack for the aircraft called for by items 
45 and 46, for a decrease of. 

Incorporates revision 7 to exhibit L, exhibit of spare parts 
contemplated by item 43 for the airplanes under item 37, 
for no change in the value of the exhibit. 

Revision to item 40 (ce), resulting in a total increase in con- 
tract price of. ‘ 

As follows: 

Item 40 (c): Special tools and ground handling equip- 
ment for the airplanes called for under item 38 (ce), 
38 (d), the airplanes called for under item 27 of con- 
tract AF 33(038)-18499, and the last 138 airplanes 
called for under contract A F 33(038)-18481 $767,352.00 

Item 73 as covered in Supplemental Agreement No. 207 
is revised, resulting in a total decrease in contract price 


of. 

—$83,399.91, which funds should be credited to item 42. 

Incorporation of miscellaneous engineering change pro- 
posals for a total increase of $9,459.63, the funds for which 
were allocated under item 42. 

Incorporation of miscellaneous engineering change pro- 
posals for a total increase of $1,311.29, the funds for which 
were allocated under item 42. 

Incorporates revision 5 to exhibit F, exhibit of spare parts 

contemplated by item 31, for the airplanes under item 
30, for a total pirce of $66,244.10, the funds for which were 
allocated under item 31. 

Incorporates revision 2 to exhibit K, exhibit of spare parts 
for the airplanes under item 36, for a total amount of 
ye the funds for which were allocated under item 

a 


Incorporates revision 8 to exhibit L, exhibit of spare parts 
contemplated by item 43 for the airplanes under item 37, 
for a total decrease in the value of the exhibit of —$3,749.72, 
the funds for which were allocated under item, 43. 

Incorporates exhibit R, including revisions 1through5 and 
6, the exhibit of special tools and ground handling equip- 
ment for airplanes under item 38, in the total amount 
of $320,758.50, the funds for which were allocated under 
item 40 (b). 

Incorporation of exhibit S, including revisions 1 and 2, the 
exhibit of special tools and ground handling equipment 
contemplated by item 40 (c) for the airplanes called for 
under item 38 (c), 38 (d); item 27 of contract AF 33(038)- 
18499, and the last 138 airplanes called for under contract 
AF 33(038)-18481, for a total amount of $366,292.72, the 
the funds for which were allocated under item 40 (c). 

Incorporation of exhibit T including revision 1, the exhibit 
of special tools and ey handling equipment contem- 
plated by item 40 (c) for the airplanes called for under 
item 38 (c), 38 (d); item 27 of contract AF 33(038)-18499, 
and the last 138 airplanes called for under contract AF 
33,038)-18481, for a total amount of $55,469.51, the funds 
for which were allocated under item 40 (c). 

Incorporates revision 6 to exhibit N, exhibit of special tools 
and ground bandling equipment contemplated by item 
44 for the airplanes under item 37, for a total price of 
pe the funds for which were allocated under item 


Incorporation of miscellaneous engineering change pro- 
posals for a total increase of $730.54, the funds for which 
were allocated under item 42. 

Incorporates miscellaneous engineering change proposals 
for a total increase of $57,356.71, the funds for which were 
allocated under item 42. 

In ration of exhibit 8, revision 3, exhibit of special 
tools and ground handling equipment contemplated by 
item 40 (c), for a total amount of $374,50. the funds for 
which were allocated under item 40 (c). 


347, 352, 00 
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Contract change order, sup- } 
plemental agreement or Description —-_ as 
administrative notice No. Pp 











Change order No. 229, Feb. | Incorporation of revision 2 to exhibit T, exhibit of special 

25, 1953—Con. tools and ground handling equipment contemplated by | 
item 40 (c), for a total amount of $43.20, the funds for | 
which were allocated under item 40 (c). 

Incorporation of revision 7 to exhibit R, exhibit of special 
tools and ground handling equipment for airplanes under 
item 38, in the total amount of $81.54, the funds for which 
were allocated under item 40 (b). 

| Incorporation of revision 3 go exhibit J, exhibit of spare 
parts contemplated by item 39 (a) for the airplanes under 
item 36, for no change in the value of the exhibit. 

Change order No. 230, Apr. Incorporates miscellaneous engineering change proposals 
16, 1953. for a total increase of $5,683.11, the funds for which were 

allocated under item 42. 

Incorporates revision 6 to exhibit F, exhibit of spare parts 
contemplated by item 31, for the airplanes under item 30, 
for a total price of —$638.99 decrease, creditable to item 
31 from which the funds were allocated. 

| Incorporation of revision 4 to exhibit J, exhibit of spare 
parts contemplated by item 39 (a) for the airplanes under 
item 36, for a total price of —$207.11 decrease, creditable 
to item 39 (a) from which the funds were allocated. 

| Incorporates exhibit O, including revisions 1 through 4, 
exhibit of training parts, training tools and equipment 
for the airplanes under item 36, exhibit contemplated by 
item 41, for a total amount of $363,424.40, the funds for 
which were allocated under item 41. 

Change order No. 231, May | Incorporation of miscellaneous engineering change propos- 

19, 1953. als for a total increase of $4,818.19, the funds for which | 
| ‘were allocated under item 42. 
| Incorporates revision 10 to exhibit C, exhibit of spare parts 
contemplated by item 24, for the airplanes called for 
under items 16 (b), for a total price of $883.40, the funds 
for which were allocated under item 24. 

Incorporates revision 3 to exhibit K, exhibit of spare parts 
for the airplanes under item 36, for a total amount of 
$219,357.71, the funds for which were allocated under 
iter 39 (a). 

Incorporates revision 9 to exhibit L, exhibit of spare parts 
contemplated by item 43 for the airplanes under item 37, 
for a total decrease in the value of the exhibit of 
—$3,131.20, to be credited to item 43 fromwhich the funds 
were allocated. 

Incorporates revisions 5, 6, and 7 to exhibit O, exhibit of 
training parts, training tools and equipment for the 
airplanes under item 36, exhibit contemplated by item 
41, for a total decrease in the value of the exhibit of 
—$1.72, to be credited to item 41 from which the funds 
were allocated. 

Ohange order No. 232, }une 2,| Incorporates miscellaneous engineering change proposals 
1953 | for a total increase of $4,170.48, the funds for which were 

allocated under item 42. 
| Incorporates Supplement B-6 to exhibit B, exhibit of spare 
arts contemplated by item 19 for the ‘airplanes under 
tems 16 (a), 17, and 18, for a total price of $3,621.89, the 
funds for which were allocated under item 19. 

Incorporates exhibit Z, including revision 1, exhibit of 
spare parts contemplated by item 39 (b), for a total 
price of $387,625.19, the funds for which were allocated 
under item 39 (b). 

Change order No. 233, June | Decreases funds allocated for item 6 by a total amount of. - 
3, 1953. | Decreases funds allocated for item 7 by a total amount of- 

Decreases funds allocated for item 19 by a total amount of- 

Decreases funds allocated for item 24 by a total amount of. - 

Decreases funds allocated for item 25 by a total amount of. 

| Decreases funds allocated for item 31 by a total amount of 
| Decreases funds allocated for item 33 by a total amount of_. 
Decreases funds allocated for item 39 (a) by a total amount 
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<- a funds allocated for item 40 (a) by a total amount 


Decreases funds allocated for item 40 (c) by a total amount 


| 

| nee reases funds Illocated for item 41 by a total amount of-- 

| Decreases funds allocated for item 43 by a total amount of- ‘| 
} 





Decreases funds allocated for item 44 by a total amount of-- 
Decreases funds allocated for item 68 by a total amount of. - 
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Contract change order, sup- 
plemental agreement or 
administrative notice No. 


Description 





Change order No. 233, June 
3, 1953.—Con. 


Change order No. 234, June 
29, 1953. 


Supplemental settlement 
No, , June 30, 1953. 


Change order No. 236, Aug. 
953 


> 
‘> 


Change order No. 237, Aug. 
13, 1953. 


Change order No. 238, Aug. 
12, 1953, 


Change order No. 239, Aug. 
953. 


Change order No. 240, Sept. 
16, 1953. 


Change order No. 241, Sept. 
1953. 


16, 
Change order No. 242, Sept. 
16, 1953. 


Change order No. 243, Sept. 
28, 1953. 


Supplemental ibegement 
No. 244, Oct. 


Change order 
Nov. 4, 1953. 


No. 245, 


Change order 
Dec. 3, 1953 


No. 246, 





1 aoe funds allocated for item 39 (b) by a total amount 
ra) 


Increases funds allocated for item 40 (b) by a total amount 
i) 


The price for preparation and furnishing of Handbook for 
Aircraft Power Package Buildup Instructions as fur- 
nished under change grder No. 167 is decreased from 
$36,377.40 to $30,264; resulting in a total decrease of 
$6,113.40 to be credited to item 42. 

Revises pete of item 77—performance of the work called 
for by MCR 24-3, prototype installation of AN/APS-42 
radar equipment—to read $52,221.21, at a total decrease 
in the price of the item of —$5,463.79, which amount 
shall be credited to item 42. 

Termination of item 87—modification of a second model 
Government-owned C-119F airplane to correspond with 
the final configuration of C-119F A/C serial No. 51-7968, 
resulting in a decrease in the contract price of. 

Incorporates. revision 4 to exhibit K, exhibit of spare parts 
for the airplanes under item 36, for a total amount of 
$237,561.86, the funds for which were allocated under 
item 39 (a). 

Incorporates revision 2 to exhibit Z, exhibit of spare parts 
contemplated by item 39 (b), for a total price of $4,177,- 
30 the funds for which were allocated under item 

Incorporates revision 7 to exhibit N, exhibit of special 
tools and ground-handling equipment contemplated by 
item 44, for a total amount of $410.20, the funds for which 
were allocated under item 44. 

Revises item 46—1 YC-119E-FA airplane from $2,114,- 
815 to read $389,696, resulting in a total decrease in con- 
tract price of. 

Decreases funds allocated for item 69, spare parts, by the 
sum of, 

Restoration by the contractor of aircraft serial No. 51-2696 
amount of $9,798.32, the funds of which were allocated 
under item 42. 

Preparation of a reproducible copy and photolithographic 
negatives of the C-119F Flight Handbook in accordance 
with specification MIL—H-7700 as requested by head- 
quarters Air Materiel Command letter, reference No. 
3117 dated April. 24, 1953, at total increase in contract 
price of $26,291.00, the funds for which were alfocated by 
item 42. 





Incorporation of revision 8 to exhibit R, exhibit of special | 


tools and ground-handling equipment for 


airplanes | 


under item 38, in the total amount of $851.24, the funds | 


for which were allocated under item 40 (b). 
Incorporates revision 5 to exhibit K, exhibit of spare parts 


for the airplanes under item 36, for a total amount of | 
—$15.15 decrease in the value of the exhibit, the funds for | 


which were allocated under item 39 (a). 


Incorporates revision 8 to exhibit N, exhibit of special tools 
and ground-handling equipment contemplated by item | 


44, for no change in the value of the exhibit. 
Incorporates exhibit Y, including revision 1, exhibit of 
special tools and ground-handling equipment contem- 
plated by item 61A for the C-119H airplane called for 
under item 61 (a), for a total of $570.89, the funds for 
which were allocated under item 61A. 
Incorporates revision 3 to exhibit Z, exhibit of spare parts 


contemplated by item 39 (b), for a total of $169,454.44, | 


the funds for which were allocated under item 39 (b) 
Decrease in funds allocated for item 59, kits and such mis- 
cellaneous modernization modification parts and/or as- 


semblies and subassemblies for the model aircraft manu- | 


factured by the contractor, in the total amount of. 

Revises change order No, 234—Decrease of —$6,113.40 in- 
cluded in the provisions of supplemental agreement No. 
207 in lieu of being credited to item 42. 

Incorporates revision 13 to exhibit A, exhibit of spare parts 
contemplated by item 6, for the airplanes under items 1 
through 5, for a total decrease of —$4,909.59, the funds for 
which were allocated under item 6. 

Incorporates revision 10 to exhibit L, exhibit of spare parts 
contemplated by item 43 for the airplanes under item 37, 
for a total increase in the value of the exhibit of $5,815.75, 
the funds for which were allocated under item 43. 


i 


Amount or 
price 


$2, 570, 916. 00 
160, 297. 88 
0 


—50, 000, 00 
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Contract change order, ~ 4 
aa agreemen 
administrative notice Me. 0. 


Description 





Ohange order No. 247, 
ec. 9, 1953. 


Change order No. 248, 
Dec. 9, 1953. 


Change order No. 249, 
Dec. 9, 1953. 

Change order No. 250, Jan. 
8, 1954. 


Change order No, 251, Feb. 
6, 1954. 


Change order No. 252, Jan. 
29, 1954. 


Change order No. 253, Feb. 
954. 


6, 


Change order No. 
Mar. 5, 1954. 


254, 

Change order No. 255, Apr. 
26, 1954. 

Change order No. 256, Apr. 
29, 1954. 


Change order No. 257, Apr. 
22, 1954 


ey order No. 258, May 


Change order No. 259, May 
4, 1954, 


Change order No. 
10, 1954. 

Change order No. 
24, 1954. 

Change order No. 
12, 1954. 


Change order No. 
19, 1954, 





Se RES 2, CRS of oases pars 
contemplated by item 39 (a) for the airplanes under item 
pend per of $16,926.90, the funds for which were 


). 
anenenes exhibit X, including revision 2, exhibit of 
Soo afs 0, the templated by item 69, for a total price of 
— the funds for which were allocated under 


5 revision 4 to exhibit 7, exhibit of spare parts 
contemplated by item 39 (b), for a total of $98,083.98, the 
funds for which were allocated under item 39 (b). 

Decrease in funds allocated for item 59, kits and such mis- 
cellaneous modernization modification parts and/or 
assemblies and subassemblies for the model aircraft 
manufactured by the contractor, in the total amount of. 

Incorporates miscellaneous engineering e@ proposals 
for a total decrease of —$17.39, the funds for which were 
allocated under item 42. 

Incorporates exhibit AA, exhibit of spare parts for the 
aerial tanker contem mplated by item 88, for a total price 
oa Ss, o, the funds for which were allocated under 


nnaeeninn revision 3 to exhibit X, exhibit of spare parts 
contemplated 4 item 69, for a total price of $1,248.94, 
the funds for which were allocated under item 69. 
Incorporates revision 1 to exhibit AA, exhibit of spare 
parts for the aerial tanker contemplated by —_ 88, for 
a bed maf of $134.62, the funds for which were al located 
under 
—— rates revision 6 to exhibit J, a of spare parts 
plated by item 39 (a) for the lanes under 
item 36, for a total decrease in the am Fon of the exhibit 
< ane , the funds for which were allocated under item 


a). 

Incorporates miscellaneous engineering change proposals 
for a total decrease in contract price of. 
corporates revision 7 to exhibit F, exhibit of spare parts 
contemplated by item 31, for the airplanes under item 30, 
for a total price of $5,339.52, the funds for which were al- 
located under item 31. 


Ss funds allocated under item 6 by a total amount of- 


Decreases funds allocated under item 19 by a total amount 
of. 
Decreases funds allocated under item 31 by a total amount 


oL. 
Decreases funds allocated under item 39 (a) by a total 
amount of. 


——- funds allocated under item 69 by a total amount 


Incorporates revision 5 to exhibit Z, exhibit of spare parts 
contemplated by item 39 (b), for a total of $2,167,025.66, 
the funds for which were allocated under item 39 (b). 

Decreases funds allocated under item 40 (b) by a total 
amount of. 

Dae funds allocated under item 61A by a total amount 


Decreases funds allocated under item 88 by a total amount 

of. 

Canceled Dec. 29, 1954. 

Degen funds allocated under item 44 by a total amount 
rt) 


Incorporates revision 6 to exhibit K, exhibit of spare parts 
for the airplanes under item 36, for a total amount of 

5 7 a .71, the funds for which were allocated under item 
a) 
nr funds allocated under item 19 by a total amount 


se supplement B-7 to exhibit B, exhibit of spare 
contem lated by item 19 for the lanes under 
tems 16 (a) 7, and 1 for a total price of $27,766.46, the 
funds for which were allocated under item 19. 
Incorporates revision 6 »S exhibit Z, exhibit of spare Pose 
contem by item 39 i, Se for a total of $472,819 
the funds for which were under item 39 (b). 
= mab ye “aii —— R, M, exhibit of 
un pmen’ 
item Bat no change in value of the exhibit. 


under 





—$157, 315. 39 


—4, 909. 59 
—61, 165. 96 


—69, 587. 01 
—45, 013. 18 
—H, 997. 56 

0 
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Contract change order, sup- 
Le mms agreement or 
administrative notice No. 


Description 





a 


Change order No. 265, Dec. 
13, 1954. 


Sup tal agreement No. 
Feb. 11, 1955. 


Supplemental agreement No. 
266-1, Apr. 18, 1955. 


* eee agreement No. 


Sup ry) ye No. 
July 26, 1955 


Supplemen agreem: 
No. 267, = une 23, 1955. 

Supplemental agreement 
No. 268, July 20, 1955. 


ent 


eget Notice No. 1 
Jan. 17, 1955. 
Adminiebetive Notice No. 2 
Feb. 28, 1955. 

Administrative Notice No. 3 

e 


—— Notice No. 4 
June 17, 1955. 
PR ah ne Notice No. 6 
July 21, 1965, 





Tearqaaes funds allocated under item 69 by a total amount 


Increases funds allocated under item 59 by a total amount of. 


Incorporates supplement 1 to exhibit L, exhibit of spare 
parts contemplated by item 43 for the airplanes under 
item 37, for a total increase in the value of the exhibit of 
om, 717. 12, the funds for which were allocated under item 


ications revision 7 to exhibit Z, exhibit of spare parts 
contemaeed by item 39 (b), for a total of $466,506.23 
the funds for which were allocated under item 39 (b). 
This number has not been used to date. 


Incorporates revision 8 to exhibit Z, exhibit of spare parts 
contemplated by item 39 (b), for a total of $10,507.76, the 
funds for which were allocated under item 39 (b). 

Advance copy only received as of this date. 


Revises change order No. 111, covering kits for revision to 
landing gear, nacelle doors and reg rm mechanism, at 
a total decrease in the value of the kits and quantity of 
kits, resulting in a decrease in contract price of. 

Decreases funds allocated under item 39 (b) by a tatal 
amount of. 

Decreases funds allocated under item 39 (b) by a total 
amount of. 

Decreases funds allocated under item 34 by a total amount 


of. 
Dag funds allocated under item 42 by a total amount 


of. 
Superseded by supplemental agreement No. 268, 


Decreases funds allocated under item 39 (b) by a total 
amount of. 





—1, 069. 81 


—2, 500, 000. 00 
—23, 457. 34 
—8, 337. 92 
—1, 071, 031. 29 


— 183, 493. 77 





Note.—Contract complete except for finalization of items covering spares for R4Q and USAF airplanes. 


ANSWEES TO QUESTIONNAIRE 


Contract number, AF33(038)—18499. 

Type of contract, fixed price with grt redetermination. 
Letter contract dated December 2 

Authorized to proceed December 26, 1950. 


Total sales 


price agreed upon, $146,850,108.78. 


Unit sales price, $262,466.42. 





PRODUCTION COSTS AND PROFITS 





Question 


Contract AF33(038)—18499 





} 


| 
1952 





() 


Donk 
=> 
(gandh) (1)---. 


Cost of raw material - - - - 
Direct labor costs 
.| Overhead claimed 
Percentage of company total_. 
Administrative costs: 
Geheral and adminis- 
trative expense. 
Percentage of company 
total 


Other income and other 
deductions, net. 
Percentage of company 
total. 
Total administrative 
costs. 
Percentage of company 
total. 
Overtime charged to con- 
tract. 
Engineering costs. 


Percentage of company total _ 
Research and development 


a aa 662. 02 


| 
006, 641. 30 
$6, 048, 602. 92 
18. 951 

$955, 714. 35 
15. 996 

$145, 809. 71 
14. 939 

$1, 101, 524. 06 
15. 848 

$121, 239. 81 
$466, 632. 91 

5. 861 

$43, 103. 25 





$41, 212, 495. 73 
$13, 951, 280. 51 
$20, 652, 084. 92 
55. 793 

$3, 833, 205. 09 
47.390 

7, 217. 59 

36. 225 

$4, 280, 422. 68 
45. 912 

$587, 850. 46 
$1, 751, 976. 55 
23. 209 

$376, 546. 53 


$884, 904. 52 
9.379 

$58, 771. 63 
$224, 285. 66 


2. 527 
$89, 827.09 


costs. 
Percentage of company total_- 


201 
Subcontract costs._.........- 


5. 
$2, 376, 533. 71 








% = 25. 132 3. 358 
i. Wales $9, 913, 939. 47 |$1, 284, 849. 61 














8 (i) (2)—Subcontracts in excess of $100,000: 
Name and address: 
Baldwin Piano Co., 1801 Gilbert Avenue, Cincinnati, Ohio. 
Bellanca Aircraft Co., New Castle, Del. 
Diecraft, Inc., 8643 Pulaski Highway, Baltimore 21, Md. 
Gibson Refrigerator Co., defense products division, Greenville, Mich. 
H > H Manufacturing Co., Sycamore and Mills Roads, Clifton Heights, 
a. 
Majestic aircraft division of Majestic Metal Specialties, Inc., Moosup, 
onn. 
Rowe Manufacturing Co., Whippany, N. J. 
Schweizer Aircraft Corp., Elmira, N. Y. 
Tennessee Aircraft Corp.. Box 1285. Berry Field, Nashville 3, Tenn. 
Salaries and bonuses amounted to $781,484.44 over the period of 5 years, 1951 
to 1955, representing 17.7 percent of the total. 
Contributions or dues charged to this contract amounted to $36,393.37, repre- 
senting 24.7 percent of the total. 
Consulting or advisory fees charged to this contract amounted to $41,227.96, 
or 4.5 percent of the total. : 
Traveling expenses charged to this contract were $545,674.61. 


$8, 997, 176. 50 
1, 369, 472. 05 
17, 109. 80 


19, 934. 68 
17, 488. 50 


No airplanes were delivered under this contract for the years 1951 and 1955 
The contract profit applies to other articles delivered. 

Depreciation of $499,346.31 was charged during the period of this contract, 
representing 11.6 percent of the company total. 

Amortization of $207,552.08 is allocable to this contract, representing 7.7 
percent of the company total. 

Compensation paid to retired military officers, chargeable to this contract 
aggregated $48,142. 
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—ContTract AF33(038 
Status as of July 32 31, 1955 


AIRPLANES 





Contract change order, sup- | 
plemental agreement or | 
administrative notice No. | 





Supplemental agreement 
No. 1, June 26, 1952. 


Description 


AF 33(038)-18499, Aug. 9, Articles and supplies as follows for a total price of 
1. 


And for the item prices as noted: 


Item 1: 36 model C =liaF airplanes 

Item 2: 58 mode] R4Q-2 airplanes 

Item 3: 94 model C-119F airplanes 

Item 4: Spare parts for the airplanes under items 1 and 
3 (36 and 94 C-119F airplanes). 

Item 5: Spare parts for the airplanes under item 2, 58 
R4Q-2. 

Item 6: Special tools and ground handling equipment 
for the airplanes under items 1 and 3 (36 and 94 
C-119F airplanes). 


Item 7: Special tools and ground handling equipment | 


for the airplanes under item 2 (58 R4Q-2). 

Item 8: Engineering and/or specification changes for 
the airplanes under items 1 and 3 (36.and 94 C-119F’s). 

Item 9: Data for the airplanes under items 1 and 3 
Included in the price of items 1 and 3. 

Item 10: Data for the airplanes under item 2. 
ed in the price of item 2. 

Item 11: Furnish and deliver, for the period beginning 
Dec. 12, 1950 and ending Dec. 31, 1952, to Kaiser- 
Frazer Corp. and/or Kaiser Manufacturing Corp., 
the manufacturing data, training, training aids, 
technical and liaison assistance, priming parts and 
other information and services required by, and de- 
scribed in an agreement between Fairchild and 
Kaiser-Frazer Corp., dated Dec. 15, 1950. 


Includ- 


Price redetermination for items 1, 2, 3, 4, 5, 6, 8, 9and 11 
resulting in a total decrease of. 
| With new contract item prices resulting as follows: 


Additional] articles and supplies as follows for a total price 


Item 1: 36 model C-119F airplanes. ----_- 

Item 2 (a): 28 model R4Q-2 airplanes 

Item 2 (b): 30 model R4Q-2 airplanes 

Item 3 (a): 32 model C-119F airplanes__- 

Item 3 (b): 28 model C-119F airplanes - 

Item 3 (c): 34 model C-119F airplanes_. 

Item 4: Spare parts for ite ms 1, 3 and 27_.. 

Item 5: Spare parts for item 2 

Item 6: Special tools and emi handling e quipme nt 
for items 1 and 3 and 27, 

Item 8: Engineering and/or specification changes for 
the airplanes under items 1, 3 and 27. 

Item 9: Data for the airplanes called for under items 
1, 3,12, and 27. Price included in the prices of items 
1, 3, 12 and 27. 

Item 11: Furnish and deliver to Kaiser Fraser Corp, 
manufacturing data, training, training aids, techni- 
cal and liaison assistance, priming parts and other 
information and services required. 


of, 
| With item prices or amounts as follows: 


Item 12 (a): 40 model C-119G airplanes 

Item 12 (b): 34 model C-119G airplanes... _-. 

Item 12 (c); 41 model C-119G airplanes. --- ney 

Item 13: Spare parts for airplanes under item 12______ 

Item 14: Special tools and ground handling « equipment. 
for airplanes under item 12. 

Item 15: Special tools and ground handling equipment 
for 24 C-119F airplanes being procured by 
the Government from Kaiser Manufactur- 
ing Corp, 

Training parts, training tools and equipment, 
for the airplanes called for under item 12. 

17 (a) 3 model C-119G (MDAP) airplanes 

17 (b) 12 model C-119G (MDAP) airplanes. 

17 (c) 12 model C-119G (MDAP) airplanes 

17 (d) 12 model C-119G (MDAP) airplanes 

17 (e) 12 model C-119G (MDAP) airplanes 

17 (f) 11 model C-119G (MDAP) airplanes 

18 (a) 


Item 16: 
Item 
Item 
Item 
Item 
Item 
Item 
Item 
A7 (a). 

Spare parts for 

(b)/17 (DH 


Item 18 (b) airplanes under items 17 


Spare parts for the airplanes under item 


| 


2033 


18499 


Amount or 
price 


$72, 955, 414. 00 


11, 174, 256. 
16, 940, 698. 
27, 194, 200. 

6, 243, 874 


00 
00 
00 
00 


3, 388, 140. 00 


370. 00 


767, 


338, $14. OK 


640, 892. 00 


—6, 063, 870. 008 


9, 458, 208. 00 
7, 120, 372. 00 
7, 597, 890. 00 
8, 329, 024. 00 
7, 253, 400. 00 
8, 757, 584. 00 
8, 096, 418. 00 
3, 388, 140. 00 
1, 124, 722. 00 


988, 244. 00) 











} 
| 


86, 263, 887. 00 


10, 327, 520. 00 
8, 830, 514. 00 
10, 670, 824. 00 
6, 562, 349. 00 
1, 004, 457. 00 


213, 336. Of 


100, 000. 00 
780, 846. 00 


3, 116, 652. 00 
2’ 862, 904. 00 
288, 000. 00 


5, 069, 693. 0 
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4 


Status as of July 31, 1956 





Contract change order, sup- | 
plemental agreement or | 


administrative notice No. 





Bf 


ee agreement 
June = 1952. 


Cope order 2, Nov. 16, 


Chane order N No.3, Dec. 17, 


Lotter tract le 
gon isupp men- 
~% t\No. 4, Jan. 


Change order Np.. 5, June 2, 


Change order N@. 6, June 13, 


952... i 
Supplemental agreement No. 


Change order Nb: 8, July 3, 
1952. j 


Change order No. 0, Aug. 
29, 1952, 


agreement No. 


sas Nov, H, 1962. 


Change order No. 11, Sept. 
oO order No. 12, Oct. 


Change order No, 13, Nov. 
25, 1952. 








Description 


With item prices or amounts as follows—Continued 
Item 19 (a) Special tools and ground handling equip- 
ment for airplanes under item 17 (a). 
Item 19 (b) Special tools and ground handling equip- 
ment for ai es under items 17 (b) 
through 17 ( 
Item 20: Data for airplanes under items 17 and 23. 
Price included in price of airplanes under 
items 17 and 23 
Item 22: Spare parts for airplanes under item 38 (c) 
and 38 (d) of art. 15 (a) of contract W33-038 
ac-19200. 
Item 23 (a) 8 model C-119 G (RCAF) airplanes 
Item 23 (b) 9 model C-119G (RCAF) airplanes. 
Item 23 (c) 10 model C-119G (RCAF) airplanes 
Item 23 (d) 6 model C-119G (RCAF) airplanes 
Item 23 (e) 12 model C-119G (RCAF) airplanes 7 
Item 24: Spare parts for the airplanes under item 23__- 
Item 25: Special tools and ground handling equipment 
for airplanes under item 23. 

Item 26: Engineering and/or specification changes for 
airplanes under item 23. 

Item 27: 41 model C-119C airplanes 

Item 28 (a): Engineering and/or specification changes 
for airplanes under item 17 (a). 

Item 28 (b): Engineering and/or specification changes 
for airplanes under items 17 (b) through 17 (f). 

Item 29: Engineering and/or specification changes for 
airplanes under item 12 


ona articles and supplies as follows for a total price 
of. 


With item prices or amounts as follows: 
Item 21: Engineering and/or specification changes for 
airplanes under item 2 
sey = - patel schedule for the airplanes under items 
and 
Called - i 22.—Incorporated in and superseded by 
. A. No 


Incorporates CCN R-27 (N-74320) dated May 8, 1952, 
ore installation of [D-249A/A RN-14 and ID- 249B/ 
ARN-14 on an “either/or” basis on airplanes 51-7968 
through 52-6058, inclusive. 
Increases allocated funds for item 4, spare parts for air- 
planes under items 1 and 3, by the total amount of. 
Canceled on Nov. 26, 1952 


Change in delivery schedule for airplanes under item 2 
and change in Government furnished aeronautical equip- 
ment. 

Incorporates exhibit L, priced spare parts contemplated 
by item 22, for a total price of $237,867.18, the funds for 
which were allocated under item 22. 


Additional articles and supplies as follows for a total price 


of. 
And for the item prices as noted: 
Item 32: Two (2) model C-119G airplanes_. 
Item 33: Spare for the airplanes under item 32... 
Item 34: Special tools and ground handling equipment 
for the airplanes under item 32. 
Item 35: Data for the airplanes under item 2. In- 
cluded in the price of the airplanes under item 2. 
Item 36: Engineering and/or specification changes for 
the airplanes under item 2. 
Change in delivery schedule for airplanes under item 1_._. 


Additional articles and sup a as follows 
tem 30: Fabrication an uiring tooling to accom- 
plish a uction rate of: 28 airplanes per month, the 

ce of which is included in the ai 

Addi —_ articles and sup ~ as follows 
Item 37: Reduced reproducible pho phic 
negatives of full meale end imensional draw for 
the model R4Q-2 airplanes, the price of which is 

included in the price of the airplanes. 





Amount or 


2, 918, 987. 00 
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Status as of July 31, 1956 





Contract change order, sup- | 


plemental agreement or 
administrative notice No. 


Description 





Change order No. 13, Nov. 
25, 1952—Con. 


Change order No. 14, Nov. 
5, 1952. 


Supplement agreement No. 
15, Nov. 5, 1952. 


Supplement agreement TS- 
16 term. docket No. 31908, 
Feb. 27, 1953. 


Supplement agreement No. 
17, Dec. 15, 1952. 


Change order No. 18, Dec. 
*22, 1952. 


Change order No. 19, Jan. 





Additional articles and supplies as follows— Continued 
Item 38: Data for the model C-119F (RCAF) airplanes |, 
called for under items 23 (a), 23 (b). 23 (c), 23 (d) and 
23 (e); the price of such data is included in the price 

of the airplanes: 

a. 1 complete set of vandykes comprising all 

installation assembly and detail drawings. 

b. 1 complete set of blueprints . 

d. 1 complete numerical drawing list in reproduci- 

ble form. 

e. Periodic revisions of each of the above. 
Amends delivery schedule for items 3, 12 and 23 
Incorporates miscellaneous engineering change proposals 

for a total amount of $18,888.02, the funds for which were 
allocated under items 8, 21, 26, 28 (a) 28,(b), 29 as follows: 
Item 8: $20,910.78 removed from item.8 and added to 
airplane prices of items 1, 3 and 27. 
Item 21: $6,953.74 removed from item 21 and added to 
airplane prices of item 2. 
Item 26: Decrease of $32,047.62 added to item 26 and 
removed from the airplane prices of item 23. 
Item 28 (a): $383.62 removed from item 28 (a) and 
added to airplane prices of item 17 (a). 
Item 28 (b): $7,617.46 removed from item 28 (b) and | 
added to airplane prices of items 17 (b), 17 (c). 17 (d), 
17 (e) and 17 (f). 
Item 29: $15,070.04 removed from item 29 and added 
to airplane prices of item 12. } 
Cancels item 15 (special tools and ground handling equip- 
| ment) and item 16 (training aids) at a total decrease in 
contract price of. 
Additional articles and supplies as follows for a total price 
of and for the item price as noted: 
Item 31: Training parts, tools and equipment for the 
airplanes called for under item 17. 
Partial termination of contract as follows (13-C-119G, 
RCAF) airplanes: 
Deletion of 1 airplane from item 23 (d) at a decrease of__ 
Deletion of 12 airplanes from item 23 (e) at a decrease of. 
Additional articles and supplies as follows for a total price of 





‘ 





Item 39: Furnishing to the RCAF 500 copies of pub- 
lications for a total price of $56,144.36. 

Increase in funds for item 22, spares, by 
| 





Increase in funds for item 25, special tools and ground | 
handling equipment, by. 

Decrease in funds for item 6, special tools and ground 
handling equipment, by and deleting any reference to 
item 27. 

| Incorporates exhibit M, exhibit of spare parts contem- 
| plated by item 22, for a total price of $1,604,146.66, the 
funds for which were allocated under item 22. 
| Incorporates exhibit A, exhibit of spare parts contemplated 
| by item 4, for a total price of $7,026,332.95, the funds for 
| which were allocated under item 4. 
Incorporates miscellaneous engineering change proposals | 
| for a total amount of $390,841.90, the funds for which were 
allocated under items 8, 21, 26, 28 (a), 28 (b) and 29 as 
follows: 
Item 8: $152,589.79 removed from item 8 and added to 
| airplane prices of items 1, 3 and 27. 
Item 21: $51,755.14 removed from item 21 and added to 
| airplane prices of item 2. 
| Item 26: $28,554.56 removed from item 26 and added to 
airplane price of item 23. 
| Item 28 (a): $2,676.99 removed from item 28 (a) and 
} added to airplane prices of item 17 (a). 
Item 28 (b): $52,647.47 removed from item 28 (b) and 
added to airplane prices of items 17 (b) through 17 (f). 
Item 29: $102,617.95 removed from item 29 and added 
to airplane prices of item 12: 

Incorporates miscellaneous engineering change proposals 
for a total amount of $13,435.22, the funds for which were | 
allocated under items 8, 21, 26, 28 (a), 28 (b) and 29 as 

| follows: 

| Item 8: $11,640.31 removed from item 8 and added to 
airplane prices of items 1, 3 and 27. 

| Item 21: $389.90 removed from item 21 and added to 
airplane prices of item 2. 





— $313, 336. 00 


200, 000, 00 


200, 000, 00 


— 257, 576. 00 
—3, 105, 252. 00 
56, 144, 36 


1, 000, 000, 00 
52, 154. 00 


— 347, 352. 00 
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Contract change order, sup- " 
plemental agreement or Deseription J ey or 
,dministrative notice No. | price 





Mhange order No. #9, Jan. | Incorporates miscellaneouse ngineering change, etc.—Con. | 
15, 1953-—Con. j Item 26: $215.12 removed from item 26 and added to 
| airplane prices of item 23. 
| Item 28 (a): $20.17 removed from item 28 (a) and added 
to airplane prices of item 17 (a). 
Item 28 (b): $396.63 removed from item 28 (b) and 
added to airplane prices of items 17 (b) through | 


17 (f) | 

Item 29: $773.09 removed from item 29 and added to 
airplane prices of item 12. 

Change order;No. 20, Feb. Additional articles and supplies as follows at no change in 
11, 1953 j the contract price. 

Item 40: Three (3) copies each of 3 x 5 inch, full angle 
glossy print photographs of all special tools and 
ground handling equipment (RCAF) called for 
under item 25, the price of such data included in the | 
price of the airplanes under item 23. 

Item 41: Handbook data for model C-119C and C-119F 
airplanes called for under items 12, 23 and 27, the 
price of such data included in the price of the air- 
planes under items 12, 23, and 27. | 

| Incorporates revision 1 to exhibit L, exhibit of spare parts 
contemplated by item 22, at a total decrease in the price 
of the exhibit of —$4,815.35, the funds for which were al- 
located under item 22. 
| Incorporates revision 1 to exhibit M, exhibit of spare parts 
| contemplated by item 22, at a total increase in the price of 
the exhibit of $545.73, the funds for which were allocated 
under item 22. } 
| Incorporates miscellaneous engineering change proposals 
for a total amount of $60,005.11, the funds for which were 
allocated under items 8, 21, 26, 28 (a), 28 (b), and 29 as 
follows: 
Item 8: $16,517.99 removed from item 8 and added to | 
airplane prices of items 1, 3, and 27. 
Item 21: $1,719.12 removed from item 2] and added to 
airplane prices of item 2. 
Item 26: $3,825.46 removed from item 26 and added to 
airplane prices of item 23. 
Item 28 (a): $57.18 removed from item 28 (a) and added 
to airplane prices of item 17 (a). 
Item 28 (b): $11,236.11 removed from item 28 (b) and 
added to airplane prices of items 17 (b) through 17 (f). 
Item 29: $26,648.95 removed from item 29 and added to 
airplane prices of item 12. 

Ohange”order No. 21, Mar. | Incorporates revision 2 to exhibit L, exhibit of spare parts 
9,. 1953. contemplated by item 22, at a total decrease in the price 
of the exhibit of —$347.09, the funds for which were 
allocated under item 22. 

Incorporates miscellaneous engineering change proposals 
for a total amount of $143,028.94, the funds for which 
were allocated under items 8, 21, 26, 28 (a), 28 (b), and 
29 as follows: 

Item 8: $48,700.80 removed from item 8 and added to 
airplane prices of items 1, 3, and 27. 
Item 21: $19,745.52 removed from item 21 and added 
to airplane prices of item 2. 
Item 26: $14,963.47 removed from item 26 and added to 
airplane prices for item 23. 
Item 28 (a): $735.21 removed from item 28 (a) and | 
added to airplane prices of item 17 (a). 
Item 28 (b): $19,733.34 removed from item 28 (b) and 
added to airplane prices of items 17 (b) through 
17 (f). 
Item 29: $39,150.60 removed from item 29 and added to | 
airplane prices of item 12. 
Supply basic microfilm on the production drawings of the | 
-119B, C-119C, C-119F, C-119G, R4Q-1 and R4Q-2 
airplanes, at no change in the contract price, except as 
may be provided by clause 3, redetermination of prices. , 
Change order No. 22, Apr. | Incorporates revision 2 to exhibit A, exhibit of spare parts | 
13, 1953. contemplated by item 4, for a total price of $906,759.97, 
| the funds for which were allocated under item 4. 
Incorporates revision 2 to exhibit M, exhibit of spare parts 
contemplated by item 22, at a total decrease in the price | 
of the exhibit of —$29,428.61, the funds for which were 
allocated under item 22. 
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Change order No. 22, Apr. | Incorporates exhibit K, including revision 1, exhibit of 
13, 1953. spare parts contemplated by item 24, at a total increase 
of $1,619,497.38, the funds for which were alloeated under | 
item 24. } 
wer ie in funds alloeated for item 24 in the total amount $196, 897. 38 
of. 
en in funds allocated for item 26 in the total amount 200, 000. 00 
r) 


Incorporates miscellaneous engineering change proposals | 0 
for a total amount of $211,869.39, the funds for which | 
were allocated under items 8, 21, 26, 28 (a), 28 (b), 29 | 
and 36, as follows: 

Item 8: $94,446.47 removed from item 8 and added to 
airplane prices of items 1, 3 and 27. 

Item 21: $23,132.36 removed from item 21 and added to | 
airplane prices of item 2. 

Item 26: $13,703.55 removed from item 26 and added } 
to airplane prices of item 23. 

Item 28 (a): $24.66 decrease added to item 28 (a) and 
subtracted from the airplane prices of item 17 (a). 

Item 28 (b): $26,129.08 removed from item 28 (b) and | 
added to airplane prices of items 17 (b) through 17 (f). 

Item 29: $54,404.97 removed from item 29 and added to 
airplane prices for item 12. 

Item 36: $77.62 removed from item 36 and added to | 
airplane prices for item 32. 

Change order No. 23, May | Incorporates exhibit C, including revision 2, exhibit of | 
15, 1953. | special tools and ground handling equipment contem- | 

| plated by item 6, for a total amount of $259,336.15, the | 
funds for which were alloeated under item 6. 

Incorporates exhibit D, including revision 2, exhibit of 
special tools and ground handling equipment contem- 
plated by item 7, for a total amount of $130,497.93, the 
funds for which were allocated under item 7. | 

Incorporates exhibit G, including revision 1, exhibit of | 
special tools and ground handling equipment contem- 
plated by items 14 and 34, for a total amount of $237,- 
558.85, the funds for which were allocated under items | 
14 and 34. 

Incorporates exhibit H, including revision 1, exhibit of | 
special tools and ground handling equipment contem- 
plated by items 19 (a) and 19 (b), for a total amount of 
$283,103.34, the funds for which were allocated under | 
items 19 (a) and 19 (b). 

Incorporates revision 3 to exhibit L, exhibit of spare parts | 
contemplated by item 22, fora total decrease in the value | 
of the exhibit of —$161.76, the funds for which were allo- | 
cated under item 22. 

Incorporates revision 3 to exhibit M, exhibit of spare parts | 
contemplated by item 22, for a total decrease in the value 
of the exhibit of —$1,384.48, the funds for which were 
allocated under item 22. 

Incorporates miscellaneous engineering change proposals 
for a total amount of $424,550.24, the funds for which 
were allocated under items 8, 21, 26, 28 (a), 28 (b) and 29 
as follows: 

Item 8: $169,324.69 removed from item 8 and added to 
airplane prices of items 1, 3 and 27. 

Item 21: $52,698.14 removed from item 21 and added to 
airplane prices of item 2. 

Item 26: $30,967.56 removed from item 26 and added to | 
airplane prices of item 23. 

Item 28 (a): $2,904.09 removed from item 28 (a) and 
added to airplane prices of item 17 (a). | 

Item 28 (b): $57,293.21 removed from item 28 (b) and | 
added to airplane prices of item 17 (b) through 17 (f). 

Item 29: $111,362.55 removed from item 29 and added 
to airplane prices of item 12. 

Change order No. 24, May | Increase in funds allocated for item 29, engineering and/or 100, 000. 00 
11, 1953. specification changes for airplane under item 12 in an 

amount of. | 

Change order No. 25, May | Increase in funds allocated for item 13, spare parts for air- 
13, 1953. planes underitem 12 in the amount of. 











2, 670, 980. 00 
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plemental agreement or Description 
administrative notice No. 





Change order No. 26, May | Incorporates revision 3 to exhibit A, exhibit of ipeene parts 
19, 1953. contemplated by item 4, for a total amount of $52,243.84, 
the funds for which were allocated cp tees item 4. 

Incorporates miscellaneous engineering one) proposals 
for a total amount of $1,343.75, the fade for which were 
allocated under items 8 26, 28 (b), 29 and 36, as follows: 

Item 8: $275.00 removed from item 8 and added to air- 
plane prices of items 1, 3, and 27. 

Item 26: $68.75 removed from item 26 and added to 
airplane prices of item 23. 

Item 28 (b): $268.75 removed from item 28 (b) and 
added to airplane prices of items 17 (b) through 17 (f). 

Item 29: $718.75 removed from item 29 and added to 
airplane prices of item 12. 

Item 36: $12.50 removed from item 36 and added to 
airplane prices of item 32. 

Change order No 27, June | Increases in funds allocated for item 5, spare parts contem- 
22, 1953. plated for airplanes under item 2, in an amount of. 

Incorporates exhibit B including revisions 1 through 5, 
exhibit of spare parts contemplated by item 5, for a total 
amount of $4,184,696.04, the funds for which were allo- 
cated under item 5. 

Incorporates miscellaneous engineering change proposals 
for a.total amount of $32,887.47, the funds for which were 
= tag under items 8, 21, 26, 28 (a), 28 (b), 29 and 36, as 

OlOWS: 
Item 8: $13,601.87 removed from item 8 and added to 
airplane prices of items 1, 3, and 27. } 
Item 21: $840.40 removed from item 21 and added to | 
airplane prices of item 2. 
Item 26: $1,441.89 removed from item 26 and added to 
airplane prices of item 23. 
Item 28 (a): $7,263.42 removed from item 28 (a) and 
added to airplane prices of item 17 (a). 
Item 28 (b): $1,462.64 removed from item 28 (b) and 
added to airplane prices of items 17 (b) through 17 (f). 
Item 29: $8,207.19 removed from item 29 and added to 
airplane prices of item 12. 
Item 36: $70.06 removed from item 36 and added to 
airplane prices of item 32. 
Supplemental agreement No.| Additional articles and supplies as follows for a total price 118, 607. 00 
28, June 30, 1953. of. ; 
Item 42: One (1) mobile training unit for model R4Q 
trainers, flight equipment, mobile at a total price of 
$118,607.00. 
Change order No, 22, July 1, | Incorporates miscellaneous engineering change proposals 
1953, | fora total amount of $2,830.30, the funds for which were 
allocated under items 8, 26, 28 (b), 29 and 36, as follows: 
Item 8: $440,30 removed from item 8 and added to 
airplane prices of items 1, 3, and 27 

Item 26: $421,60 removed from item "26 and added to | 
airplane prices of item 23. 

Item 28 (b): $453.25 removed from item 28 (b) and 
added to airplane prices of items 17 (b) through 17 (f). 

Item 29: $1,489.25 removed from item 29 and added to 
airplane prices of item 12. 

Item 36: $25.90 removed from item 36 and added to air- 
plane prices of item 32. ; 

Supplemental] agreement No, | Redetermination of prices by revision to items 2 (b), 3 (a), 
30, July 14, 1953. 3 (b), 3 (c), 11, 12 (a), 12 (b), 12 (ce), 17 (c), 17 (d), 17 (e), 
17 (f), 23 (e), 23 (d) and 32 at a total increase in contract 
price of. 

With new item prices as follows: 

Item 2 8 (1): 19 R4Q-2 airplanes. 
Item 2 (b) (2): 11 R4Q-2 airplanes___- 
Item 3 (a) (1): 31 C-LIOF airplanes_- 
itam 3 (a) (2): 1 C-119F 
Item gp) ta :17 C-119F a 

3}: :1 C-110F 


: 10 C-119G 








regres 
JESERERER 
SSSSZBR258 


Item » 

Item 3 ft 34 C-119G a: 

Item 11: Furnish and deliver to Kaiser Fraser Cory 
the manufacturi data, training, training ai 8 
technical parts and liaison assistance, priming parts 
and other information and ~~ oan 

Item 12 (a): 40 C-119G airplan 

Item 12 ay: 34 C-119G ahplones 


5S 





»S05 
#2 
28 
SLRS 


~~— 
—— 





Item 12 (c): 41 C-119G airplanes 
Item 17 (c): 12 C-119G airplanes 


= 
a 
2: 
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Description 














Supplemental 


30, July 14, I Con. 















































Change order No. 31, July 
8, 1953. 



















Change order No. 32, July 
31, 1953. 






33, Aug. 





Change order No. 
53. 






34, Aug. 





Change order No. 
13, 1953. 



















Change order No. 35, Sept. 
21, 1953. 





Change order No. 
1953. 


6, 


36, Aug. 






Change order No. 37, Aug. 
4, 1953. 






Change order No. 


38, Sept. 
22, 1958. 






74721—56——_-48 


ment No. 


With new item prices as follows—Continued 
Item 17 (d): 12 C-119G airplanes____..-- . 
Item 17 (e): 12 C-119G airplanes 
Item 17 (f): 11 C-119G airplanes 


Item 23 (d): 5 C-119F (RCAF) airplanes 
Item 32: 2 C-119G airplanes. Sioa 


of $66,489, with item prices as follows: 
Item 43: Installation of APS-42A search radar equip- 
ment and flight test equipment in 1 aircraft 50-156. 
Item 44: Preparation of standard aircraft character- 
istics charts. 

Incorporation of miscellaneous engineering change pro- 
posals for a total amount of $66,489, the funds for which 
were allocated under item 8. 

Incorporates exhibit G, revision 2, exhibit of special tools 
and ground handling equipment contemplated by items 
14 and 34 for the airplanes under items 12 and 32, for a 
total price of $3,804.95, the funds for which were allocated 
under items 14 and 34. 

Tneerpersins exhibit H, revision 2, the exhibit of special 
tools and ground handling equipment contemplated by 
items 19 (a) and 19 (b) for the airplanes under items 
17 (a) through 17 (f), for a total price of $834.09, the funds 
for which were allocated under items 19 (a) and 19 (b). 

Incorporates revision 4 to exhibit A, exhibit of spare parts 
contemplated by item 4 for the airplanes under items 1 
and 3, for a total price of $267,452.44, the funds for which 
were allocated under item 4. 

Incorporates revision 6 to exhibit B, exhibit of spare parts 
contemplated by item 5, for the airplanes under item 2, 
for a total price of $151,140.95, the funds for which were 
allocated under item 5. 

Incorporates revision 3 to exhibit D, exhibit of special tools 
and ground handling equipment contemplated by item 
7, for airplanes under item 2, for a total price of $3,297.97, 
the funds for which were allocated under item 7. 

Incorporates miscellaneous engineering change proposals 
for a total amount of $204,310.20, the funds for which 
were allocated under items 8, 26, 28 (a), 28 (b), 29 and 
36, as follows: 

tem 8: $55,911.60 removed from item 8 and added to 

airplane prices of items 1, 3 and 27. 

Item 26: $510 removed from item 26 and added to air- 
plane prices of item 23. 

Item 28 (a): $437 removed from item 28 (a) and added 
to airplane prices of item 17 (a). 

Item 28 (b): ,384.60 removed from item 28 (b) and 
added to airplane prices of items 17 (b) through 17 (f). 

Item 29: $104,961 removed from item 29 and added to 
airplane prices of item 12. 

Item 36: $106 removed from item 36 and added to air- 
plane prices of item 32. 

Incorporates exhibit N, including revisions 1 and 2, exhibit 
of special tools and ground handling equipment con- 
templated by item 25, for airplanes under item 23, for a 
total price of $130,727.04, the funds for which were allo- 
cated under item 25. 

Incorporates revision 3 to exhibit C, exhibit of special tools 
and ground handling equipment contemplated by item 
6, for airplanes under items 1, 3 and 27, for a total price 
g $2,388.65, the funds for which were allocated under 

tem 6, 

Incorporates revision 3 to exhibit H, exhibit of special tools 
and d handling equipment contemplated or items 
19 (a) and 19 (b), for janes under items 17 (a) through 
17 (f), for a total price of $143.46, the funds for which were 
allocated under items 19 (a) and 19 (b). 

Incor tes revision 3 to exhibit N, exhibit of special tools 
and ground handling equipment contemplated by item 
25, for airplanes under item 23, for a total price of $25.37 
decrease in exhibit price, the funds for which were allo- 
cated under item 25. 








Item 23 (c): 10 C-119F (RCAF) airplanes. -_.__._._...- 


Additional] articles and supplies as follows for a total price 
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| 

Contract change order, sup- | 

plemental agreement or | 
administrative notice No. 





Change order, 
5, 1953. 


Change order, 
5, 1953. 


Change order 
6, 1953. 


Change order N 
14, 1953. 


Change order N 
18, 1953. 


Change order No. 


7, 1953. 


Change order, N: 


a“, . 


Change order 


Change order 
23, 1953. 


Change order 
23, 1953. 


Change order 
23, 1953. 


Change order No. 
24, 1953. 


Change order, No. 
23, 1953. 


, 


Change order, No. 


62, Sept. 
30, 19653. 


| 
No. 39, Aug. 





Description 


Incorporates revision 3 to exhibit G, exhibit of special tools | 
and ground handling equipment contemplated by items 
14 and 34, for airplanes under items 12 and 32, for a total | 
price of $193.99, the funds for which were allocated under 
items 14 and 34. 

Incorporates changes to portions of the exhibits attached to 
change orders Nos. 13, 18, 19, 20, 22, 23, 26 and 29 and 
par. 1 of change order No. 21, at no change in contract 
price. 

Incorporates exhibit E, including revisions 1 through 4, 
exhibit of spare parts contemplated by items 13 and 33, 
for airplanes under items 12 and 32, for a total price of ' 
$5,246,112.49, the funds for which were allocated under 
items 13 and 33. 

Incorporates exhibit F, including revisions 1 and 2, exhibit | 
of spare parts contemplated by items 18 (a) and 18 (b), 
for airplanes under Items 17 (a) through 17 (f), for a total 
amount of $3,154,877.03, the funds for which were allo- 
cated under Items 18 (a) and 18 (b). 

Incorporates Revision 2 to Exhibit K, Exhibit of Spare | 
parts contemplated by Item 24, for airplanes under Item 
23, for a total amount of $117,626.31, the funds for which 
were allocated under item 24. Increase in funds allo- 
cated for item 24 in the total amount of. | 

Incorporates miscellaneous engineering change proposals | 
for a total amountof $725,961.64, the funds for which where | 
allocated under items 8, 21, 26, 28 (b), 29 and 36, as follows: 

Item 8: $176, 232.42 removed from item 8 and added to 
airplane prices of items 1, 3 and 27. 

Item 21: $78,570 removed from item 21 and added to 
airplane prices of item 2. | 

tem 26: $39,530 removed from item 26 and added to | 
airplane prices for item 23. } 

Item 28 (b): $124,810.10 removed from item 28 (b) | 
ea ene to airplane prices for items 17 (b) through | 
17 (f). } 

Item 29: $306,727.78 removed from item 29 and added 
to airplane prices for item 12. 

Item 36: $91.04 removed from item 36 and added to 
airplane prices for item 32. 

Incorporates revision 4 to exhibit N, exhibit of special tools | 
and ground handling equipment contemplated by item 
25, for airplanes under item 23, for a decrease in the value 
of the exhibit of $843.24, the funds for which were allo- 
cated under item 25. 

Incorporates revision 4 to exhibit M, exhibit of spare parts | 
contemplated by item 22, at a total increase in the price 
of the exhibit of $539.63, the funds for which were allo- 
cated under item 22. 

Incorporates revision 5 to exhibit M, exhibit of spare parts 
contemplated by item 22, at a total increase in the price 
of the exhibit of $1,040.87, the funds for which were allo- 
cated under item 22. 

Incorporates revision 6 to exhibit M, exhibit of spare parts 
contemplated by item 22, at a total increase in the price 
of the exhibit of $—. 

Incorporates revision 4 to L, exhibit of spare parts con- 
templated by item 22, at a total increase in the value of 
the exhibit of $547.74, the funds for which were allocated 
under item 22, 

Incorporates revision 4 to exhibit C, exhibit of special tools 
and ground handling equipment contemplated by items 
19 (a) and 19 (b), for airplanes under items 1, 3, and 27, 
for a total price of $53.14, the funds for which were allo- | 
cated under items 19 (a) and 19 (b). 


| 
} 
| 
} 
| 





( 
. | Incorporates revision 4 to exhibit G, exhibit of special tools 


and ground handling equipment contemplated by items | 
14 and &4, for airplanes under items 12 and 32, for a total 

rice of $175.27, the funds for which were allocated under 
tems 14 and 34. 

Incorporates miscellaneous engineering change proposals 
and ch at no change in the contract price except as 
provided by clause 3, redtermination. 

Change in schedule—authorization to ship preconcurrently | 
all vendor maintenance and overhaul parts contemplated 
by exhibits A, E and F to the contract, provided that 
said parts have 3 unit cost of less than $10. | 
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Contract change order, sup- | 
plemental agreement or Description 
administrative notice No. 











Change order, No. 53,.Oct | Transfer of funds of items as follows: 

15, 1953. | Item 8: Funds decreased in the total amount of ; — $97, 285. 63 
Item 29: Funds increased in the total amount of 97, 285. 63 
Item 28 (a): Funds decreased in the total amount of___| —60, 000. 00 
Item 28 (b): Funds increased in the total amount of__-| 60, 000. 00 

Incorporates miscellaneous engineering change proposals 0 
for a total amount of $164,644.71, the funds for which 
} were allocated under items 8, 21, 26, 28 (a), 28 (b), 29 and | 
| 36, as follows: 
Item 8: $23,873.80 removed from item 8 and added to 
airplane prices for items 1, 3 and 27. | 
Item 21: $6,702.00 removed from item 21 and added to 
airplane prices for item 2 
Item 26: $6,001.40 removed trom item 26 and added to 
airplane price s for item 23 
Item 28 (b): $23,288.00 remov ed from item 28 (b) and 
added to airplane prices for items 17 (b) through 17 (f). 
Item 29: $104,189.51 removed from item 29 and added 
to airplane prices for item 12. 
Item 36: $590.00 removed from item 36 and added to 
| airplane prices for item 32. 

Change order, No. 54, Oct. | Incorporates revision 3 to exhibit K, exhibit of spare parts | 
13, 1953. contemplated by item 24, for airpls anes under item 2; 

for a total amount of $13,995.58, the funds for which were | 

allocated under item 24. 

Change order, No. 55, Oct. | Incorporates revision 3 to exhibit F, exhibit of spare parts 
13, 1953. contemplated by items 18 (a) and 18 (b), for airplanes 

under items 17 (a) through 17 (f), for a total amount of 

$32,952.94, the funds for which were allocated under 

items 18 (a) and 18 (b). 

Change order, No. Incorporates revision 5 to exhibit A, exhibit of spare parts 
27, 1953. contemplated by item 4 for the airplanes under items 1 
and 3, for a total price of $187,900.20, the funds for which 
were allocated under item 4. 

Incorporates revision 4 to exhibit D, exhibit of special 
tools, and ground handling equipment contemplated 
by item 7, for airplanes under item 2, for a total price | 
en the funds for which were allocated under 
item 7. 

Change order, No. 57, Nov. | Incorporates revision 5 to exhibit E, exhibit of spare parts 
3, 1953. contemplated by items 13 and 33, for airplanes under 

items 12 and 32, for a total decrease of —$29, 439.96 in the | 

value of the exhibit, the funds for which were allocated 

under items 13 and 33. 

Change order, No. 58, Nov. | Incorporates revision 7 to exhibit M, exhibit of spare parts 
3, 1953. contemplated by item 22, at a total increase in the price 

of the exhibit of $312.03, the funds for which were al- | 

located under item 22. 

Change order No. 59, Dee. | Incorporation revision 7 to exhibit B, exhibit of spare parts 
10, 1953. contemplated by item 5, for the airplanes under item 2, | 

for a total price of $36,195.89, the funds for which were | 
allocated under item 5. 

Change order, No. 60, Jan. 22, | Incorporates miscellaneous engineering change proposals 
1954. for a total amount of $10,908.47, the funds for which were | 

allocated under items 8, 21, 28 (b), 29, and 36, as follows: | 
Item 8: $232.04 removed from item 8 and added to 

airplane prices of items 1, 3 and 27. 
Item 21: $6,019.80 removed from item 21 and added to 
airplane prices of item 2. 
Item 28 (b): $1,404.43 removed from item 28 (b) and 
added to airplane prices for items 17 (b) through 17 
f) 





Item 29: $2,984.72 removed from item 29 and added to 
airplane prices for item 12. 
Item 36: $267.48 removed from item 36 and added to 
airplane prices for item 32. | 
Decreases allocation under item 8 by total amount of 
Increases allocation under item 29 by total amount of 
Decrease allocation under item 36 by total amount of. 
Increase allocation under item 8 by total amount of 
Additional articles and supplies as follows for a total price 


of. 
$613,000 committed for items as follows: 

Item 45: Engineering and/or specification changes for 340, 000. 00 
items 1, 3, 12, 27 and 32. 

Item 46: Engineering and/or specification changes for | 55, 887. 40 
items 17 (a). 

Item 47: Engineering and/or specification ahanges for 217, 112. 60 
items 17 (b) through 17 (f). 
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Contract change order, sup- | 
plemental agreement or 
administrative notice No. 


Description 





Change order, No. 61, 
11, 1954. 


Change order, No. 
24, 1954. 


Change order No. 
29, 1954. 


Change order No. 
954. 


Change order No. 


Change order No. 67, Feb. 


19, 1954 
Change order No. 
6, 1954. 


68, Apr. 


Change order No. 69, Mar. 


3, . 


Change order No. 70, Mar. 4, 
1954. 


Supplemental agreement No. 
71, Feb. 26, 1954. 


Jan. | 





Incorporates changes to portions of the Gee attached 
> change orders Nos. 13, 18, 19, 20, 21, 22, 23, 26 and 
29, at no change in C ontraet price, but ‘with amounts 
expended under Items 8, 26, 28 (b), ’29 and 36, revised as 
ows: 


, $0.72 decrease. 
Item 28° (b), $0.47 decrease. 
Item 29, $0.38 in crease. 
Item 36, $0.02 increase. 

Revises error in S. A. No. 30, resulting in a corrected price 
as follows for item 3 a) (1): 

Item 3 (a) (1)—31 P 

Incorporates revision 5 to exhibit N, exhibit of special tools 
and ground handling equipment ‘contemplated by item 
25, for airplanes under item 23, for a decrease in the value 
of the exhibit of —$45.32, the funds for which were 
allocated under item 25. 

Incorporates revision 4 to exhibit K, exhibit of spare parts 
contemplated by item 24, for airplanes under item 23, 
for a total amount of $5,240.73, the funds for which were 
allocated under item 24. 

Incorporates exhibit R, exhibit of spare parts contem- 
plated by item 24, for airplanes under item 23, for a total 
amount of $13 982. 01, the funds for which were allocated 
under item 24. 

Incorporates revision 4 to exhibit F, exhibit of spare parts 
contemplated by items 18 (a) and 18 (b), for airplanes 


under items 17 (a) through 17 (f), for a total decrease in | 


the value of the exhibit of —$45,420.80, the funds for 
which were allocated under items 18 (a) and 18'(b). 

Incorporates exhibit P through revision 4, the exhibit of 
training parts, tools and equipment for the airplanes 
called for under item 17, for a total amount of $97,712.22, 
the funds for which were allocated under item 31. 

Incorporates revision 5 to exhibit D, exhibit of special tools 
and ground handling equipment “contemplated by item 
7, for airplanes under item 2, for a total price of $9,921.06, 
the funds for which were allocated under item 7. 

Incorporates revision 4 to exhibit H, exhibit of special tools 
and ground handling equipment contemplated by items 
19 (a) and 19 (b), for airplanes under items 17 (a) through 
17 (f), for a total decrease in the price of the exhibit of 
—$9.98, the funds for which were allocated under items 
19 (a) and 19 (b). 

Incorporates miscellaneous engineering change proposals 
and changes at no change in contract price except as pro- 
vided by clause 3, redetermination. 

Incorporates revision 5 to exhibit G, exhibit of special tools 
and ground handling equipment contemplated by items 
14 and 34, for airplanes under items 12 and 32, for a total 
decrease in the value of the exhibit of —$167.29, the funds 
for which were allocated under items 14 and 34 

Incorporates revision 6 to exhibit A, exhibit of spare parts 
contemplated by item 4 for the airplanes under items 1 
and 3, for a total price of $181,671.04, the funds for which 
were allocated under item 4. 

Incorporates revision 6 to exhibit E, exhibit of spare parts 
contemplated by items 13 and 33, for airplanes under 
items 12 and 32, for a total decrease in the value of the 
exhibit of —$264, 168.15, the funds for which were allo- 
cated under items 13 and 33 

Redetermination of prices by revision to items 3 (c), 11, 
12 (a), 12 pa 12 ©; 17 (d), 17 (e), 17 (f), 23 (d) and 32, 
at a total decrease in contract price. 


With new item prices as follows: 
item 3 c) (D: 20 O-119G airplanes 
tem 


the Rat data, training, training aids, * Corp 
nica) and liaison assistance, priming parts and other 
information and services. 


Item 12 (a) (1): 1 C-119G airplane 
Item 12 (a) (2): 6 C-119G airplanes 


Item 12 (b) (): 9 C-119G airp: 





—3, 395, 917. 78 
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Contract change order, sup- 
plemental agreement or 
administrative notice No. 


Description 





Supplemental agreement No. 
71, Feb. 26, 1954—Con. 


Change order No. 72, Mar. 
8, 1054. 
——— order, No. 73, Apr. 


Change order, No. 74, Apr. 
14, 1954, 


Change order, No. 75, May 
5, 1954. 


’ 


Thange order, No. 
21, 1954. 


Change order, No. 
22, 1954. 


Change order, No. 
23, 1954. 


Change order, No. 
26, 1954. 





With new item prices as follows—Continued 
Item 12 (b) (2): 25 C-119G airplanes 
Item 12 et (1): 13 C-119G airplanes. 
Item 12 (c) (2): 28 C-119G airplames...._...___-_- 
Item 17 (d) (1): 4 C-119G airplanes.........___. 
Item 17 (d) (2): 8 C-119G airplanes_..____- 
Item 17 (e): 12 C-119G airplanes. ___.____- 
Item 17 (f): 11 C-119G airplanes___. 
Item 23 (d) (1)—2 C-119F Airplanes 
Item 23 (d) (2)—3 C-119F Airplanes 
Item 32—2 C-119G Airplanes_. 





Additional articles and supplies as follows, the funds for | | 
which were allocated under item 8: 

Item 48: Conduct nose wheel shimmy tests, using 
O-119 airplane serial No. 51-2586 for the purpose of 
obtaining correlation test data for yo? with 
the analytical results shown in AFTR 65: 

These funds are taken from item 8. 

Revises change orders Nos. 44 and 53 at a total decrease in 
the amount expended under item 8 of —$2,281.75. 

Incorporates revision 1 to exhibit R, exhibit of spare parts 
contemplated by item 24, for airplanes under item 23, 
for a total amount of $96.64, the funds for which were 
allocated under item 24. 

Incorporates revision 5 to K, exhibit of spare parts con- 
templated by item 24, for airplanes under item 23, for a 
total amount of $1,412.19, the funds for which were al- 
located under item 24. 

Incorporates revisions 5 and 6 to exhibit P, the exhibit of 
training parts, tools and equipment for the airplanes 
called for under item 17, for a total decrease of —$16.74, 
the funds for which were allocated under item 31. 

es funds committed under item 45 by a total amount 
of $300,000. 

Incorporates miscellaneous engineering change proposals 
for a total amount of $455,785.03, the funds for which 
were allocated or committed under items as noted: 

Item 8: $8,823.54 removed from item 8 and added to 
airplane prices of items 1, 3 and 27. 

Item 21: $19,105.03 removed from item 21 and added 
to airplane prices of item 2. 

Item 26: $7,888.03 removed from item 26 and added to 
airplane prices of item 23. 

Item 28 (a): $10,045.95 removed from item 28 (a) and 
added to airplane prices of item 17 (a). 

Item 28 (b): $33,591.09 removed from item 28 (b) and 
added to airplane prices of items 17 (b) through 17 (f). 

Item 45: $295,087.28 committed under item 45 and 
added to the contract. 

Item 47: $81,244.11 committed under item 47 and added 
to the contract. 

Incorporates revision to change order No. 34 by revising 
as follows: 

Item 28 (a): Delete $437.00 from item. 

Item 28 (b): Add $437.00 to item. 

Incorporates revision to change order No. 60 by the follow- 
ing: 





Tom 8: Decrease in amount expended of $648.44. 

Item 28 (b): Decrease in amount expended of —$173.29. 
Item 29: Decrease in amount expended of — $0.38. 
Item 36: Decrease in amount expended of — $0.02. 
Item 45: Increase in amount expended of $0.40. 

Incorporates revision 2 to exhibit R, exhibit of spare parts 
contemplated by item 24, for airplanes under item 23, 
for a total amount of —$41.13 decrease, the funds for 
which were allocated under item 24. 

Incorporates revision 5 to exhibit F, exhibit of spare parts 
contemplated by item 18 (a) and item 18 (b), for airplanes 
under items 17 (a) through 17 (f), for a total increase of 
$21,126.10, the funds for which were allocated under 
items 18 (a) and 18 (b). 

Incorporates revision 7 to exhibit A, exhibit of spare parts 
conte ited by item 4 for the airplanes under items 1 
and 3, for a total price of $31,868.90, the funds for which 
were allocated under item 4, 

we —e 5 to exhibit L, exhibit of spare parts 

contem ta tem 22, at a total increase in the value 
of the eanibito of $33.46, the funds for which were allocated 





under item 22 
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Contract change order, sup- | : 5 
plemental agreement or Description | il or 


administrative notice No. 





14, 1954. as follows: 

Item 4: Decreased by total amount of__- —$1, 500, 000. 00 
Item 13: Decreased by total amount of _| —3, 879, 000. 00 
Item 18 (b): Decreased by total amount of_________- -| —2, 000, 000. 00 
Item 33: Decreased by total amount of_- —121, 000. 00 
Incorporates miscellaneous engineering change proposals | 

for a total amount of $6,305.75, the funds for which were 
allocated or committed ‘as follows: | 

Item 28 (b): $1,490.45 removed from item 28 (b) and 

added to the airplane prices of items 17 (b) through 


Change order, No. 80, May | Decreases funds allocated under items 4, 13, 18.(b) and 33 Ee 


| 17 (f). 
Item 45: $4,815.30 committed under item 45 and added 
| to contract. 
Change order, No. 81, Incorporates revision 7 to exhibit P, exhibit of training 
18, 1954. parts, tools and equipment for the airplanes called for 
under item 17, for a total decrease in the value of the 
exhibit of —$142.04, the funds for which were allocated 
under item 31. 
Change order, No. 82, May | Incorporates revision 8 to exhibit B, exhibit of spare parts 
19, 1954. contemplated by item 5, for the airplanes under item 2, 
for a total price of $208,821.44, the funds for which were 
allocated under item 5. 
—— > funds allocated for item 5, spare parts for a 267, 715. 00 
total of. 
Change order, No. 83, June | Incorporates revision 6 to exhibit K, exhibit of spare parts | 0 
7, 1954. contemplated by item 24, for airplanes under item 23, 
for a total amount of $3,717.65, the funds for which were | 
allocated under item 24. 
Change order, No. 84, June | Incorporates miscellaneous engineering change proposals 
21, 1954. for a total amount of $136,908.48, the funds for which were | 
allocated or committed as follows: 
Item 28 (b): $3,967.58 removed from item 28 (b) and 
— to the airplane prices of items 17 (b) through | 
17 (f). | 
Item 45: $40,097.02 committed under item 45 and | 40, 097. 02 
added to contract. 
Item 47: $34,286.26 committed under item 47 and | 34, 286. 26 
added to contract. 
Item 45: $58,557.62 committed under item 45 and 58, 557. 62 
added to contract. 
Change order, No. 85. July | Incorporates revision 8 to exhibit A, exhibit of spare parts 
13, 1954. contemplated by item 4 for the airplanes under items 1 
and 3, for a total price of $411,064.32, the funds for which 
were allocated under item 4. 
Incorporates revision 9 to exhibit B, exhibit of spare parts 
contemplated by item 5, for the airplanes under item 2, 
for a total price of $29,632.73, the funds for which were 
allocated under item 5. 
Incorporates revision 6 to eahibit F, exhibit of spare parts 
contemplated by item 18 (a) and item 18 (b), for air- | 
planes under items 17 (a) through 17 (f), for a total | 
increase of $8,996.01, the funds for which were allocated 
under items 18 (a) and item 18 (b). 
Incorporates revision 7 to exhibit K, exhibit of spare parts 
contemplated by item 24, for airplanes under item 23, 
for a total amount of $114.07, the funds for which were 
allocated under item 24. 
Change order, No. 8, Aug. | Incorporates revision 6 to exhibit G, exhibit of special tools 
24, 1954 | and ground handling equipment contemplated by items | 
| 14and 34, for airplanes under items 12 and 32, for a total 
increase in the value of the exhibit of $19,078.40, the funds 
| for which were allocated under items 14 and 34. 
Incorporates revision 5 to exhibit H, exhibit of special tools 
and ground handling equipment contemplated by 
items 19 (a) and 19 (b), for airplanes under items 1) (a) 
through 17 (f), for a total increase in the value of the 
exhibit of $7,020.62, the funds for which were allocated 
under items 19 (a) and 19 (b). 
| Incorporates revision 10 to exhibit B, exhibit of spare | 
parts contemplated by item 5, for the airplanes under 
item 2, tor a total decrease in the value of the exhibit of 
— $237.94, the funds for which were allocated under item 
§. 
| Incorporates revision 7 to exbibit E, exhibit of spare parts 
| contemplated by items 13 and 33, for airplanes under | 
items! 12 and 32, for a total increase in the value of the 
exhibit of $119,459.44, the funds for which were allocated 
under items 13 and 33. 
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Contract change order, sup- 
plemental agreement or 
administrative notice No. 





Change order, No. 86, Aug. 
24, 1954—Continued. 


Change order, No. 87, Nov. 
5, 1954. 


Suapiementels aere emment No. 
88, Oct. 19, 


Supplemental agreement No. 
89, Jan. 14, 1955. 


Change order No. 90, Jan. 
1955. 


C 
Description Amount or 
price 


Incorporation of revision 7 (a) to exhibit K, exhibit of spare 
parts contemplated by item 24, for airplanes under item 
23, for a total amount of $973.79, the funds for which were 
allocated under item 24. 


| Decreases funds allocated under items 6, 14 and 19 (b) as 


follows: 
Item fi: Decreased by total amount of-_- —$505, 592. 06 
Item 14: Decreased by total amount of —399, 991. 23 
Ttem 19 (b): Decreased by total amount of. — 200, 000. 00 
Incorporates revision 9 to exhibit A, exhibit of spare parts 0 
contemplated by item 4 for the airplanes under items 1 
and 3, for a total price of $45,843.57, the funds for which 
were allocated under item 4. 
Incorporates revision 8 to exhibit E, exhibit of spare parts 
contemplated by items 13 and 33, for airplanes under 
items 12 and 32, for a total increase in the value of the | 
exhibit of $12,749.31, the funds for which were allocated 
under items 13 and 33. 
Incorporates revision 7 to exhibit F, exhibit of spare parts 
contemplated by items 18 (a) and 18 (b), for airplanes | 
under items 17 (a) through 17 (f), for a total increase in 
the value of the exhibit of $28,164.74, the funds for which 
were allocated under items 18 (a) and 18 (b). 
Incorporates miscellaneous engineering change proposals 119, 149. 2 
for a total amount of $119,149.22, the funds for which 
were committed under item 45 and added to the contract. 
Preparation of R4Q-2 flight handbook called for under 
item 16, in commercial brochure style in accordance with 
specification Mil-H-7700, at a total increase in the 
contract price of. 
Redetermination of prices by revision to items 12 (c) (2), 
17 (f) and 32, at a total! increase in contract price of. 
With new item prices as follows: 
Item 12 (c) (2) (a): 11 C-119G airplanes. ......._.-- | 2, 9% 63 
Item 12 (c) (2) (b): 17 C-119G airplanes eter ey 577, 985. 37 
Item 17 (f) (1): 7 C-119G airplanes_ - a REESE , 858, . 09 
Item 17 (f) (2): 4 C-119G airplanes ; : , 099, 012. 60 
Item 32: 2 C-119G airplanes... __- 550, 351. 22 
Additional articles and supplies as follows, the funds for 38, 096. 00 
which were committed under item 45 and added to the 
contract. 
Item 49: Conduct propeller flight vibratory stress sur- 38, 096. 00 
veys in accordance with FTE No. 157A dated Aug. | 
28, 1953. 
Incorporates miscellaneous engineering change proposals | 
for a total amount of —$11,655.56 decrease, the funds for 
which were allocated or committed under items as noted: 
Item 8: Decrease, $3,450.00, added to — 8 and re- 
moved from airplane prices of items 1, 3 and 27. 
Item 28 (b): Decrease, $9,370.76, added to item 28 (b) 
and removed from airplane prices of items 17 (b 
through 17 (f). 
Item 45: Increase $1,165.20, the funds for which were 
committed under item 45 and added to the contract. 


Incorporates revision 10 to exhibit E, exhibit of spare parts | 


contemplated by items 13 and 33, for airplanes under 
items 12 and 32, for a total decrease in the value of the 
exhibit of —$136.98, the funds for which were allocated 
under items 13 and 33. 


Incorporates revision 11 to exhibit B, exhibit of spare parts 


contemplated by item 5, for the airplanes under item 2, 


for a total increase in the value of the exhibit of $354.77, 
the funds for which were allocated under item 5. 


| Incorporates revision 9 to exhibit E, exhibit of spare parts 


contemplated by items 13 and 33, for airplanes under 
items 12 and 32, for a total decrease in the value of the 
exhibit of —$0.11, the funds for which were allocated 
under items 13 and 33. | 

Incorporates revision 8 to exhibit F, exhibit of spare parts 
contemplated by items 18 (a) and 18 (b), for airplanes 
under items 17 (a) through 17 (f), for a total decrease in 
the value of the exhibit of —$36.75, the funds for which 
were allocated under items 18 (a) and 18 (b). 


| Incorporates miscellaneous engineering change proposals 


for a total amount of $2,263.58, the funds for which were | 
committed under ttem 45 and are added to the contract. 
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Contract sg tna -_ 
plemen agreement or 
cmiebereths notice Ne 


Description 





Supplemental agreement No. 


91, Jan. 14, 1955 


Supplemental agreement No. 


91-1, Jan. 21, 1955. 


Supplemental agreement No. 


91-2, Mar. 24, 1955. 


SupplementalagreementNo. 
91-8, Apr. 7, 1955. 


Supplemental agreement No. 


91-4, May 2, 1955. 


92, Jan. 10, 


Supplemental agreement No. 
1955. 


Supplemental agreement No. 


92-1, Jan. 14, 1955. 


Supplemental agreement No. 
92-2, Mar. 22, 1955. 


Supplemental agreement No. 


92-3, Mar. 24, 1955. 


Supplemental agreement No. 
92-4, Mar. 16, 1955. 


Supplemental agreement No. 


92-5, May 2, 1955. 


Supplemental agreement No. 
93, Mar. 16, 1955. 


Administrative notice No. 1, 
Jan. 17, 1955. 


‘Tae notice No. 2, 
e 
Administrative notice No. 3, 
e 
Administrative notice No. 
4, Feb. 28, 1055. 


Administrative notice No. 
5, Feb. 28, 1955. 

Administrative notice No. 
6, Feb. 28 1955. 


Administrative notice 
7, Feb. 28, 1955. 

Administrative notice 
8, Mar. 24, 1955. 

Administrative notice 
9, June 1, 1955 





Incorporates revision 7 to exhibit G, exhibit of special tools 
and ground handling equipment contemplated by items 
14 and 34, for airplanes under — 12 and 32, for a total 
irtcrease in the value of thé exhibit of $552.90, the funds 
for which were allocated a items 14 and 44. 

Incorporates revisions 6 and 7 to exhibit D, exhibit of 
special tools and oes handling equipment contem- 
plated by item 7, for airplanes under item 2, for a total 
increase in the value of the exhibit of $24,033.00, the funds 
for which were allocated under item 7. 

Incorporates revision 12 to exhibit B, exhibit of spare parts 
contemplated by item 5, for the airplanes under item 2, 
for a total decrease in the value of the exhibit of —$83.88, 
the funds for which were allocated under item 5. 

Incorporates revision 8 to exhibit G, exhibit of special tools 
and ground handling equipment contemplated by items 
14 and 34, for airplanes under items 12 and 32, for a total 
decrease in the value of the exhibit of —$552.90, the funds 
for which were allocated under items 14 and 34. 

Incorporates revision 9 to exhibit G, exhibit of special tools 

and ground handling equipment contemplated by items 
14 and 34, for airplanes under items 12 and 32, for a total 
decrease in the value of the exhibit of —$265.93, the funds 
for which were allocated under items 14 and 34. 

Incorporate revision 8 to exhibit P, exhibit of training 
parts, tools and equipment for the airplanes called for 
under item 17, for a total increase in the value of the 
exhibit of $18,031.33, the funds for which were allocated 
under item 31. 

Incorporates revision 9 to exhibit F, exhibit of spare 
contemplated by items 18 (a) and 18 (b), for airplanes 
under items 17 (a) through 17 (f), at no change in the 
value of the exhibit (part number change only). 

Incorporates revision 9 to exhibit P, exhibit of training 
parts, tools and peat Poet for the airplanes called for 
under item 17, for a total increase in the value of the 
exhibit of $15. ‘04, the funds for which were allocated 
—— item 31. 

corporates revision 9a to exhibit F, exhibit of spare fines 
en by items 18 (a) and 18 (b), for airp 
under items 17 (a) through 17 (f), at a total increase in 
the value of the exhibit of $95.75, the funds for which 
were ed under items 18 (a) and 18 (b). 

Incorporates revision 8 to exhibit K, exhibit of spare parts 
contemplated by item 24, for lanes under item 23, 
for a total increase in the value of the exhibit of $43,705.57, 
the funds for which were allocated under item 24. 

revision 6 to exhibit N, exhibit of special tools 
and ground handling equipment contemplated by item 
25, for lanes under item 23, for a total increase in the 
value of the exhibit of $3,842. 63, the funds for which were 
allocated under item 25. 

Incorporates eous engineering change proposals 
for a total amount of $108.14, the funds for which were 
committed under item 45 and added to the contract. 

"follows: funds allocated under items 4, 13 and 33, 18 as 
‘ollows: 


tem 4: Decreased by total amount of. 
oo 13, 33: Decreased by total amount of 
Item 18: Decreased by total amount of 


4, 34: Decreased by total amount of 
Decreases funds allocated for items 19a and 19b as follows: 
Items 19a and 19b: Decreased by total amount of 
Decreases funds allocated for items 5 and 7 as follows: 


Decreases funds allocated for item > as follows: 
Item 22 decreased by amoun 

Decreases funds allocated for ieome: 24 and 25 as follows: 
Item 24 decreased by —— . 
Item oe — by 


for item as follows: 
Item 18 increased by amount of 
om ts accounting certification of administrative notice 
0. 4, 





—404, 267.77 
—270, 142. 96 
—157, 033. 73 
—341, 268.70 
—224, 176. 47 


—25, 251. 11 
—147, 902. 12 


—151, 103. 99 


—28, 882. 15 
—215, 304. 00 


—64, 309. 99 
95. 75 
0 
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Contract change order, sup- | 
[nor agreement or | 


Description 
administrative notice No. 


Amount or 
price 





Administrative notice 
10, June 17, 1955. 


No. | Decreases funds allocated for items 8, 26, 28a 
follows: 
Item 8 decreased by amount of 
Item 26 decreased by amount of 
Item 28a decreased by amount of 
Item 28b decreased by amount of_- 
Decreases funds allocated for item 21 as follow 
Item 21: Decreased by total amount of 
Decreases funds allocated for items 25, 31, 19, 
follows: 
Item 25 decreased by total amount of. 
Item 31 decreased by total amount of 
Item 19 decreased by total amount of. 
Items 14 and 34 decreased by total amoun 


Administrative notice 
11, Jume 17, 1955. 


Administrative notice } 
12, July 21, 1955. 


Administrative notice 
13, July 21, 1955. Item 5 decreased by total amount of. 


Item 7 decreased by total amount of 





Decreases funds allocated for item 5 as follows: 


and 28b, as 


s: 


14 and 34 as 


t of. 








Note.—This contract is complete except for removal of unexpended funds. 


ANSWERS TO QUESTIONNAIRE 


Contract number, AF33(600)—22285. 


Type of contract, Fixed price with price redetermination. 
Letter contract AF33(600)-22285 dated August 22, 1952. 


Authorized to proceed, September 2, 1952. 
Total sales price, $51,066, 138.75. 
Unit sales price, $279,335.76. 


Contract AF 33(600)—22285 





Jan. 1 
through 
July 31, 1955 








Cost of raw material 

Direct labor costs-- 

Overhead claimed. 

Percentage of total 

Administrative costs. 
General and administrative expense-.-.-_- 
Percentage of total 
Other income and other deductions, net. 
Percentage of total 
Total administrative costs. 
Percentage of total 

Overtime charged to contract 

Engineering costs_ ---_- 

Percentage of total 

Research and development costs 

Percentage of total 

Subcontract costs. ..........--..---- a ite, tnd 











$11, 101, 472. 88 


5. 879 
$2, 125, 971. 90 





$7, 175, 459. 06 
$2, 285, 469. 24 
$3, 624, 172. 00 

15. 256 


$836, 311. 18 
15. 671 
$39, 293. 87 
11. 000 
$875, 605. 05 
15. 378 
$145, 017. 81 
$321, 532. 31 


5. 262 

$153, 198. 29 
7. 086 

$1, 418, 138. 88 





8 (i) (2)—Subcontracts in excess of $100,000: 
Name and address: 
Baldwin Piano Co., 1801 Gilbert Ave., Cincinnat 
Bellanca Aircraft Co., New Castle, Del. 


i, Ohio. 


Majestic Aircraft Division of Majestic Metal Specialties, Inc., Moosup, 


nn. 
Rowe Manufacturing, 


ippany, N. J. 
Schweizer Aircraft 


eet N. Y. 


Tennessee Aircraft, a, ’P. O. Box 1285, Berry Field, Nashville, Tenn. 
Salaries and bonuses amounted to $318,104. 91, representing 10.9 percent of 


the total. 





9048 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Contributions or dues charged to this contract amounted to $9,403.53, or 
10.7 percent of the company total. 

Consulting or advisory fees amounted to $14,666.71, or 2.4 percent of the total 

Traveling expenses charged to this contract amounted to $236,007.85. 


Contraet profit: 
5 $10, 823. 
1, 661, 917. 
1, 176, 847. 


2, 849, 588 
(*) 
18, 996. 81 
17, 771. 47 


1 No airplanes delivered under this contract in 1953. 


Depreciation of $214,655.47 was charged to this contract, representing 7.2 per- 
cent of the total. 

Amortization of $95,156.45, or 4.3 percent of the total, is allocable to this 
contract. 

Compensation paid to retired military officers, charged to this contract, 
amounted to $25,500. 
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Contract change order, sup- | 
plemental agreement or | 
administrative notice No. 


Amount or 


Description price 





AF33(600)-22285, May 5, | Articles and supplies as follows for a total price of $52, 441, 247. 00 
1953. 


Item 1: 146 Model C-119G airplanes 41, 947, 990. 00 
Item 2: Spare parts for 146 C-119G airplanes- 
Item 3: Special tools and ground handling equipment 
for 146 A/C, 
Item 4: es and/or specification changes for 
146 A 


Item 5: Data for 146 C-119G aircraft. Price included 
in item 1. 
Item 6: Training aids for 146 C-119G aircraft 
| Item 7: Bill of materials for 146 C-119G aircraft. Price 
included in item 1. 
| 


| And for the item prices as noted: 
| 
| 
| 
| 


Supplemental agreement | Additional articles and supplies as follows for a total price 479, 594. 00 
No. 1, Sept. 24, 1953. of. 

And for the item prices as noted: 
Item 8: 1 mobile training unit- , 195, 960. 00 
Item 9 (a): 1 each hydraulic system trainer for C- 23, 303. 00 

119-2 and C-119-4, 
(b) 1 each AN/ARC-27 (UHF Command) and 11, 053. 00 
AN/ARA-26 (Keyer) trainer for C-119-2 and 
C-119-4. 
Item 10: 1 mobile training unit 141, 629. 00 
Item 11: 1 mobile training unit 107, 649. 00 
ee pazoomens Adds General Provision No. 11 covering subcontracts and 0 
No. 2, Oct. 5, 1953 purchase orders. 
Change order’ No. 8, Jan. | Incorporates miscellaneous engineering change proposals 
24, 1954. for a total amount of $3,239.74, the funds for which were 
allocated under item 4. (This amount is taken from 
item 4 and added to item 1.) 
Supplemental agreement | Additional articles and supplies as follows for a total price of- 
No. 4, Dec. 23, 1953. Item 12: 1 mobile training unit. 
Change order No. 5, Mar. | Incorporates miscellaneous engineering change proposals | 
10, 1954. for a total amount of $315,228.64, the funds for which were 
allocated under item 4. Included is ECP FAD-C-119- 
694, reinforce and modify fuselage sidewalls and aero- 
products propeller installation on 146 C-119G aircraft. 
(This amount is taken from item 4 and added to item 1.) 
Change order No. 6, Mar. | Incorporates miscellaneous engineering change ae oe roposals 
10, 1954. for a total decrease of $75,876.20, the fonts for which were 
allocated under item 4. (This ‘amount is reinstated into 
item 4 and subtracted from item 1.) 
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Status as of July 31, 194: aie ontinued 
Contract change order, sup- | 


plemental agreement or | Description 
administrative notice No. | 








Cancelled Apr. 30, 1954. 
cham order No.8, Apr. 7, | Incorporates miscellaneous engineering change proposals 
1954. for a total amount of $182,962.16, the funds for which | 
were allocated under item’ 4. (This amount is taken | 
from item 4 and added to item 1.) 
Change order No. Apr.} Decreases allocation fori tem 2, spare parts for 146 C-119G 
16, 1954. airplanes, by the total amount of. 
Change order No. May | Incorporates miscellaneous engineering change proposals 
May 20, 1954. for a total amount of $11,137.16, the funds for which were 
allocated under item 4. (This amount is taken from | 
item 4 and added to item 1.) 
Change order No. May | Additional articles and supplies as follows for a total com- | 
14, 1954, mitted fund of $300,000, which amount when expended | 
will be added to item 1. 
Item 13: Engineering and/or specification changes for 
146 C-119G aircraft. 
Change order No. s Cancels item 6 in its entirety at a total decrease of 





Incorporates miscellaneous engineering change proposals, 
for a total amount of $286,011.33, of which $264,108.50 was 
allocated under item 4 and of which $21,902.83 was com- 
mitted under item 13. Included is ECP FAD-C-119- | 
618, CFE group B components of A PS- 42/APS-42A and | 
MX-410 shielding to complete installation when in- | 
stalled with group A APS-42/APS-#2A GFAE com- | 
ponents. ($264,108.50 is taken from item 4 and added to | 
item 1.) ($21,902.83 is added to the contract price for 
item 1.) | 

Incorporates exhibit A, priced spare parts list, for a total | 
price of $4,470,912.39, the funds for which were allocated | | 
under item 2. 

Price redetermination for items 1, 8, 9 (a), 9 (b), 10, 11, and | 
i2 resulting in a total decrease of. | 

Which amount includes a decrease of $38,479.76 for in- | 

| corporation of miscellaneous engineering change pro- | 
posals incorporated under S. A. No. 14 and an increase of | 
$403,974.74 for changes incorporated by change orders 1 | 
through 11, with new contract item prices resulting as 
follows: 

Item 1 (a): 87 model C-119G airplanes 

Item 1 (b): 59 model C-119G airplanes 

Item 8: 1 mobile training unit _- | 

Item 9 (a): 1 each hydraulic system trainer for MTU’s | 
C-119-2 and C-119-4. 

Item 9(b): 1 each AN/ARC-27 (UHF Command) | 
and AN/APA-26 (Keyer) trainer for MTU’s C- 
119-2 and C-119-4. 

Item 10: 1 MTU C-119-8 Pate Pl 

Item 11: 1 MTU C-1!19-9___. z : ea ariel 

Item 12: 1 MTU C-119-10___._.. 

Supplemental agreement | Incorporates Revision 1 to exhibit A, priced spare parts 
No. 15, Dec. 21, 1954. | list, for a total of $181,678.37, the funds for which were 

allocated under item 2. 

Supplemental agreement | Incorporates revision 2 to exhibit A, priced spare parts 

No, 15-1, Apr, 25, 1955. list, for a total of $198,865.40, the funds for which were 
| _ allocated under item 2. 
Change order No. 16, Jan. | Decrease in contract allocation for item 3, special tools | 
4, 1955. | _ and ground handling equipment, in the amount of. 

Incorporates miscellaneous EngineeringChange Proposals, 
for a total amount of $447,545.18, of which $38,479.76 was 
allocated under item 4 and $278,097.17 was committed | 
under item 13. Included is ECP FA D-C-119-706, nose 
landing gear—change to dual wheel, corational type on | 
125 aircraft, and ECP FAD-C-119-589, strengthen 
carburetor air induction system on 101 aircraft. } 

($38,479.76 is taken from item 4 and added to items 1 (a) 
and 1 (b)). 

($278,097.17 is added to the contract price for item 1)......- 

($130,968.25 is added to the contract price for item 1)-_- 

Supplemental agreement | Incorporates exhibit B through revision 4, priced special 
No. 17, Jan. 10, 1955. tools and ground handling equipment for 146 C-119G 

aircraft, for a total amount of $426,361.17, the funds for 
which were allocated under item 3. 

Administrative notice No. | Decreases amount allocated under item 3, special tools and 

1, Feb. 28, 1955. ground handling equipment, in the amount of. 





Change order No. 13, July 
14, 1954, 


Supplemental agreement No. 
14, Oct. 8, 1954. 


} 
| 
| 
| 
| 
! 
| 
| 
1 


| 
| 
| 


Amount or 


— $878, 000. 0 


0 


— 100, 000. 00 
21, 902. 83 


— 1, 365, 355. 34 


24, 729, 570. 78 
16, 310, 521. 68 
145, 343. 00 

15, 067. 00 


7, 090. 00 
125, 963. 00 
99, 690. 00 


97, 367.00 
0 


— 415, 000. 00 


278, 097. 17 
130, 968. 25 


) 


-242, 635. 85 
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Mopet C-119G ArrpLanes—Contract AF33(600)—22285—Continued 
Status as of July 31, 1955—Continued 





Contract change order, sup- 
plemental agreement or | Description 
administrative notice No. 





Supplemental agreement | Incorporates revision 5 to exhibit B, priced special tools and 
No. 17-1, May 4, 1955. ground handling equipment for 146 C-119G aircraft, for 

a total amount of $242,638.83, the funds for which were 

allocated under item 3. 

Supplemental agreement | Incorporates miscellaneous engineering change proposals 
No. 18, Mar. 11, 1955. for a total amount of $217,258.85, the ram for which 

were committed under item 13. ($217, 258.85 is added to 

the contract price for items 1 (a) and 1 (b). 

Supplemental agreement | Increase in funds committed for item 13, committed in the 

No. 19, Apr. 27, 1955. amount of $1,000,000. 

Incorporates miscellaneous engineering change proposals, 395, 176. Ov 
the fu funds for which were committed under item 13, for a 
total amount of $395,176.00. ($395,176.00 is added to the 
contract price for items 1 (a) and 1 (b). 











Note.—This contract is incomplete and is also subject to final redetermination of prices, in accordance 
with clause 2A of the General Provisions of the Contract. 


ANSWERS TO QUESTIONNAIRE 


Contract number, AF33(600)—23919. 

Type of contract, fixed price with price redetermination. 
Date of contract or letter of intent, dated May 1, 1953. 
Authorized to proceed, August 10, 1953. 

Total sales price, $10,108, 100.54. 

Unit sales price, $278,018.09. 


Contract AF33(600)-23919 





Jan. 1 
Question | through July 
| 31, 1955 





Cost of raw material. ...--.........-..--------] $78, 698.13 . 240. $1, 988, 725. 50 
SE eae LC 4 $601, 649. 98 
Overhead claimed $39, 124.14 $955, 708. 51 

0. 106 ‘ 4. 023 


Administrative costs: 
General and administrative expense oncee. 70 $225, re = 
Percentage of total 0. 085 


1. 126 
Other income = other deductions, net__- $803.23 23 a $10, sr or 


Percentage o: 


$7, os A . $235, 707. 57 

Percentage of to 1.114 4.140 
.| Overtime charged se contract $1, ose a2 $39, 037. 92 
Engineering costs ec “—s $79, = 24 


e . 0. 330 1. 304 
Research and development costs $676. 30 $41, 20. 05 
Percentage of total 0. 045 0. 399 1. 907 
Subcontract costs $13, 168. 74 $157, 104. 84 $364, 775. 83 

















8 (i) (2)—Subcontracts in excess of $100,000: 
Name and address: 
Baldwin Piano Co., 1801 Gilbert Ave., Cincinnati, Ohio. 
Bellanca Aircraft Co., New Castle, Del. 
“—— Aircraft Division of Majestic Metal Specialties, Inc., Moosup, 


Rowe Manufacturing Co., Whippany, N. J. 
Schweizer Aircraft Corp., Elmira, N.Y. 
Tennessee Aircraft, Inc., P. O. Box 1285, Berry Field, Nashville 3, Tenn. 
Salaries and bonuses amounted to $47,114.98 or 1.6 percent of the total, over the 
period of performance from 1953 to date. 
Contributions or dues amounted to $1,335.27, or 1.5 percent of the total. 
Consulting or advisory fees aggregated $2, 055. 55, or 0.3 percent of the total. 
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Traveling expenses amounted to $34,892.85. 
Contract profit: 
1953 


Average 
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$12, 187. 97 
119, 616. 66 
303, 799, 67 


435, 604. 30 


$18, 645. 35 
18, 074. 98 


18, 225. 07 


Depreciation of $31,752.18 was charged to this contract, representing 1.1 


percent of the total. 


Amortization of $13,535.97, or 0.6 percent of the total, 


contract. 


is allocable to this 


Compensation paid to retired military officers, charged to this contract, 


amounted to $3,824. 


Mopet C-119G ArirpLanses—Conrtract AF33(600)—23919 


Status as of July $1, 1955 





Contract change order, sup- 
plemental agreement or 
administrative notice No. 


Description 


Amount or 
price 





AF 33(600)-23919, May 1, 
1953. 


Supplemental agreement No. 


1, Oct. 2, 1953. 
C hange order No. 2, Feb. l, 
1954. 


Change order No. 3, Feb. 1, 
1954. 

Change order No. 4, Feb. 11, 
1954. 


Change order No. 5, Mar. 
17, 1954. 


Supplemental agreement No. 


Change order No. 7, Apr. 7, 
1954. 


Cc con order No. 8, Apr. 


1954. 
Pa... agreement No. 


9, Oct. 1, 1954. 











Articles and supplies as follows for a total price of. ____._.- 
And for the item prices as noted: 


Item 1: 26 model C-119G airplanes (India) -- ae 

Item 2: Spare parts for the 26 model C-119G airplanes. = 

Item 3: Special tools and ground handling equipment 
for the 26 mode] C-119G airplanes. 

Item 4: Data for the 26 model C-119G airplanes—In- 
cluded in the price of item 1. 

Item 5: Engineering and/or specification change for the 
26 model C-119G airplanes. 

Item 6: Bill of materials for 26 model C-119G airplanes, 
the price for which is included in the price of item 1, 
above. 

Adds general provision No. 10 covering placing of subcon- 
tract and purchase orders. 

Revises the spare parts provisioning document and author- 
ized the preconcurrent shipment of all items having a 
unit cost of less than $10.00. 

Amends Table I, Part B, Aircraft Engineering Data Re- 
uirements, and Table I, Part C, Revision Handbook 
Jata Requirements for C-119G Airplanes. 

Incorporates miscellaneous engineering change proposals 
at no change in contract price except as may be provided 
in clause 2 or 2A of the contract. 

Incorporates miscellaneous engineering change proposals 
for a total amount of $1,590.26, the funds for which were 
allocated under item 5. (This amount is taken from 
item 5 and added to item 1.) 

Canceled Apr. 30, 1954. 


Incorporates miscellaneous engineering change proposals 
for a total amount of $158.80 decrease, the funds for which 
were allocated under item 5. (This amount is added to 
item 5 and taken from item 1.) 

Revises the special tools and ground handling equipment 
provisioning document. 

Redetermination of airplane prices at a total) decrease in 
contract price of. 

By revising item 1 to read as follows: 

Item 1 (a): 2 model C-119G (India) airplanes_.._._._-- 
Item 1 (b): 11 model C-119G (India) airplanes. .__---- 
Item 1 (c): 13 model C-119G (India) airplanes 

Incorporates miscellaneous engineering change proposals 
for a total amount of $1,431.46 decrease, the funds for 
which were allocated under item 5. (This amount is 
added to item 5 and taken from item 1.) 





$10, 698, 190. 00 


7, 
2, 
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Mopge.t C-119G AirpLanss—Contrracr AF33(600)—23919—Continued 
Status as of July 31, 1955—Continued 


Contract change order, sup- | 
plemental agreement or | Description sean or 
administrative notice No. | price 


| 











Supplemental agreement No. ineouperetge exhibit A through revision 3 for a total price 

10, Sept. 29, 1954. = oe the funds for which were allocated under 
m 2. 

Incorporates miscellaneous engineering change proposals 
for a total amount of $315.12 decrease, the funds for which 
were allocated under item 5. _This amount is added to 
item 5 and taken from item 1.) 

Supplemental agreement No. | Canceled July 21, 1955. 


Supplemental agreement No. | Incorporates revision 4 to exhibit A, priced spare parts 
12, . 30, 1954. list, for a total price of $24,028.34, the funds for which 

were allocated under item 2. 

Supplemental agreement No. | Incorporates revision 5 to exhibit A, priced spare parts 
12-1, Apr. 13, 1955. list, for a total price of $106,352.23, the funds for which 

were allocated under item 2. 

Supplemental agreement No. | Incorporates exhibit B through revision 3, priced special 
13, Jan. 27, 1955. tools and ground handling exhibit for a total price of 
re pa the funds for which were allocated under 
tem 3. 

Incorporates miscellaneous engineering change proposals | 
and changes for a total amount of $28,854.96, the funds | 
for which were allocated under item 5. (This amount 
is taken from item 5 and added to item 1.). 

Decreases allocation for item 2, spare parts for 26 C-119G 
India airplanes, by the total amount of. 





Administrative notice No. 1, 
Feb. 7, 1955. 





Feb. 7, 1955. ‘ 
Supplemental agreement No. 
14, May 2, 1955. 


India airplanes, by thejtotal amount of. 

Incorporates revision 4 to exhibit B, priced special tools | 
and ground handling exhibit, for a total pric of $50,484.56, 
the funds for whieh were allecated under item 3. - 

Supplemental Agreement | Incorporates miscellaneous engineering change proposals 

No. 15, Mar. 29, 1955. and changes for a total amount of $154,293.06, the funds 

for which were allocated under item 5. (This amount is 

taken from item 5 and added to item 1.) 

Includes procurement as CFE, 26 Collins 618S-1 H. F. 
radio sets, and installation of group B components 


| 
| 

Administrative notice No. 2, Increases allocation for item 2, spare parts for 26 C-119G 
| 


Supplemental agreement | 


Incorporates miscellaneous engineering change proposals 
No. 16, Apr. 28, 1955. 


| 
| 
of 618S-1 H. F. radio set on 24 airplanes. 
and changes for a total amount of $17,66°.72, the funds | 
| for which were allocated under item 5. (This amount is 
taken from item 5 and added to item 1.) 
Makes a correction to supplemental agreement No. 9 re- | 
| sulting in a decrease in the contract price of. 
| (The figure “‘$165,160.62”’ appearing in 2 places on the 
cover page of S. A. No. ¥ is amended to read 
$166,592.08” and the figure “$166,592.08” appearing | 
in the second line of section FIRST is hereby 
amended to read ‘‘$168,023.54.”’ | 
Administrative potice No. 3,, Changes balance of funds in the amount of $423,497.38 
June 17, 1955. under item 5, Engineering and Specification Changes, 
from allocated to committed. 


423, 497. 38 





Note.—This contract is incomplete and is also subject to final redetermination of prices, in accordance 
witb clause 2 of the general provisions of the contract. 


ANSWERS TO QUESTIONNAIRE 


Contract number, AF 33(600)—-26021. 

Type of contract, fixed price with price redetermination—incentive type. 
Date of contract or letter of intent, dated August 10, 1953. 

Authorized to proceed, September 2, 1953. 

Total sales price, $20,115,868.40. 

Unit sales price, $195,235.40. 
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Contract A AFS3(600)-8 26021 


Jan. 1 
throug! 
July 31, 1955 


Cost of raw material 5 " $1, 797, 810. 63 $985, 781. 40 
Direct labor costs ...-.|$2, 463, 557. 44 $727, 469. 53 
PRIS GIRO ss oe so sii ki en ccenss~ , b4, 305, 974. 11 | $1, 175, 377. 25 
Percentage of total. - - - : Ee ste Se 11. 663 4. 948 
Administrative costs: 
General and administrative expense pibesiiliAile seas 730, 991. 26 $252, 55: 
Percentage of total 8. 386 
Other income and other deductions net............._.- 52, 431. 47 $11, 866 
Percentage of total . ‘ 7. 304 
Total administrative costs_ EES 3 Se ee 783, 422. 7: $264, 
2 Percentage of total... a Re ee 8. 304 
— Overtime charged to contract _ SS PRE 52, 031. 64 $43, 793. 1 
Engineering costs. _..__...- s leiateal ee Midis 245, 016. 21 $56, 427 
| Percentage of total =a 2. 761 : 
(g and ‘h) re Research and development costs -_-----...-.....-.-...-.-. 79, 525. 62 $46, 263. 5: 
(2) EEE ae 2 O78 
| Subcontract costs ne , 255, 416.61 | $1, 531, 632 





Subcontracts in excess of $100,000: 
Name and address: 
Murray Corporation of America, 7700 Russell St., Detroit, Mich. 
Whirlpool Corp., La Porte, Ind. 
Salaries and bonuses amounted to $135,456.23, or 7 percent of the total, over 
the period of performance from 1954 to date. 
Contributions or dues amounted to $4,071.38, or 8.9 pe reent of the total. 
Consulting or advisory fees amounted to $6, 366. 49, or 1.7 percent of the total. 
Traveling expenses were $100,553.09. 


Contract profit: 
SS eae - ' .. $678, 992. 41 
310, 935. 61 


989, 928. 


13, 202. 


Average 10, 215. 


Depreciation of $91,421.35 was charged to this contract, representing 4.7 per- 
cent of the total. 

Amortization of $41,079.87, or 3 percent of the total, is allocable to this contract. 

Compensation paid to retired military officers, charged to this contract, 
amounted to $10,814.00. 
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Mopet C-119G ArrpLanes—Contracr AF33(600)—26021 


Status as of July 31, 1956 





Contract change order, sup- 
plemental agreement or 
administrative notice No. 


Description 


Amount or 
price 





AF 33(600)-26021, Aug. 23, 
1954. 


Change order No. 1, Aug. 

, 1954. 

Change order No. 2, Oct. 
8, 1954. 


Supplemental agreement No. 


3, May 11, 1955. 


Supplemental agreement No. 
4, Jan. 31, 1955. 


Supplemental agreement No.| Price redetermination for items 1 and 2 resulting in a total 


5, Jan. 25, 1955. 


Administrative notice No. 1, 
Feb. 17, 1955. 

Supplemental agreement No. 
6, Mar. 15, 1955. 


Administrative notice No. 2, 
July 21, 1955. 





| 
| 





Articles and supplies as follows for a total price of. 
And for the item prices as noted: 
Item 1: 88 model C-119G airplanes 
Item 2: § parts for 88 C-119G airp 
Item 3: ineering and/or specification changes for 
88 C-119G. Airplanes, funds committed in the 
amount of $300,000. 
Item 4: Data for 88 C-119G airplanes. Priced in- 
cluded in price of Item 1. 

Incorporates exhibit A, priced spare parts list for 88 
C-119G airplanes, in the total amount of $726,559.47, 
the funds for which were allocated under item 2. 

Incorporates miscellaneous engineer change proposals 
for a total amount of $5,101.56, which funds were com- 
mitted under item 3 and are added to the contract price 
for item 1. 

ae revision 1 to exhibit AA, spare parts list for 
88 C-119G airplanes, in the total amount of $545,912.75, 
the funds for which were allocated under item 2. 

Incorporates miscellaneous engineering change proposals, 
for a total amount of $51,415.30, which funds were com- 
~ ~ — item 3 and are added to the contract price 
or item 1. 


increase in contract price of. 

(Which amount recognizes an increase of $3,517.36 for 
changes and $1,584.20 for repair of C-119G Aircraft Serial 
Number 53-8070 as more specifically set forth in Change 
Order No. 2), with new contract item prices resulting as 
follows: 

Item 1 (a): 48 C-119G aircraft 

Item 1 (b): 40 C-119G aircraft 3 

Exhibit A, spare parts, is superseded by exhibi 
new price of $277,940.76, which cancels and supersedes the 
price previously established for exhibit A as covered by 
Change Order No. 1. 

Decreases amount allocated under item 2, spare parts, in 
the amount of. 

Incorporates miscellaneous engineering change proposals, 





for a total amount of $182,556.90, which funds were com- 
mitted under item 3 and are added to the contract price | 
for item 1. | 
(Included is ECP FAD-C-119-706, dual wheel co- | 
rotating nose gear.) | 
Increases amount allocated under item 2, spare parts, in 
the amount of. | 


$15, 916, 728. 00 
12, 916, 728. 00 
000. 00 


51, 415. 30 


4, 610, 066. 64 


350, 000. 00 





Note: This contract is incomplete and is also subject to final redetermination of prices, in accordance 
with clause 45 of the general provisions of the contract. 


ANSWERS TO QUESTIONNAIRE 


Contract number, AF33(600)—26306. 


Type of contract, fixed 
Letter of award dated 


ctober 14, 1953. 


Authorized to proceed, October 16, 1953. 

Total sales price, $75,451,109.11. 

Unit sales price, $726,662.14. 

(For answers to question 8 see pages 1967 and 1979.) 

Salaries and bonuses amounted to $108,897.78, or 5.6 percent of the total, over 
the period of performance from 1954 to date. ‘ 

Contributions or dues amounted to $2,973.77, or 6.5 percent of the company 


total. 


rice with price redetermination—incentive type. 
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Consulting or advisory fees amounted to $4,624.02, or 1.2 percent of the total. 
Traveling expenses amounted to $80,642.01. 


Contract profit: 
195 





a a a ce hd cialis esi $39, 627. 50 
a il i aaa ws te ins et lean in stan dem omens 648, 265. 58 
a ss sediclnunanlindl 687, 893. 08 

Profit per airplane: 
aa ao ae al at Sie a dh oe ete rca nto tae: A id oc es be te eallin $11, 739. 71 
De SUES Meee ees Ae Wad ewlebdbeee Siw mcececcceaea 32, 825. 0: 
Average. ._-_.-.- a sie cae at i i inet un 30, 344. 41 


Depreciation of $73,517.71 was charged to this contract, representing 3.8 per- 
cent of the total. 


Amortization of $30,800.48, or 2.2 percent of the total, is allocable to this con- 
tract. 


Compensation paid to retired military officers amounted to $8,884. 


Mope.t C-123B Arrptanes—Conrract AF33(600)—26306 
Status as of July 31, 1955 





Contract change order, sup- 
plemental agreement or 
administrative notice No. 


Description Amount or 


| 
| 
} 
| 
price 





AF 33(600)-26306, June 30, | Articles and supplies as follows for a total price of. _______- $83, 530, 362. 49 
1954, | And for the item prices as noted: 

Item 1 (a): 4 model C-123B airplanes 
Item 1 (b): 2 model C-123B airplanes 
Item 1 (ce): 8 model C-123B airplanes 
Item 1 (d): 20 model C-123B airplanes ____________- 9, 600, 020. 00 
Item 1 (e): 20 model C-123B airplanes. _____________ : 8, 291, 940. 00 
Item 1 (f): 20 mode] C-123B airplanes._______________| 7, 607, 700. 00 
Item 1 (g): 20 model] C-123B airplanes__._________ : 7, 158, 280. 00 
Item 1 (h): 20 model C-123B airplanes_______________- 6, 830, 440. 00 
Item 1 (1): 20 model C-123B airplanes. _______________ 6, 575, 000. 00 
Item 1 (j): 20 model C-123B airplanes 


SRE teal 6, 368, 120. 00 
Item 1 (kK): 9 model C-123B airplanes.____________- 2, 808, 234. 00 


ae a 4, 409, 796. 00 
) er ; 1, 942, 556. 00 
juiiabiens in 4, 704, 560. 00 





163 66, 296, 646. 00 
Item 2: 1 static test article of the C-123B A/C_____.. 971, 278. 00 
Item 3: Spare parts for airplanes under items 1 and 2 14, 000, 000. 00 


Item 4: Special tools and ground handling equipment 
for the airplanes under item 1. 
Item 5: Handbook data for the airplanes under item 1 279, 


1, 882, 850. 49 


588. 00 


| 
| 
| 
| 
Item 6: Technical data and revisions thereto for the | 
airplanes called for under item 1. The price for the 

| technical data is included in the price of item 1 and 
the price for the revisions to be negotiated pursuant 
to the provisions of clause 2—changes of the general 
| provisions of the contract. 

Item 7: Engineering and/or specification changes for 
| the airplanes under item 1, with funds committed | 
| in the amount of $1,255,000. 

Item 8: Summary bill of materials. Included in the | 
| price of item 1. | 
| 


Item 9: Training parts, tools and equipment for the | 100, 000. 00 
| airplanes called for under item 1. j 
Supplemental agreement | Increase in the price of item 5, handbook data for 163 24, 859. 16 
No. 1, Oct. 5, 1954. C-123B airplanes with a new price for item 5, as follows 
$304,447.16. 
Increase in funds committed for item 7 of $2,000,000__- 0 
Increase in funds allocated for item 9 of; with a new price 50, 000. 00 
for item 9, as follows: $150,000. 
Supplemental agreement | Incorporates exhibit A through revision 2 for a total of 0 
No. 2, Aug. 23, 1955. $4,800,840.47, the funds for which were allocated under 
item 3. 
Administrative notice No.1, Decreases allocation for item 3, spare parts for 163 C-123B —5, 500, 000. 00 
1 


Jan. 17, 1955. 


74721—56—_49 


airplanes, by the total amount of. 
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Mopet C-123B ArrpLanes—Conrractr AF33(600)—26306—Continued 
Status as of July 31, 1955—Continued 


— = 
} 

Contract change order, sup- Pra 
plemental agreement or | Description An —_ or 
administrative notice No. price 





Sapplemente’ agreement | Additional articles and supplies as follows for a total price 
No. 3, Feb. 24, 1955 r’ 
Item 10: Data for 163 C-123B airplanes in accordance 
with table No. 210. Included in price of item 1. 
Item 11: Furnish the support for approximately 25 | 
hours test flying by Edwards Air Force Base per- 
sonnel of USAF C-123B airplane, serial No. 52-1627. 
Increase in funds committed for item 7 of $2,000,000. 
Incorporates miscellaneous engineering change proposals | 
for a total amount of $321,470.02, the funds for which were 
committed under item 7. 
(This amount is taken from item 7 and added to item 
1.) Included is ECP 99, nose wheel steering—revise, 
modification of elevator and rudder for XC-123D 
Stroukoff BLC airplanes, installation of water ballast 
tanks, 5,000-cycle retraction test on main gear, tests on | 
| Shuls tool fuel level gage valve. | 
Supplemental agreement | Decrease in the contract price of____- ececucesesce-| “4,068, 868.00 
No. 4, Dee. 23, 1954. | By revising Items 1 and 2 to read as follows: } 
| Item 1 (a): 4 model C-123B airplanes : 3 | 4, 084, 388. 00 
Item 1 (b): 2 model C-123B airplanes ta Pe 1, 799, 212. 00 
Item 1 (ce): 8 model C-123B airplanes . 4, 357, 392. 00 
Item 1 (d): 20 model C-123B airplanes ee , 891, 620. 00 
Item 1 (e): 20 model C-123B airplanes___.._____- , 680, 060. 00 
Item 1 (f): 20 model C-123B airplanes nS to } 7, 046, 300. 00 
Item 1 (g): 20 model C-123B airplanes___.___. 4 3, 630, 060. 00 
Item 1 (h): 20 model C-123B airplanes_.____- : 3, 326, 400. 00 
Item 1 (i): 20 model C-123B airplanes - | 5, O89, 820. 00 
Item 1 (j): 20 model C-123B airplanes i | 5, 898, 200. 00 
Item 1 (k): 9 model C-123B airplanes 2, 601, 009. 00 


163 | 61, 404, 461. 00 
Item 2: 1 static test article of the C-123B A/C____. | 899, 605. 00 
Decrease in the contract price of Repeat 2 | —36, 142. 00 
By revising item 5 to read as follows: 
Item 5: Handbook data for the airplanes under item 1 268, 305. 16 
Incorporation of exhibit C through revision 3, training | 0 
parts, tools and equipment for 163 C-123B airplanes, for 
a total price of $91,681.34, the funds for which were allo- | 
cated under item 9 } 
Incorporation of revision 4 to exhibit C, training parts, | 
tools and equipment for 163 C -123B airplanes, for a total 
price of —$85.74 decrease, the funds for which were allo- 
cated under item 9. 
Additional articles and supplies as follows for a total price of_| 538, 214. 64 
For the item prices as noted: 
Item 14: Modification of Government-furnished C- | 40, 317. 82 
123B-1 mobile training unit. 
Item 15: Furnishing and delivery to the Government 12, 896. 82 
of 1 heater system trainer for C-123B-1 MTU. 
Incorporates miscellaneous engineering change proposals 224, 401. 28 
for a total amount of $224,401.28, the funds for which were 
committed under item 7. (This amount is added to the 
contract price of item 1). 
Letter supplemental agree- | Additional articles and supplies as follows for a total price of 45, 000. 00 
ment No. 8, Feb. 14, 1955. | Item 12: 1 mobile training unit USAF serial No. 
C-123B-2. | 
Supplemental agreement No. | Incorporates miscellaneous engineering change proposals | 681, 774. 81 
9, Mar. 16, 1955. | fora total amount of $681,774.81, the funds for which were | 
committed under item 7. (This amount is taken from | 
item 7 and added to the eontract for item 1). 
Includes ECP 106, power plant installation—Improve | 
| accessibility and serviceability. 
Supplemental agreement No. | Incorporates miscellaneous engineering change proposals | 1, 014, 262. 07 
10, Mar. 18, 19565. in the total amount of $1,014,262.07, the funds for which | 
were committed under item 7. (This amount is taken 
from item 7 and added to the contract for item 1). 
Ineludes EC P’s 129, dorsal fin—Add; 144, main land- 
ing gear doors—Provide; and 138, engine mount | 
upper attachment—Interim improvement; and | 
C-123 flight test deficiency program. } 


Supplemental agreement 
No. 6, Mz iy 24, 1955. 


Supplemental agreeme 
No. 6-1, July 19, 1955. 


| 


Supplement: ilagreemrent No. 
7, May 9, 1955 





Note.—This contract is incomplete and is also subject to fina! redetermination of prices, in accordance 
with clause 53 of the general provisions of the contract. 
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MONDAY, FEBRUARY 27, 1956 


Hovusr or REPRESENTATIVES, 
CoMMITTEE ON ARMED SERVICES, 
SUBCOMMITTEE FOR SPECIAL INVESTIGATIONS, 
Washington, D. C. 

The subcommittee met at 10 a. m., Hon. F. Edward Hébert (chair- 
man of the subcommittee) presiding, with the following members 
present: Messrs. Hess, Gavin, Cunningham, Hardy, and Nelson. 

Mr. Hésertr. The committee will come to order. 

Members of the committee, this morning we have Grumman Air- 
craft Engineering Corp. here. 

Mr. Courtney. 

Mr. Courtney. Mr. Chairman. 

Mr. Hésperr. Will you proceed, please? 

Mr. Courtney. Mr. Chairman, we have the president of Grumman 
Aircraft this morning and the other representatives of them, and 
the questionnaire has been answered in detail. 

Mr. Swirbul will identify himself for the record. He has a short 
statement. 

Mr. Hé&surr. Please identify yourself for the record; your full 
name. 

Mr. Swirsut. Mr. L. A. Swirbul, president of Grumman Aircraft 
Engineering Corp. 

Mr. Courtney. Alongside of him is Mr. D. W. Field, comptroller 
of the company, who will answer from time to time. 

Mr. Swirsut. May I read, Mr. Chairman? 

Mr. Héperr. Yes. 


TESTIMONY OF MR. L. A. SWIRBUL, PRESIDENT OF GRUMMAN 
AIRCRAFT ENGINEERING CORP. 


Mr. Swirsut. Mr. Chairman, it might be of some value for the 
committee to know a few facts about Grumman Aircraft Engineering 
Corp. 

We founded the company back in the winter of 1929 with what 
today would seem a very modest amount of capital. We began with 
what we consider really a mortgage on the future. All of the founders 
of our business, even at the early date of 1929, had considerable ex- 
perience in aviation. As a matter of fact, when I left Cornell I 
started to fly. That is how far back we go. 

We are specialists with extreme pride in our specialty—which is 
the design and manufacture of military aircraft, primarily for the 
United States Navy. Our commercial products also have attained 
a reputation for performance and reliability. 
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I must say that our commercial products at this time are not over- 
powering in the way of dollars and cents, but we are still very proud 
of them. 

At Grumman we believe our greatest asset is our people. To 
others it might be facilities, bricks and mortar, machinery, or capital. 
To us it’s people—their skills, their brains, their abilities. I think if 
anything is going to save this country in the way of airplanes, you are 
going to have to have brains and not a tremendous amount of facilities. 

Some years ago I represented this company before a congressional 
committee to be complimented on our efficiency in design and pro- 
duction. We were the only aircraft company selected for this com- 
mendation. Whether that means anything to you gentlemen or not, 
I don’t know, but I like to mention it. 

At that time I used a phrase “willing hands.” By that I mean 
that the people that worked with us are a great asset to the corpora- 
tion. 

Willing hands at Grumman is not just idle philosophy and we don’t 
consider ourselves philanthropists or “do-gooders’’—we try to be 
businessmen. We believe that because of the willingness of our 
people and their ability, we can get the most airplane for each Govern- 
ment dollar. The record of the past 25 years appears to indicate 
that we are on the right track. In that time we have had no lost 
man-hours because of misunderstandings among our people. It 
would also seem to indicate that the Government can count on the 
Grumman organization in any future emergency—as it has in past 
emergencies. 

Through the years, Government ownership of our business has 
increased—a highly undesirable state of affairs. When we began in 
business, we owned everything we used. This remained true until 
we approached World War II, when the facilities we required rapidly 
outstripped our ability to finance them. 

I might say people didn’t know us well enough, didn’t know what 
we can do. I don’t see how we could have gotten a tremendous 
amount of financing at that time from anybody in Wall Street. 

During World War II, we expanded in every possible direction, 
but we believe we did it the most economical way possible. 

I went over to England. I was in England before we got into the 
war, and I saw that you needed space quick. That gave me an idea. 
So we quickly rented existing places—wheelbarrow factories, garages, 
shooting galleries, any space we could find. We would like nothing 
better than to own all of our facilities today, which is a practical way 
of doing business. Unless we can retain a larger percentage of our 
profits, this will be very difficult to do. 

Gentlemen, vou have a difficult problem to solve. If, as a result of 
your interest in the complex problems which confront this industry, 
procurement policies are formulated to cut costs, increase incentives, 
and stabilize the aviation industry, I am sure you will have done this 
country a great service. 

That is all I have to say, Mr. Chairman. 

Mr. Hésert. I think at this point it would be well that we have 
your background in the record. You mentioned that you had grad- 
uated from Cornell and began in the aviation industry immediately. 
So for the benefit of the committee, if you will just recite chronologi- 
cally your background. 
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Mr. Swirsu. Unfortunately, I was about half a year from graduat- 
ng. I couldn’t afford to graduate. I was an engineer at that time. 

Then I went to work for Thomas Morse Aircraft Engineering Corp., 
in Ithaca, N. Y. I started in there as a grease monkey, and from then 
on I have been in the business in various stages. I have worked for 
the Army, Loening Aircraft Engineermg Corp. Then I finally— 
they sold out. They were going to do big things in a big way. Mr. 
Grumman and I didn’t go along with that. So we started out, in 
what I might call a garage, at $75 a month. That is what we paid. 
First we worked on what we called commercial business. We used to 
pick up wrecks, that the Loening Co. had built. We knew financially 
how to fix them. So we fixed them for the insurance companies. 
That is how we got into business. 

Mr. Héspert. You and Mr. Grumman organized Grumman? 

Mr. SwirsBuu. Yes, sir. 

We would quote on these wrecks and fix them up. And then, nat- 
urally, we devised some certain ideas. The Navy at that time wanted 
a float attached to a landplane that they could go from a carrier. 
There was only one then, I think, the Langley, at that time. So they 
could go from a carrier to the battleship. So we designed a float 
which we thought was rather light. We called it Monocoque construc- 
tion. Anyway, it was a different kind of construction. It was pretty 
hard to get approval down here to take the stresses. But anyway, we 
did get approval and we finally got it on an airplane and did get it 
catapulted. However, the way it was done was possibly—we called 
up the structures section—if I would take a ride in the first one, they 
would approve it. That is the way it happened. 

Mr. Netson. This is the first aircraft design you went into, design- 
ing this float? 

Mr. Swirsut. That is right, our company. 

Mr. Courtney. That is the Grumman Co.? 

Mr. Swirsut. We had previously. 

Mr. Netson. You and Mr. Grumman. 

Mr. Swirsut. That is right. 

From that we went to what we called—we thought this retraction 
of the landing gear was quite a thing. And we used that and tried 
to sell that to the Navy. And it was a little bit hard to sell. Even 
NACA said at that time that we didn’t need it, it wouldn’t be neces- 
sary if it were properly streamlined and everything would be all right. 
But I think you gentlemen are riding airplanes enough to see that 
most landing gears are being retracted. 

The reason for that, being able to sell that, the fastest thing the 
Navy had at that time was 174 miles an hour. I think our two- 
seaters were able to do better than 200. So they thought it was 
worthwhile giving us a contract. I think that basically tells how we 
got started. 

Mr. Grumman also was a naval aviator. 

Mr. Hésert. You developed the Grumman fighter, too; didn’t 
you? 

Mr. Swirsut. No one man develops anything. It is a group. 

Mr. Hésert. Your outstanding plane, as I recall it, was known as 
the Grumman fighter during World War II? 

Mr. Swirsut. Yes. That is later on. I am going back. 
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Mr. Hésert. I mean from the time that you have indicated—that 
was the beginning of Grumman and you have evolved to what is 
known as your present corporation, remaining with that corporation 
all the time since its organization? 

Mr. Swirsut. Yes. I would like to give Mr. Grumman’s back- 
ground. 

Mr. Hépert. Yes. 

Mr. Swirsut. He is a naval aviator. That is maybe why he took 
a slight tangent toward naval aviation at that time. 

So from then on we started developing other models. Then we 
went into World War II, which is the model that you are talking 
about, Mr. Chairman. At first I didn’t know whether we were going 
to build spare parts or small parts or whether we were going to be an 
aircraft company, in World War II. But somehow it seemed that 
they were going to let us build airplanes for the Navy, and we did 
build what I think is an outstanding model. At least it helped the 
Pacific war to a great extent. 

We also trained General Motors, some 600 men who were being 
trained at our factory to implement our production, you see. 

They went out of it after the war was over. That is about all I 
would like to say. Is that——— 

Mr. Hépert. That is what we desire. 

Mr. Hess, any questions? 

Mr. Hess. Mr. Swirbul, do I understand that all of this develop- 
ment of these planes was all financed with your own money? I am 
going back to the early days prior to the Second World War. Or was 
it Government money that was given to you to develop these things? 

Mr. SwrrBvut. I don’t know whether we have records going back 
that far. 

Mr. Hess. It isn’t too important. I just thought perhaps you 
might know. 

Mr. Swirsut. They didn’t advance money at that time. We did 
it on our Own Money. 

Mr. Hess. After you developed something, and you got a contract, 
you charged it against that contract? 

Mr. SwirBu.. Yes, sir. 

Mr. Hess. That is all. 

Mr. Hépert. Mr. Nelson. 

Mr. Newson. Mr. Swirbul, what was your model at the time you 
went into World War II? What was the Grumman aircraft, was it 
a carrier-based plane? 

Mr. Swirsut. We had two models, sir. One was what we called 
the Hellcat, and we had the TBF, which was a torpedo plane. 

Dive bombing was a very great specialty at that time. The Navy 
thought that was the way to do things. Naturally we listened to the 
customers. 

Mr. Nextson. Was it dive bombing and torpedo bombing? 

Mr. Swirsut. Yes. One thing happened to a company X. Their 
wings were folding up in a takeoff. As you know, the wings have to 
be folded on carriers for space. So Mr. Grumman again developed 
a thing which I feel was quite a contribution at that time. No matter 
what you did, the wings always stayed—they wouldn’t fold up. In 
other words, you could fly with them, no matter how it went. 

Those were, I think, very important items. 
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Mr. Héserr. Mr. Courtney, please. 

Mr. Courtney. Mr. Chairman, we will follow in this case the usual 
format. We will vary it to some degree here because of the com- 
plicated character of the data in respect of company-owned property 
and Government-owned property. 

But we will consider the percentages that are distributed over 
various contracts, all of which are accounted for, and covering the 
year 1952 on to 1955, as we have with respect to the other companies. 

The last period of renegotiation, so far as your company was con- 
cerned, was what year? 


TESTIMONY OF MR. D. W. FIELD, COMPTROLLER, GRUMMAN 
AIRCRAFT ENGINEERING CORP. 


Mr. Frevp. It has been completed through 1951, and we have 
appealed that finding to the United States Tax Court. 

Two days ago we received an agreement from the Renegotiation 
Board with respect to 1952. We ‘proposed to sign that agreement 
and send it back to the local board, and from that point it will go to 
Washington to be approved by the top Renegotiation Board. 

I say we expect to sign it. Our directors are meeting tomorrow 
and the feeling is that they will approve sigaing it. 

Mr. Courtney. So far as the figures which we will discuss this 
morning, are they in any way influenced or changed or would they be 
modified by reason of either of these two circumstances? 

Mr. Fre.p. The profit per contract would be modified slightly 
with respect to 1952, more than slightly by 1951. But we have made 
no change in the figures. We consider a payment of that kind as a 
direct charge against the net worth of the company. It is obvious 
that it has reduced the profits, but is an accounting convention which 
we carry directly to surplus. 

Mr. Courtney. The only place that the figures will be in any way 
varied in your accounting system would be in the surplus account? 

Mr. Frevtp. That is right. 

Mr. Courtney. Let us take the capital structure and the overhead 
accounts as they appear from your answers to the general question- 
naire. 

In 1952 your capital stock outstanding was 2 million shares, of a 
par value of $1; is that correct? 

Mr. Frevp. That is right. 

Mr. Courtney. And a stated value of $10 million? 

Mr. Frevp. Right. 

Mr. Courtney. And at that time you had surplus and retained 
earnings of $22,834,889.96? 

Mr. Freip. That is correct. 

Mr. Courtney. I notice there is no item for paid-in capital. Will 
you explain that? 

(The information referred to follows: ) 
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Analysis of paid-in capital 





| | 
Number of | 
common Capital stock 
shares 





Incorporated, December 1929: 
225 shares, preferred at $100 
1,673 shares, common at $25 





1933 


co Ee a ee aS see: es, / | 
100 percent common stock dividend. __._...............----- 














1936 


Issued 5 shares of $5 common in exchange for $25 common 








16, 730 








1987 | 
Sold 1,673 shares common at $5 " 18, 403 


es 








Issued 5 shares of $1 common in exchange for $5 common 92, 015 
300 percent common stock dividend NB cntids wines ain 
Public offering 60, 000 60, 000 


Sold to employees 3, 805 8, 805 24, 732. 50 





431, 865 113, 995 414, 732. 50 


Sold to various purchasers 41, 195 41, 195 275, 267. 50 





473, 060 155, 190 690, 000. 00 


Sold to various purchasers 8, 000 8, 000 64, 000. 00 





481, 060 163, 190 754, 000. 00 


Sold to various purchasers 27, 000 216, 000. 00 





Total paid-in capital ($1,160,190) __ 190, 190 970, 000. 00 
Transferred from earned surplus, 1929-40____...............-.- id.) i ee eae 
Net charges to capital surplus, 1929-40 : 27, 659. 60 





Status of capital accounts at Dec. 31, 1940 
Through stock dividends, transfers from capital surplus or 
earned surplus the status at Dec. 31, 1951, also Dec. 31, 1954_- 10, 000, 000 














Mr. Fie.p. Beginning with the founding of the company in De- 
cember 1929, with an original paid-in capital of $64,325, through the 
sale of additional shares of stock and the retirement of the original 
preferred, by the time we got to 1940 the paid-in capital, meaning 
the amounts received from the purchasers of this stock from time to 
time during that period, was $1,160,190. 

Mr. Courtney. And it has been increased over to 1952. 

Mr. Frevp. The capital account has been increased by transfers 
from earned surplus, by $8,839,810, which brings it to the $10 million 
that is shown at December 31, 1952. 

Mr. Courtnry. The stated value of $10 million as of 1952 repre- 
sents actual cash paid in? 

Mr. Frevp. The $10 million represents two things. It represents 
the $1,190,000 cash paid in. 

(Mr. Courtney nods.) 

Mr. Frevp. And it represents transfers from earnings, $8,839,000. 

Mr. Courtney. Over a period of years. 

Mr. Frevp. Over a period of years. 
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Mr. Courtney. Up until 1952. 

On December 31, 1955, there were outstanding 2,200,000 shares 
of the par value of $1, stated par value, and a stated value, as you 
have indicated, of $17,600,000. 

Will you explain the source of the $7,600,000 appearing? 

Mr. Friextp. In December, I believe it was December, the directors 
declared a 10-percent stock dividend, as an indication to the stock- 
holders that the company felt it should retain, for investment in 
facilities and other things that it needed, as much as it could of its 
earnings. 

It issued 200,000 shares of stock at a time when the market value 
of the stock was $38 a share. The value assigned to the 200,000 
shares that was issued was $7,600,000, 200,000 times $38 per share, 
and that further sum was transferred from earnings retained in the 
business to capital account to indicate the company was keeping this 
for permanent investment. 

Mr. Courtney. After giving effect to that transaction, of the 
issuance of new stock, then the surplus retained in the business —I 
notice there is an asterisk there. 

Mr. Frievp. The reason for the asterisk is this: We do not have 
at this moment our complete financial picture for the whole year 
1955. Our fiscal year is the same as the calendar year, and there is 
an insufficient time to come up with all of the 1955 figures. 

The $27 million is the surplus at June 30, with $7,600,000 deducted 
from it to transfer over to the capital account, and it is not the Decem- 
ber 31, 1955, surplus, because of two things. The earnings for the 
last half of the year are not yet reflected, and the two dividends that 
were paid in the last half of the year—50 cents a share each time— 
are not reflected in that surplus, for example. 

Mr. Courtney. Anyway, at the last point of computation, the 
surplus retained was $27,147,626? 

Mr. Frexp. I should like to reiterate this very quickly, that that is 
the June 30 surplus. 

Mr. Courtney. June 30, 1955? 

Mr. Fre.p. Reduced by $7,600,000 to reflect the issuance of the 
200,000 shares. 

Mr. Courtney. Considering your net worth as reflected in your 
operations which we will discuss, on December 31, 1952, your net 
worth appeared to be $32,834,889.96. 

Mr. Frevp. That is correct. 

Mr. Courtney. On June 30, 1955, which was the last date of com- 
putations, of accounting, the net worth was $44,747 ,626.28? 

Mr. Frevp. Correct. 

Mr. Courtney. Going over to Government sales, in 1952 of the 
total sales of your company, 99.47 percent were Government sales? 

Mr. Frevp. Right. 

Mr. Courtney. In 1952, 99.42 percent? 

(Mr. Field nods.) 

Mr. Courtney. In 1954, 98.59 percent. 

(Mr. Field nods.) 

Mr. Courtnry. Up to June 30, 98.99 percent? 

Mr. Fieip. Yes; those percentages are accurate. 
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Mr. Courtngy. Can you independently give us an opinion as 
to whether or not the 98-percent figure has changed in the last 6 
months? 

Mr. Freip. No; there is no reason for it to change in the last 6 
months. 

Mr. Courtney. The June 30 figure represents the actual sales——— 

Mr. Frevp. For all practical purposes, it is the same for the year. 

Mr. Courtney. Same percentage throughout the whole of the year 
1955? 

(Mr. Fields nods.) 

Mr. Courtney. Now of dividends: 1952, a dividend of $2 a share, 
the same amount in 1953, in 1954, $2.50, and in 1955, $2 plus the 
10 percent—-— 

Mr. Fogo. $2 and 2 million. 

Mr. Courtney. $2 on the 2 million shares. 

Mr. Frevp. Right. 

Mr. Courtney. Plus the addition of the 200,000 shares in the form 
of 10-percent stock dividend. 

(Mr. Field nods.) 

Mr. Courtngry. Which you have explained? 

(Mr. Field nods.) 

Mr. Netson. Is that 200,000 or 2 million shares? 

Mr. Hess. Two million shares. 

Mr. Courtney. Two million shares on which a cash dividend was 
paid, and a stock dividend of 200,000 shares which is the equivalent 
of $7,600,000, the market value on the day of issue. 

Mr. Frevp. Yes. 

Mr. Courtney. Which now appears in the capital account. 

Mr. Freip. On the day of declaration. 

Mr. Courtnry. Mr. Chairman, the property account which we 
have considered in respect of these other companies, that is Govern- 
ment-owned property in use versus company-owned property, is not 
stated in exactly the same way so far as these figures are concerned, as 
we have with the other companies. However, Mr. Field has a chart 
here and the figures can be explained from the chart. (See p. 2068). 

Mr. Frevp. This indicates that in 1940 the company owned all of 
its facilities, totaling $1,129,000, and as we got into the World War II 
period, the proportion of Government-owned facilities became very 
great. When we got to the end of the war, we were down to a point 
where we either owned or were leasing from the Government——— 

Mr. Courtney. The dark dotted section indicates company-owned 
facilities? 

Mr. Frevp. Yes. The light dotted section indicates Government 
owned, but leased to the company for rental. 

Mr. Courtney. And the diagonal section indicates? 

Mr. Fie.ip. The diagonal indicates owned by the Government but 
leased to the company without rental. 

Mr. Courtney. On the left side of that chart the figure appears in 
millions of dollars. 

Mr. Frevp. Millions of dollars; yes. 

Mr. Courtney. You start out with about $2 million or 1% mil- 
lion—— 

Mr. Fretp. $1.1 million. 

Mr. Courtney. $1.1 million, in 1940? 
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Mr. Fievp. Yes. 

Mr. Courtney. All company owned? 

Mr. Fietp. Yes. 

Mr. Courtnry. And this chart carries you forward from that 
wo 

Mr. Fietp. December 31, 1955. 

Mr. Courtnry. To 1955. 

Mr. Fievp. Or a total of $67,221,000 total facilities, of which 
$15,635,000 is owned by the company, $24,292,000 is owned by the 
Government and leased to the company for rental, and $27,294,000 
is furnished to the company without rental. 

The figures here covering the facilities owned by the Government 
do not include facilities which have been furnished by the Govern- 
ment through us to our subcontractors. 

Mr. Courtney. They are strictly what Grumman uses. 

Mr. Fievp. That is right. 

Mr. Courtney. In its operation. 

Mr. Frevp. Right. 

Mr. Courtney. On the right-hand side of that chart will appear 
the figures as of 1955? 

Mr. Fretp. Yes. Those are our totals. 

Mr. Courtney. In the relationship of company-owned, company- 
leased from the Government, and Government-owned. 

Mr. Frevp. Yes. 

Mr. Courtney. In respect of the contracts we will here discuss. 

Mr. Frevp. Right. 

Mr. Courtnry. With respect to the rental account, you state that 
some portion of the Government facilities have from time to time 
been rented on various bases. 

Mr. Frexp. I do not bave, except as a matter of memory, the exact 
rentals. 

In 1952 we were renting a large plant from the Government for 
$210,000 per year. That lease was terminated June 30, 1952, and 
from that point forward it was on a free use basis. 

Mr. Courtney. Will you, if you have the information at hand, 
explain the termination of that lease—for what reason and—— 

Mr. Fieip. The reason for it was, I am sure, that by having plants 
on a no-rental basis, the rental that is paid is not in the overhead. If 
the rental is not in the overhead, the overhead is lower. If the over- 
head is lower, the cost of the airplane to the Goverament is less. So 
that it tended to neutralize that rental payment. 

Mr. Courtney. So far as Grumman is concerned and the termi- 
nation of the lease and the other leases to which you made reference, 
totaling a rental of $210,000, that termination of lease and the use of 
the facilities free was not effected by you; was it? 

Mr. Fre.p. No;it was not. It was a matter of Government policy 
at that time. 

Mr. Courtney. By your company, I should say. 

Mr. Fietp. We also at that time leased certain warehouses. I 
don’t recall the figure exactly, but it was in the neighborhood of 
$60,000. As I remember, that was terminated at the same time for 
the same reasons. 

This big increase here [indicating] represents the rental of the 
Peconic facilities, the Peconic River facility. 
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Mr. Courtney. Is that an independent unit, meaning independent 
of your Long Island plant? 

Mr. Frevp. It is on Long Island. It is about 35 miles east of our 
plants at Bethpage. 

Mr. Courtney. For what purpose in general is it used? 

Mr. Swirsut. May I answer that, sir? 

Mr. Courtney. Yes, sir. 

Mr. Swirsut. Mr. Chairman, we wouldn’t have needed that if the 
state of art hadn’t changed. And that was noise. So that just 
came along and we thought it was a pretty good idea to get away. 

We started to buy up the property ourselves, but then the Govern- 
ment got into it. It was quite an installation to make it real usable. 
But it did—it points out the fact that had the propeller airplane 
stayed the same, we would have never had anything to do with this 
facility at East. Does that explain that? 

Mr. Courtney. Yes, sir. You are talking about the addition to 
Government-owned plant in use by the company. 

Mr. Swirsut. This is something that the art brought up—the 
noise. 

Mr. Courtnrey. You mean—— 

Mr. Swirsut. We thought we were a little bit smart in trying to 
get away from the people and the homes that had built around us, 
and we built this plant out there, some 40 miles away, yet within 
range of most of our working people so it wasn’t too much of a change. 
Yet it—— 

Mr. Courtney. This is a flyaway strip, isn’t it? 

Mr. Swrreut. We call it an assembly and a running-up strip, 
because the running-up end part of it makes the noise, too, and 
flyaway strip. 

That was put out there for that reason. We wouldn’t have had 
to have it. We could have stayed right in Bethpage where we were, 
if we didn’t have this noise problem. 

Mr. Courtney. Is that a result from the changeover from propeller- 
driven craft? 

Mr. SwirBut. Yes, sir. 

Mr. Courtney. To jet? 

Mr. Swirsut. Completely. We think it is an advanced idea. 
Maybe some people don’t, but we think it is. 

Mr. Courtney. As I understand it, the rental account whick 
first took effect in 1950 has been substantially—I am sorry, 1947 
or 1946? 

Mr. Freip. About 1947, the middle of 1947. 

Mr. Courtney. Has been substantially canceled out except for 
the reason you indicated? 

Mr. Freip. Except with respect to Peconic. With respect to 
Peconic, again the policy of the Government changes a little bit and 
we had a full rental arrangement there, with a minimum rental of 
$250,000 a year and a maximum rental, as I remember, of $2,800,000 
a year, and the amounts that are paid in between are based on the 
number of hours of labor used at Peconic. 

In other words, you don’t pay less than $250,000. And as your 
man-hours go up you pay more and more, until you reach $2.8 million. 
I think that is the property maximum. 

Mr. Courtney. There is a rental then paid? 





AIRCRAFT PRODUCTION COSTS AND PROFITS 2067 


Mr. Frevp. There is a rental paid for Peconic. 

Mr. SwirsBut. Yes, there is. 

Mr. Courtnry. That represents a change in policy between 1956 
and 1952? 

Mr. Frevp. Yes, sir. 

Mr. Courtnry. So we may orient ourselves, there is a substantial 
number of Government-owned facilities indicated on that chart. 
Could you just orient us in our thinking on that, please? 

Mr. Frexp. There is plant 5 which is a good-sized manufacturing 
plant and engineering department; plant 3 which, again, is a good- 
sized manufacturing plant north of the original Bethpage facilities, 
and there are perhaps 15 or 20 warehouses. ‘There is also a good-sized 
garage for the maintenance and care of the company’s trucks. 

Mr. Courtney. So far as those facilities are concerned, are they 
used exclusively in the performance of Government contracts? 

Mr. Frexp. Yes, they are. 

Mr. Courtney. No rental is assigned to them which you pay? 

Mr. Frevp. That is right. 

Mr. Courtney. Or which you reflect in any way in the cost of 
performing the Government work? 

Mr. Fieitp. None whatsoever. 

Mr. Courtney. Will you supply for the record a photostat of this 
exhibit? 

(Mr. Field nods.) 

Mr. Courtney. So it will be clearer in connection with your 
testimony. 

Mr. Swirsut. Yes, sir. 

Mr. Courtney. Two other figures of general overhead, Mr. Field. 
Depreciation and amortization of company-owned property. 

Mr. Fiexp. The depreciation is the regular normal spreading of the 
life over the expected life of the assets. The amortization reflects 
the rather small number of items that we have on certificates of 
necessity. That is the distinction between those two accounts. 

Mr. Courtney. In computing the figures which appear in your 
pamphlet or your brochure in answer to the committee’s questionnaire, 
is the rate of depreciation the internal revenue rate or is it some other 
rate that has been agreed upon for accounting purposes? 

Mr. Frevp. Generally speaking, it is the same rate that has been 
agreed upon with the Bureau of Internal Revenue. 

Mr. Courtney. It is not true depreciation? 

Mr. Swirsut. Not a speedup. 

Mr. Courtney. As distinguished from tax depreciation? 

Mr. Fiexvp. No. 

Mr. Courtnry. With respect to the amortization, you do have 
some certificates of rapid amortization? 

Mr. Fretp. We do. They are rather small in total. The costs 
are spread to the contracts, because they are part of the cost. In the 
final redeterminations they are eliminated because most of the con- 
tracts stipulate that you do not include that. 

Mr. Courtney. Could you give us an idea in round Geuree of the 
total amount involved in that rapid 

Mr. Frexp. In certificates of necessity, the total purchased under 
that is $313,627.81. 
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Mr. Courtney. That will appear as a distribution against these 
various contracts? 

Mr. Frexp. That is the total amount of equipment that has been 
purchased under the certificates, and the amounts that are shown in 
the answer to the questionnaire as amortization reflect the amounts 
that those contracts had charged to them because of these certificates 
of necessity. But in the final negotiation of the price, those amounts 
would be eliminated by the contracting officers because the contracts 
stipulate they are not part of it. 

Mr. Courtney. Two other items of general overhead and adminis- 
trative costs which are distributed are salaries, contributions, and in 
answer to question 31, any sums paid to officers and employees of the 
Military Establishment. 

Before we discuss corporate salaries, the company has a bonus 
plan; is that correct? 

Mr. Fievp. Yes; it does. 

Mr. Courtney. And are you able to tell us how many employees 
of the company participate, without respect to the 

Mr. Swirsut. May I interject there? This plan has been in 
effect since we have been in business. For every employee except 
the officers. 

Mr. Courtnry. And every employee of the company participates 
according to a fixed formula? 

Mr. Frevp. I think that the fixed formula has been in effect for a 
considerable period of time. The only departures from the fixed 
formula are to reward people who have made an outstanding contri- 
bution in engineering or in production. That is a thing that is 
determined by our top officers in connection with a handful ‘of people 
who are below the officer level and are doing a substantial job. 

Mr. Courtney. There is a formula which is applicable throughout 
the plant 

Mr. SwrrBu.. Yes, sir. 

Mr. Courtney. To all employees. And in addition to that, if 
some single employee who already participates in the plan should 
have contributed something in addition by way of savings or scientific 
improvement or engineering, what have you-— 

Mr. Firetp. The amount he receives is greater than would have 
been indicated by the formula. 

Mr. Courtney. You would especially augment that by a special 
act of the board of directors or the officers? 

Mr. Frevp. The top officers. 

Mr. Courtney. I notice you said you excluded the officers of the 
company from the bonus plan? 

Mr. Frevp, That is correct. 

Mr. Courtney. And this relates to all other personnel. 

Mr. Frevtp. All other personnel. 

Mr. Courtney. Could you give us some idea of the total number of 
people who participate? In numbers? 

(The information referred to follows:) 
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Schedule of bonuses, 1952-55 





| | | 
Number of Bonus Total 
employees cas payroll —— of 
partici- (excluding nus to 





pating Christmas | Other bonus) payroll 





11, 349 $3, 414, 680.46 | $1, 703, 078. 37 . ‘ $55, 168, 077. 94 
11, 042 3, 820, 050. 79 1, 905, 856. 79 5, 725, 907. £ 57, 799, 756. 46 
11, 742 4, 111, 942. 55 2, 118, 441. 53 384. 63, 962, 611. 14 
12, 369 4, 544, 444.05 1, 191, 729. 22 173. 70, 128, 566. 75 

















Mr. Frexp. In 1952 the number of employees participating were 
11,349. In 1953, 11,042. In 1954, 11,742. In 1955, 12,369. 

It is easier to say all except, because—this is our total employment, 
you see. 
~ Mr. Courtney. That happens to be the total employment as well. 

Mr. Frexp. Yes. 

Mr. Courtney. They all participate in the plan. 

In answering the questionnaire with respect to those earnings in 
excess of $20,000 as a break-off, you have included in the amounts 
you have reported not only the basic salary, but the bonus as well? 

Mr. Fievp. Yes. The bonus is shown separately, but it is there. 

Mr. Courtney. With respect to three of these employees, I 
noticed you say that some portion of either salary or bonus represents 
flight pay? 

Mr. Fixup. Yes. 

Mr. Courtney. Will you explain that so we may fully understand 
the figure? 

Mr. Fieitp. Would you like to do that, Mr. Swirbul? 

M2. Swirsut. We feel when we build a model and the pilot takes 
it up for the first time, and the requirements that are now put up 
by the Services, we make a special arrangement with the pilot. We 
don’t like to endanger his life and endanger the property of the 
Government, if you want to call it, because there is Government- 
supplied material in it. I am thinking more of the pilot. For that 
we make special arrangements, to do these very extreme tests. 

Mr. Courtney. There are, I think, 5 or 6 cases in which the bonus 
which you have reported on represents that type of compensation 
for 

Mr. Frexp. It includes that type. 

Mr. Courtney. A bonus plus the flight pay for the extra hazard. 

Mr. Swirput. Extraordinary hazards, yes, sir. 

I wouldn’t take them. So I would like to be able to pay the fellow. 

Mr. Courtney. I repeat again for emphasis that the officers of the 
company receive no bonus. 

Mr. Swirsut. I haven’t received any. 

Mr. Courtney. During the years. 

Mr. Freip. That is correct. 

Mr. Swirsut. And I don’t believe anybody else has. 

Mr. Courtney. Would I be correct in stating, for recap, that 
where no bonus appears there are none for the officers of the company? 

Mr. Frevp. Yes, that is true. You do have a situation in 1954 
where a number of people were made officers and for that reason the 
only bonus they received was that related to the period before they 
became an officer. 
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Mr. Courtney. Before they became officers. 
Mr. Fiexp. Right. 
Mr. Courtney. Mr. Chairman, without detailing all of these 

employees of the company who have received bonuses below the rank 

of officers of the company, all of which appear in a very detailed report 
filed by the company, we have for officers of the company Mr. Grum- 
man, Mr. Swirbul, Mr. Schwendier, Mr. Towl, Mr. Poor, and Mr. 

Stamm, in 1952, is that correct? 

Mr. Frevp. Yes. 

Mr. Courtney. And through 1955? 

Mr. SwirRBuL. 1955, yes. 

Mr. Frevp. In 1954, five additional people were elected vice 
presidents. 

Mr. Fizexip. The five additional officers were Mr. Titterton, Mr. 
Hall, Mr. Kingsley, Mr. Rittenhouse, and Mr. Hoffman. They were 
made vice presidents in October of 1954. 

In April or May of 1954, Mr. Titterton had been made an assistant 
vice president and was elevated to vice president in October. 

Mr. Swirsuu. May I say we compensated for salaries, and after 
that they didn’t get a bonus. 

Up to the point they became—— 

Mr. Courtney. Officers. 

Mr. Swirsvut. Officers, yes, sir. 

Mr. Courtney. So far as officer and management accounts for 
this company for 1952, Mr. Chairman, the records show: Mr. L. R. 
Grumman, $51,250 in salary; Mr. L. A. Swirbul, $61,500; Mr. W. T. 
Schwendler, $51, 250; Mr. E. Clinton Towl, $32,800; Mr. E. W. Poor, 
$20,500; and Mr. J. A. Stamm, $20,500. 

In 1953, the same personnel: Mr. Grumman, $55,000; Mr. Swirbul, 
$66,000; Mr. Schwendler, $55,000; Mr. Towl, $35,200; and Mr. Poor 
and Mr. Stamm $22,000 eacb. 

In 1954—and no bonus—Mr. Grumman, $61,867; Mr. Swirbul, 
$72,000; Mr. Schwendler, $61,666; Mr. Towl, $39,733; Mr. Hall, who 
was added to the officer personnel in this year, $33,449.67, with a 
bonus of $7,356.65; Mr. George F. Titterton, $37,819.73, with a bonus 
of $2,986.62; Mr. Charles Kingsley, $25,225.84, with a bonus of 
$3,583.46; Mr. David Rittenhouse, $29,991.33, with a bonus of 
$5,690; Mr. W. J. Hoffman, $26,591.68, with a bonus of $4,783.50; 
and Mr. Poor and Mr. Stamm each received $22,666, with no bonus. 

The figures for 1955 are: Mr. Grumman, $74,375; Mr. Swirbul, 
$90,625; Mr. Poor, $23,625; Mr. Towl, $45,437; Mr. Schwendler, 
$74,375; Mr. Stamm, $23,625; Mr. Titterton, $43,500; Mr. Hall, 
$42 875; Mr. Kingsley, $31, 650; Mr. Hoffman, $33,175; and Mr. 
Rittenhouse, $37,175. 

The other personnel are nonofficer class and have received compen- 
sation in excess of $20,000 from the combination of bonus and salary. 

Mr. Swirsut. (N ods.) 

Mr. Courtney. Mr. Field, all of these salaries appear as a part of 
the general administrative and overhead account which is distributed 
over these contracts? 

Mr. Fietp. Not all are in G. & A. Some are in manufacturing 
overhead. Some are in engineering overhead. And some are in 


G. & A. All the officers 
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Mr. Courtney. All the officers appear. 

Mr. Frevp. Are in G. & A. 

Mr. Courtney. In G. & A. Others are assigned directly to the 
contract on which they work. 

Mr. Frevp. No; they are not assigned to the contract. They are 
assigned to the pools for the kind of work they do. Our manufac- 
turing manager would be in manufacturing overhead. 

Mr. Courtney. In distributing the general expenses of the com- 
pany, what classification do you use? You have general administra- 
tive and overhead, of which salaries will be a part. 

Mr. Fieip. Yes; we have three overhead pools—manufacturing 
overhead, engineering overhead, general and administrative overhead. 

Mr. Courtney. They are all detailed in the pamphlet. 

Mr. Fieutp. The makeup of them is detailed to the extent the 
questionnaire required it. 

Mr. Courtney. Let us consider the contributions that appear as a 
part of general overhead, Mr. Field. 

(The information follows:) 
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Mr. Courtney. Under contributions which are distributed through 
these contracts, the contributions charged to the contracts as a part 
of general administrative and overhead, for the Long Island Industry 
Fund for Hospitals, 1952, $60,000; 1953, $56,115; 1954, $60,000; and 
1955, first 6 months, $60,000. 

I take it that is an annual contribution? 

Mr. Swirsut. That is an annual contribution. 

Mr. Courtnry. And that has what relationship to the company? 

Mr. Swrrsut. In my opinion—there was a great surge—Nassau 
County probably is the fastest growing county in the United States 
today, at least that is what they say. We feel we should help some 
19 hospitals, which go in two counties, Nassau and Suffolk. 

Mr. Courtney. This is a part of industry’s—— 
_ Mr. Swrrsut. This is my particular job. Ido it myself. I started 
it. 

Mr. Hésert. Continue, Mr. Swirbul. 

Mr. Swirsut. We go ahead and do that. And then we conduct a 
star night, which more or less tries to educate the people that they 
do have a number of hospitals which they should support. 

Mr. Courtney. We have in 1952, Cornell University, $10,000; 
in 1953, $40,000; in 1955, $18,000; Princeton University, $10,000 in 
1952; $5,000 in 1953; $7,500 in 1955, with none in 1954; American 
Cancer Society: $3,000 in 1952; $2,000 in 1953 and 1954; and none in 
1955; Central Suffolk Hospital Association, $1,500 in 1952 only; Na- 
tional Foundation for Infantile Paralysis, $1,000 a year in each of the 
years; American Red Cross: $1,000 a year in each of the years except- 
ing 1953; Committee for Economic Development, New York Univer- 
sity, $1,000 in 1952; Roosevelt Memorial Association, $1,500 in 1953; 
Boy Scouts of America, $9,075 in 1952; $1,000 in 1953 and 1954; and 
$500 in the first 6 months of 1955; The Committee for Fiftieth An- 
niversary of Powered Flight, $1,000; Massachusetts Institute of 
Technology i in 1954: $25 000; F light Safety F oundation, in 1953, $500; 
in 1954, $5, 000; in 1954, Adelphi and Hofstra C olleges, $2,500 eac sh: 
the Polytechnic Institute of Brooklyn, $2,500. 

In 1955, Adelphi, $2,500, and Hofstra, $2,750. 

Both those colleges are located, I believe, on Long Island, aren’t 
they? 

Mr. SwirsBut. Yes, sir. I happen to be a trustee of one of them. 

Mr. Courtney. Polytechnic Institute of Brooklyn for the year 
1955, $20,000. 

In addition to those, 1952 to 1954, we have the full year 1955, 
exclusive of those which I have read—we have Massachusetts Insti- 
tute of Technology, $6,500; WMCA, $2,000; Rensselaer Polytechnic, 
$1,500; Dartmouth College, $1,000; Worcester Polytechnic Institute, 
$1,000; Committee for Economic Development, $1,000; Daily Mirror 
Youth Program, $1,000. 

Now, for subscriptions: Daily Mirror Youth Program, $1,000; the 
Engineers Joint Council in 1953, 1954, and 1955, $1,000 each year. 

Mr. Netson. What distinction do you make between a subscription 
and a contribution? 

Mr. Courtney. I only make the distinction that the company does. 
Mr. NeEtson. This is something they pledge and ultimately pay? 
Mr. Courtney. Perhaps Mr. Field ought to answer that. 
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Mr. Fiexip. What it is, contributions you might say are outright 
gifts to educational or health imstitutions, whereas the dues are an 
active participation in some scientific program that the institution is 
inaugurating or has been maintaining. 

Mr. Netson. The money is paid ou: the same way? 

Mr. Courtney. That is your distinction so far as this accounting 
is concerned? 

(Mr. Field nods.) 

Mr. Courtney. We have, again under dues and subscriptions: In- 
stitute of Aeronautical Sciences: In 1952, $4,500; in 1953 and 1954, 
$10,000; and in 1955, $5,000; Aircraft Industries Association (Air- 
craft buyers’ course) $3,000 in 1954; Aircraft Iadustries Association, 
dues: None in 1952; in 1953, $38,451.56; in 1954, $28,778.71; and in 
1955, $31,967.86; New York Institute (membership in the Institute 
of Mathematical Sciences), $10,000 each in 1953 and 1954; Massa- 
chusetts Institute of Technology, in 1955, $10,000; Cornell Univer- 
sity, in 1955, $1,000; and Woods Hole Oceanographic Institution, 
$1,000. 

Those comprise the contributions, dues, and bonuses, all of which 
appear as a part of general overhead, in the period we are covering 
and which are distributed to the various contracts which we will 
discuss. Correct? 

(Mr. Field nods.) 

Mr. Courtney. Now, with respect to retired officers of the Mili- 
tary Establishment. Under this heading you have for the years 1952, 
I presume, to June 30, 1955— is that the way you have computed it? 

Mr. Fiexvp. Yes. 

(The information follows: ) 


Payment to Retired Officer of the United States Military Establishment—(to June 30, 
1955) 


Frederick M. Trapneli, vice admiral, U. 8. Navy (retired), engi- 
neering consultant, $1,250 per month beginning February 1, 1953: 
1953 - PA SS A ee re beeen ates at $13, 125. 00 


1954_____ og RDESE spekbuant } 15, 000. 00 
1955 (first 6 months)..-.......... iio ea ee Cs 7, 500. 00 


oe. ...es. he - Peaptinre dE Be” thd -aeginth ah _ 35, 625. 00 
Distribution to contracts: 


Deane ce~aees = oe rd 8 al. Ol eles pol, a) a. oo P 2, 439. 60 
NQa(s) 51-074... 25.25. ‘ : are = 297. 47 
NOa(s) 51-638___- : : 2, 986. 44 


“) 


NOa(s) 51-635- -- - 5 A eee ; 3, 306. 56 


1 Portion of above charged to engineertng overhead and included in questons 13 and 8 (f). 


Mr. Courtney. Frederick M. Trapnell, vice admiral, United States 
Navy, retired, engineering consultant, commencing in February 1 
of 1953, $1,250 per month, a total of $35,625 as of June 30, 1955? 

(Mr. Field nods.) i 

Mr. Courtney. What are the admiral’s duties? 

Mr. Swirput. Mr. Trapnell is assistant to the chief engineer of 
our company in helping lum do his duties or conducting flight tests. 

Mr. Courtney. That was actual flight test with which he was 
connected? 

Mr. Swirsut. Flight test, not connected, only running it for the 
chief engineer, not in charge of the flight test. 
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Mr. Courtney. He was actually at the plant during this period 
of time? 

Mr. Swirsut. We did not exactly bold him down to any special 
time, but we used him as a consultant as much as we could get him. 

Mr. Courtney. With respect to flight testing. 

Mr. Swirsut. That is it. 

Mr. Netson. He supervised the test pilot? 

Mr. Swirsut. He did more than that. He advised our chief 
engineer a little bit how to build good airplanes, which I don’t like 
to take away from the chief engineer, but nevertheless that is what 
he did. 

Mr. Courtney. His salary is distributed over the various con- 
tracts which we will discuss today? 

Mr. SwirBut. Yes, sir. 

Mr. Courtney. As a part of general overhead, in the sums that 
are indicated on your report to the committee. 

You have Francis J. McKenna, rear admiral, U.S. Navy, retired. 
You have no payments made prior to June 30, 1955. 

Mr. Freip. I do have—I obtained this—— 

Mr. Courtney. And that is a per diem? 

Mr. Fieip. That is correct. 

Mr. Courtney. And for what purpose? 

Mr. Frextp. In 1955 the total payments during the last 6 months 
were $1,837.50. 

Mr. Swirsut. New security regulations, the complete book of new 
security regulations, seemed to crop up and he was already doing 
that work for the Fairchild Co. and lived in that area. So we thought 
we would hire him for—I think it amounts to what, a day a week? 

Mr. Frexp. It wouldn’t be any more than that. 

Mr. Courtney. It is a consultant fee, is that right? 

Mr. Swirsut. He acts as a security officer or adviser on that 
basis. That is all. 

Mr. Courtney. You have another, David Rittenhouse, who is 
also an officer of your company since 1954 and has been with the 
plant since 1940. 

Mr. Swirpuu. Yes. He was in the Navy and was getting out and 
we needed a few people here and there that knew something about 
airplanes. 

Mr. Courtney. That is all that are within that category. 

Mr. Swirsut. All right. 

Mr. Courtney. And none others in the policymaking bracket? 

Mr. Swirsut. None at all, sir. 

Mr. Courrney. Excepting Mr. Rittenhouse who has been an 
employee of the company since 1940. 

Mr. Swrrsut. Employee. 

Mr. Courtney. Mr. Chairman, without detailing the number of 
contracts, we would like to have them put in the record, but so we 
can understand the distribution of costs to these various planes 
and the profit ratio, we will take up the S2F-1. 

Mr. Hépertr. Without objection, that will be made a part of the 
record. 

(The information follows: ) 
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Contract NOa(s)51-635* 


286 Model S2F-1 and 60 Model S2F-2 airplanes: Target cost, $413,340; target 
profit, $35,135; target price, $448,475.T 
Indicated price (per unit) to Government, Dec. 31, 1955: 
Model S2F-1, $400,900, including profit of $47,000. 
Model S2F-2, $466,700, including profit of $52,155. 
Incentive: 20 percent to GAEC; 80 percent to Government. 





Percent to 
Changes and amendments Amount contract ! 





. Spares, special tools, and ground-handling equipment-.-_--_-...--.------ | $4, 700, 840. 12 
2. Changes in basic quantity and/or price of Weerun Ss ee eee ee : 38, 721, 007. 04 
. Retrofit kits and service bulletins 72, 452. 00 


_——————————O 


ee ee Be) emcee! OF | 43, 494, 209. 16 





hE secant 2 


. Changes (true engineering changes) 
. Additional items (such as tests, engineering studies) - 


Subtotal___... 


Total to Sept. 30, 1955.....-._..._- wel NE Es OPP R P EIS ant aes 4 44, 644, 005. 31. a 


' 





1 On base of original contract, plus items 1 and 2, above. 


Contract NOa(s) 51-022* 








Per unit 
Number of airplanes and model No. — 


| 
Target cost | Target profit Target price 








$99, 075. 46 $8, 916. 79 | $107, 992. 25 

= ————SS ——SS ee 

302 FOF-5 (28 modified to F9F-5P) 111, 224. 88 10, 010. 24 121, 235. 12 
539 F9F-6 (36 modified to F9F-6P) 226, 062. 00 20, 346. 00 246, 408. 00 





Average F9F-5 and F9F-6 7 : 15, 994. 4.10 193, 703. 63 








Indicated price (per unit) to Government, December 31, 1955: 
Model F9¥—2, $105,793.36, including profit of $9,304.83. 
Models FOF-5 and F9¥—6, $180,893.89, including profit of $18,254.64. 
Models F9¥—5 and FOF-6, § $201,915.19, including profit of $19,990.34. 
Incentive: 15 percent to GAE Cc; 85 percent to Government. 





|p 
‘he : | Percent to 
Changes and amendments Amount | contract ? 





: Spares, special tools, etc_-_- meaee aiuuedeuchy pe aa een 
. Changes in basic quantity and/ or prices of airplanes. eacrannensdicwwusne tht ~ aa) eee eeneee 
. Retrofit kits and service bulletins...-..........-..-....----------------- ; 4, 987, 710.7 


Subtotal : | 6 60, 654, 352. 08 


Changes (true engineering changes) - sin ckipalbtS eh iedbaledonh. < Agra Gaeeae 
5. Additional items (such as tests engineering studies) _- . 2, 474. 53 | 
Subtotal | 7, 927, 963. 91 Tr 


Total to September 30, 1955 | 68, 582, 315. 99 fen=nbesene 7 





1 Data submitted. Final price not yet established. 
? On base of original contract price plus items 1 and 2 above. 


* Data for redetermination in preparation; above prices not final. 
tAfter deduction of $8,050 from target price resulting from production efficiencies arising out of use ‘‘drive- 
matic’”’ riveting machines. 
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Contract NOa(s) 51-074* 


131 Model AF 2S, 74 Model AF 2W, and 15 Model AF 3S airplanes: target cost, 
$186,000; target profit, $16,740; target price, $202,740. 
Indicated price (per unit) to Government, Dec. 31, 1955: 
Models AF 28, AF 2W, and AF 38, $177, 850, including a profit of $21,130. 
Add for conversion of 15 AF2S to AF38, $45, 324.28, 4a Ft a profit of 
$3,742.37, total $223,174.28, including a total profit of $24,872.37 
Incentive: 15 percent to GAEC; 85 percent to Government. 





Percent to 
Changes and amendments Amount | contrast! 





res, special tools, etc $2, 914, 657. 96 
Changes in basic quantity and/or prices of airplanes___..................-- 9, 099, 243. ¢ 
3 Retrofit kits and service bulletins , 774, 310. 6 


Subtotal , 239, 591. 29 | 


4, Changes (true engineering changes) _- 9 511, 874. 
5. Additionalitems (such as test, engineering studies) __- 64, 760. 62 


Subtotal 576, 634. 7 


32, 956. 5z 





1 On base of original contract price, less items 1 and 2, above. 


Contract NOa(s)51-638t 


167 Model F9F-6 (including 24 F9F-6P), 168 Model F9F-7, and 200 Model 
F9F-8 (extra cost in amendment No. 18): Target cost, $194,602; target profit, 
$17,514; target price, $212,116. 

Approximate price (per unit) to Government, December 31, 1955: 

Model F9F-6 and F9F-7, $188,500, including profit of $21,160. 
~ alee $188,500, plus $46,597, total $235,097, including profit of 
5,007. 
Model F9F-6P, $222,735, including profit of $23,987. 
Incentive: 25 percent to GAEC; 75 percent to Government. 





>, Ys 
Changes and amendments Amount pro con 





; Spares, special tools, and ground-handling equipment___-_-...........--- ..| $4, 673. 923. 54 |_. 
. Changes in basic quantity and/or prices of airplanes. ----- nsiiaaeaeiciashabednialoall 9, 2, 005, 428 68 
. Retrofit kits and service bulletins. _- ee 


. 35 


Subtotal | 9, 458 ar 


\ Changes (true engineering changes) 2, 539, 242. 84 
. Additional items (tests, engineering studies ad , 574, 199. 96 


Subtotal ; 4, 3, 442. 80 
as Oe wee Ee cited) a. _| 18, 572, 210. 15 





1 On base of original contract price, plus items 1 and 2, above. 


*Final redetermination completed per amendment No. 34. 
¢Data in preparation; final price not established. Above figures only approximate. 
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Contract NOa(s) 53-394* 


8 Model UF-1 (CG) and 35 Model UF-1: target cost, $302,000; target profit, 
$28,690; target price, $330,690. 
Indicated price (permit) to Government, Dee. 31, 1955: 
Models UF-1 and (CG)-1, $317.660, including profit of $34,270. 
Incentive: 30 percent to GAEC; 70 percent to Government. 


‘ Ja Mto 
Changes and amendments Amount Pe ros : f 
| eontract ! 


1, Spares, special tools, and ground-handling equipment 
2. Changes in basic quantity and/or prices of airplanes : 
3. Retrofit kits and service bulletins__- : $947, 519. 50 


et a Stee : ‘ 947, 519. 50 | 


. Changes (true engineering changes) - Sa 235, 635.11 
5. Additional items (tests, engineering studies) 


Subtotal. -- ‘ ; * af Sg 235, 635. 11 


Total to Aug. 31, 1955 es a _....| 1, 183, 154. 61 | 


1 On base of original contract, plus items 1 and 2, above. 


Contract NOa(s)53-1138* 


76 Model F9F-—8 airplanes: target cost, $195,890; target profit, $18,610; target 
price, $214,500. 
Indicated price (per unit) to Government December 31, 1955: 
Model F9F-8, $201,500, including profit of $24,150. 
Incentive: 30 percent to GAEC; 70 percent to Government. 


- Percent to 
Ch aS § s } Ame 
hanges and amendment Amount | contract ! 





} 

. Spares, special tools, and ground-handling equipment ey 
2. Changes in basic quantity and/or prices of airplanes 
3. Retrofit kits and service bulletins..............__- Pe 


Subtotal 


. Changes (true engineering changes)_-...-...- Ee ER a Se ae 
eee eee eee 142, 962 | 0.74 


Subtotal 
Total to Aug. 31, 1955.__......-- ete PPR ERR SPER 











! On base of original contract, less items 1 and 2, above. 


Mr. Courtney. S2F-1 and the S2F-2 contract NOa(s) 51-635 
(see p. 2102), which is a fixed-price, incentive-type contract issued 
February 10, 1951, with a contract and authority to proceed. 

What is the incentive percentage on this contract, Mr. Field? 

Mr. Fre.tp. Twenty percent to the compary and 80 percent to the 
Government, with a ceiling price at 125 percent of the target cost. 

Mr. Courtney. That is right. 

What type of plane is it? Does it have a conventional name or a 
common name? 

Mr. Fiexvp. I don’t think it has a conventional name. It is the 
antisubmarine plane. 

Mr. Courtney. Very good. 

Mr. Swirsut. Are you going to pass this plane by and go to some 
other plane? 


*Data for redetermination in preparation; above prices not final. 
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Mr. H&épert. We are going into this plane. 

Mr. Courtney. We are going right through this, to get your 
method of distributing costs. 

Mr. Swirsut. Do you want to go through the figures first. 

Mr. Courtney. Let us understand what type it is and then go 
through the figures. 

Mr. Swirsuu. [t is an antisubmarine searchplane which works 
through quite a bit of electronics. It is supposed to have and it does 
have the facility of locating submarines. It has done that. 

Mr. Courtney. Is it a company development; that is, your com- 
pany developed the plane? 

Mr. Swirsuu. Mr. Courtney, we develop all planes, in the sense of 
what we think the plane should do. 

Mr. Courtney. I have one further question while we are on that 
subject, and that is this matter of modification of planes after the 
airframe has been completed in your plant. Do you do your own 
modification or do you send it to some other source? 

Mr. Swirrsut. This plane wasn’t quite perfect. We sent our men 
around and had it fixed up to take the modification; that is, our type 
of modification. Any Government modification is done right at the 
plant. 

Mr. Courtney. What. I am trying to get at is whether the costs 
which we will see and will discuss with respect to one plane, reflect 
the modification so that you have a flyaway model at the time you 
make delivery to the Government; is that right? 

Mr. Fiexp. Yes, sir. 

Mr. Nexson. Is this submarine plane a jet or a conventional 
model? 

Mr. Swirpun. It is what we probably could call a propeller con- 
ventional model, and it has to have quite a bit of endurance. It has 
to go under all kinds of weather. 

Mr. Ne son. It is a two-engine plane? 

Mr. Swirsun. Yes, sir. 

Mr. Netsown. Is it carrier based? 

Mr. SwirsBut. Yes, sir. It has to be. 

Mr. Courtney. Let’s consider the costs of this contract and let us 
ask the first question as to whether or not the unit costs have been 
finalized on this plane. 

Mr. Fieitp. No; they have not. They will be sent to the Navy 
very shortly for the final redetermination. 

Mr. Courtney. Are the figures which we will discuss, the com- 
pany’s estimate of the final cost as determined from your operations? 

Mr. Fieip. As at June 30 this contract was not quite complete, 
but it was very well along. 

Mr. Courtney. At that time vou had a cost per unit of what? 

Mr. Freup. The indicated cost to the Government is $400,900 for 
the S2F-1. That includes a profit of $47,000. I emphasize these 
figures are not final. 

Mr. Courtney. I understand that. 

Mr. Fretp. They are the indications from the company’s books. 
The added cost of an S2F-2 over an S2F-1 is $65,800. The total 
indicated cost for an S2F-2 is $466,700, including a profit of $52,155. 

Mr. CourtNEy. What does that come to on percentages? 
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Mr. Fiexp. I have not computed percentages. In this case it looks 
like about 11 percent on the S2F-2 and on the S2F-1 it looks like 
about 11.7. 

I might say in this case that the target cost was reduced by about 
$8,000 because of the experience that we had in using certain auto- 
matic riveting machines that went far beyond our expectations, and 
the target cost of the contract was reduced by $8,050. 

Mr. Courtnry. Now, so we may understand the method of dis- 
tributing your general overhead costs, percentagewise, to this con- 
tract. 

Without regard to unit, against this contract you have distributed 
19.15 percent of the company’s total manufacturing overhead. 

Mr. Fie.p. During the period the contract has been active; yes. 

Mr. Courtney. During the same period you have distributed 
against this contract 18.73 percent of the company’s general admin- 
istrative and overhead? 

Mr. Frexp. Yes, sir. 

Mr. Courtney. Engineering costs and development costs, 7.67 
percent. 

Mr. Frevp. Right. 

Mr. Courtney. Research and development, 11.80 percent, with 
the figures given in detail. 

Mr. Fiexip. There is just one comment I want to make on the 
research and development. It is already included in the manufac- 
turing overhead and in the engineering overhead. It is shown here 
as a picking out of part of those costs to show how much of those costs 
is research and development allocated to this contract. 

Mr. Courtney. So I may understand the figures, item 8-f, engi- 
neering costs, was 7.67 percent of the company’s total. 

Mr. Fietp. Yes. That includes $247,935.64 of this research and 
development, and the manufacturing overhead shown under item c 
includes $45,402.28. 

Mr. Courtney. Of research and development. 

Mr. Frexip. That is right. 

Mr. Courtney. The answers to the other questions which appear 
here with respect to the several contracts are all apportioned on the 
basis that you have indicated? 

(Mr. Field nods.) 

Mr. Courtnry. With percentages indicated? 

Mr. Frevp. That is right. 

Mr. Courtney. Could you generalize and give us for an under- 
standing at this point the percentage of profit per unit as you have 
computed it through these last 4 years on the different planes, the 
range? Do you have it? 

Mr. Freuip. Yes. Do you want to start with 51-022? (Seep. 2102). 

Mr. Courtney. Just give us the range, the high and the low, in 
percentage, so we may have a better picture. 

Mr. Freip. Contract 51-022 had several models. One model, the 
F9F-2, had a target cost of $99,075.46, a target profit of $8,916.79, 
and a target price of $107,992.25. The indicated price—and this 
contract is coming up for final redetermination very shortly—of that 
F9F-2 is $105,793.36, including a profit of $9,304.83. 

The other three configurations had a target cost of $226,062; 
target profit of $20,346, and a target price of $246,408. 
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The indicated average price to the Government was $180,893.89, 
including a profit of $18,254.64. And the added cost factor for the 
P configuration on each of those airplanes, the F9F—5 and -6, is 
$21.021.30, including a profit of $1,735.70, for a total of the P con- 
figuration, meaning photographic, of $201,915.19, including a profit 
of $19,990.34. 

The saving arrangement on that contract: 15 percent to the Grum- 
man Co. and 85 percent to the Government. 

Mr. Courtney. What is the range of your incentives? One you 
have given at 80-20. 

Mr. Frevp. That runs from 85-15; 80-20; 75-25; and I think we 
have one 70-30. The philosophy behind that is as you get into 
succeeding production contracts, most of the shop efficiency has 
already been achieved. It is going to be much more difficult to get 
further down the efficiency curve. The tendency is to have a larger 
proportion of the saving to the company in the latter production 
contracts in order to provide a greater spur to get that last inch of 
efficiency. 

In the earlier production contracts, the saving is smaller because 
the thought is that the efficiencies should come a little more readily. 
There is more room. 

Mr. Courtney. You still have some contracts which are subject 
to redetermination between yourself and the contracting officer? 

Mr. Frevp. All of them we have here are subject, except one, the 
one I am going to read now, if you want me to. 

Mr. Courtney. Yes, sir. 

Mr. Frevp. That has been finalized. 

Mr. Courtney. That is what? 

Mr. Fretp. NOa(S)51-074. That covered the forerunner of the 
S2F airplane we were talking about—S2F-1 and —2—the AF2S, 
AF2W, and a small number of AF3S airplanes. The target cost was 
$186,000. The target profit was $16,740. The target price was 
$202,240. The final price to the Government of the AF2W was 
$177,850, which included a profit of $21,130. 

For the conversion of the AF2S to the AF3S, $35,324.28, including 
a profit of $3,742.37, for a total of $223,174.28, including a profit of 
324,872.37 for the AF3S. 

The share in the savings on that contract: 15 percent to the Grum- 
man Co. and 85 percent to the Government. And that is a final 
price. 

Mr. Courtney. Mr. Field, so we may understand the general 
status of these incentive-type contracts, in answer to our question 32 
(p. 2116), as of December 31, 1954—is that the latest figure? 

Mr. Frevp. These that I am reading from on these indicated prices 
take the costs up to December 31, 1955. 

Mr. Courtney. Right. 

Mr. Frevp. The questionnaire goes to June 30, 1955. 

Mr. Courtney. In all events, in your balance sheet for 1954, which 
was the latest balance sheet at the time of the questionnaire, there was 
an estimated liability and reserve by the company of $28,197,145.77. 

Mr. Fietp. Yes, sir. 

Mr. Courtney. To be adjusted on the redetermination of various 
contracts according to the company’s best understanding of costs 
and distribution under incentive; is that right? 
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Total working capital directly employed on Navy contracts, December 31, 1950- 
December 31, 1955. Grumman Aircraft Engineering Corp. 


Mr. Fre.p. That is correct. 

We have a chart here indicating how that has fluctuated from time 
to time. 

Mr. Courtney. I think we would like to have that at this point. 

Mr. Frevp. This is quite a simple chart. The top line indicates 
the total amount of money tied up in accounts receivable from the 
Government, the amount of work in process for Government account. 
As a contra or offset to that, you may deduct the accrued liability as 
shown on the company’s books for the amounts which will become due 
to the Government when these contracts are finally redetermined. 
By deducting that from the total, you can measure the amount of 
company capital which is employed in these contracts. 

Mr. Courtney. As contrasted with Government capital at any one 
point? 

Mr. Frevp. I do not recognize this as Government capital. It is 
an accrued liability under the contract terms of these contracts. 

Mr. Gavin. At that point, what percentage of each, the Govern- 
ment and your capital investment? 

Mr. Frevp. It is hard to pick up from the chart here. 

Mr. Gavin. Approximately what, do you say? 

Mr. Fisip. At 1950, 80 to 20 percent. At 1953, it would be $35 
million to about $18 million. That would be about two-thirds. 
This is pretty rough. At 1954 it was a total of about 40 percent 
Grumman and about 60 percent Government. In 1955 the figure 
was quite small; about 15 percent. 

Mr. Courtney. 15 percent Government? 

Mr. Fieutp. 15 percent Government and 85 percent Grumman. 

Mr. Neuson. What is the reason for the big dropoff in company 
capital in 1954? 
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Mr. Fre_p. These contracts come and go and the amounts go up 
and down. You don’t know what the figure is going to be until after 
vou have closed your books at the year-end, or at least have them 
pretty well along the line. That simply represents that we were 
doing pretty well efficiencywise on those contracts during that period 
and the amounts to be given back to the Government were pretty 
substantial. We made very substantial repayments in 1955, as we 
have in some of these other periods, in order to get that money out of 
our hands, even before, under the terms of the contract, we would have 
to pay it. 

Mr. Netson. Then, Mr. Field, that dark portion of the chart is 
rather misleading, isn’t it? It is the amount of money you give back 
to the Government? 

Mr. Frevp. No, this is the accrued liability on the books at the end 
of any of these years. We give it back in succeeding years. For 
example, this big range here was reduced very substantially during 
1955, by very substantial refunds to the Government. 

Mr. Gavin. Yes, but you had been operating on our money up 
until that time. 

Mr. Fretp. We had been operating on a great deal of our own 
money, too, Mr. Gavin. 

Mr. Hésert. Mr. Courtney. 

Mr. Courtney. If I may refer to the year of 1954 as it is plotted 
on that graph, the $28,197,000 which you say is an estimated liability, 
would be reflected in the dark area at that point? 

(Mr. Field nods.) 

Mr. Courtney. You say those sums can only be determined at 
the close of the year, is that right? 

Mr. Frexip. That is right. And then they are tentative until the 
contract has been finally redetermined. 

Mr. Courtney. Finally settled. So it is perfectly possible that 
this sum of $28 million might be increased. 

Mr. Frevp. Or might be reduced. We believe it is pretty accurate 
when we compute it. 

Mr. Swirpow. Our thinking is, Mr. Field feels like he has to beat 
his statement. The business way of doing it is that you have to put 
something down that the stockholder will know what he has and where 
the Government knows what it has. That is a very simple way of 
putting it. 

Mr. Courtney. Mr. Chairman, so far as the physical side of it is 
concerned, I think that, with the interpolation in the record of these 
various figures, about covers the general physical situation. 

Mr. Freip. Do you want the rest of these contracts? 

Mr. Courtney. No. We will just assume that all of them are han- 
dled according to the accounting practice which you have indicated 
with respect to the S2F-2. 

Mr. Frevp. That is correct. 

Mr. Courtney. The detail will appear in the record. 

Mr. Hésertr. Without objection, it will be in the record. 

Mr. Courtney. Now, your total sales and percentage of profit to 
sales. 

Mr. Frevp. I will have to take this one out of the annual report. I 
don’t have special figures for that. 
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For 1954 the total sales were $235,318,223, and income after taxes, 
$11,214,853, or a return to sales of 4.77. 

There is one thing that is wrong with this. This is our annual report 
which includes a very small amount of commercial business, because 
it is consolidated with our subsidiary, Aero-bilt Bodies. For the pur- 
poses of this committee, it is indicative because Aero-bilt is so small 
that you cannot create a distortion. But I want to draw it to your 
attention. 

Mr. H&éserr. I would like for the record at this particular time— 
I don’t think we did it. We should identify these particular individuals 
and the offices they hold. Take 1955. 

Mr. Courtney. Mr. Grumman is the chairman of the board, Mr. 
Swirbul is the president, Mr. Schwendler is the executive vice presi- 
dent, and Mr. Towl is the administrative vice president. 

The new additions to the officer personnel: Mr. Hall is vice president 
for engineering, Mr. Titterton is the vice president for contracts, Mr. 
Kingsley is vice president for legal, Mr. Rittenhouse is vice president 
for manufacturing, and Mr. Hoffman is vice president for manufac- 
turing engineering. 

Mr. Poor is the treasurer and Mr. Stamm is the secretary. 

Those constitute the officers of the company. 

Mr. Héserr. Mr. Gavin, you had a question? 

Mr. Gavin. There is one situation and there is one phase of this 
matter that I think our general counsel should pursue. I understand 
that the Government has been making what is known as progress 
payments up to and in some instances 80 percent of the cost to the 
suppliers of unshipped products. And that applies to subcontracts 
as well as to prime contracts. 

In other words, what I am trying to point out is, we furnish the 
plants, we furnish the equipment, the Government furnishes the 
money up to 80 percent, and then we have renegotiated contracts. 
While the capital structure of these companies have improved vastly 
over the past several years, it is my opinion that they ought to be 
able to finance these contracts themselves without the Government 
coming up to finance them to the extent of 80 percent of unshipped 
product. 

In other words, all they are using is 20 percent of their working 
capital while their net worth, in instance here, from 1952 has jumped 
up from $32 to $44 million. So I think it is about time that they 
operate under their own power, rather than under Government money, 
in view of the fact that they have practically a guaranteed profit with 
renegotiated contracts. 

I think that the counsel should pursue, not alone in this instance, 
but in the other instances of last week, just to determine how much 
of their actual working capital they are using themselves. 

Mr. Hfépert. That was your question? 

Mr. Gavin. That is the question—the point. It is not a question, 
I am merely calling this to your attention, that that is the phase of 
the situation we ought to determine. Because in the final analysis, 
this is the American taxpayer’s money. 

Mr. Netson. Mr. Chairman, I thought that is why this committee 
was meeting. 

Mr. Gavin. Well, we are. But we haven’t been pursuing that par- 
ticular phase of how much of their own net worth, their own working 
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capital they are using, rather than having the Government furnish up 
to 80 percent while they put up about 20 percent of the operational 
cost. 

Mr. Héserr. Mr. Gavin, if 1 may comment. If vou have the op- 
portunity and the time to read the record that was made up, you will 
find out those questions have been pursued very extensively. 

| just want to ask one question, and that is in connection with your 
contributions. I notice that you have a very large list of contributions 
particularly to universities. Cornell stands out in my mind, and 
Princeton, and other institutions. What was tlhe basis of those 
contributions? 

Mr. Swirsuu. The law of supply and demand is working, Mr. 
Chairman. In order to get the best people, we feel we have to con- 
tribute to these institutions, to be able to get some of these good 
engineers. That is how simple it is. 

Mr. Hésert. Would you say it is just as simple that the contri- 
bution to Cornell or to Princeton or the other institutions that you 
have given to would indicate that you would be able to get these 
engineers for Grumman? This is a rather unique contribution. It is 
the first time it has come up in these hearings from any company. | 
just wondered what the reason was. 

You selected these particular institutions in your area. What 
standard did you select them on? M. I. T., I notice, of course is a 
very fine engineering school. 

Mr. Swrrsut. Of course you know M. I. T. is probably tops in 
engineering. 

Mr. Hépert. They didn’t get the top money. 

Mr. Swirsut. They didn’t? 

Mr. Hésert. No. 

Mr. Swirsut. We know about Cornell and probably we know about 
M. I. T. Grumman happens to be a Cornell graduate. We are 
working with them. Our vice president up there happens to be a 
former Curtiss-Wright president. I don’t know whether that makes 
much difference, but he does work with us a little bit. We try to 
help him out, just in a general way. 

Mr. Hésert. And I notice you said you were a trustee of one? 

Mr. Swirspun. That is a local one. 

Mr. Hésert. Where you are a beneficiary? 

Mr. SwirBot. It isa local one. It sort of helps the local condition 
along. It is a small school. 

Mr. Hépert. In renegotiating these contracts or reevaluating 
them from the departme nt, have ‘these contributions been challe nged? ? 

Mr. Frevp. They have not been specifically challenged, no. At- 
tention is drawn— 

Mr. Hésert. Were they directly challenged? 

Mr. Frevp. Attention is drawn to them. What weight is given 
when the final redetermination is made, I don’t know. The amounts. 
while they look large specifically, are not a large factor, of course. 
I don’t know what weight is given. 

Mr. Hépert. I sav that, and the reason IT bring that mp also, and 
again to be fair—and also peculiar to the company is the fact up to 
now, it is the first that has come to our attention where the officers 
don’t split the melon between themselves, rather a part of the melon. 
You bave two peculiar developments here this morning, which | 

74721—56——51 
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think attention should be directed to. One is these contributions to 
these multiple interests, which are fine in themselves, but I was 
wondering about the effect they had on the construction of the plane 
to the cost to the Government. 

In contrast, on the other side of the ledger, I think it is outstanding, 
you can’t just miss the fact, that the officers in this particular com- 
pany do not drain off in bonuses, but distribute it on the lower levels. 

Mr. Hess, have you any questions? 

Mr. Hess. No questions. 

Mr. Hépert. Mr. Gavin? 

Mr. Gavin. The emergency we were going through is past. When 
we were moving in and the Government was equipping these plants 
and furnishing the money to operate, now they have been a profitable 
enterprise and your capital structure is improving, I think it is about 
time to operate under your own steam rather than have the Govern- 
ment continue to put up 75 or 80 percent of the operating costs while 
you conserve your net working capital for yourselves. The point I am 
trying to make is in these renegotiations [ think the Departments of 
the Army and Navy ought to look into these matters. They are all 
improved greatly. 

| think they should start to operate on their own money, rather than 
have the Federal Government furnishing the money to operate, furnish 
the plants, furnish the equipment, furnish the money, and renegotiate 
the contracts. There is no other branch of our economic life that has 
such a proposal before them. 

Mr. Hfésert. Do you have any comment? 

Mr. Swirsut. Only one. He said it was guaranteed. Are you 
guaranteeing something, Mr. Congressman? 

Mr. Gavin. Iam not guaranteeing anyone. Whoever is negotiating 
it, grants you a certain profit in the renegotiation. 

Mr. Swirsuu. I am talking in the continuation of business, are you 
guaranteeing that, sir? 

Mr. Héperr. If you care to answer it, answer it. Do you care to 
make any further comment? 

Mr. Swirsec. | am just asking the question. I really don’t know 
whether this thing is going to go on this way. I know we are defi- 
nitely heading that way and are putting our money more and more 
into it. 

Mr. Gavin. I am glad to hear that because you should. 

Mr. Swirsu.. We should and we are. 

But I don’t like to see the word ‘‘guarantee’’ used, Mr. Chairman, on 
anything. 

Mr. Gavin. We will leave out the word “guarantee,” if that doesn’t 
please you. 

Mr. Hésirr. Wait a minute, Mr. Gavin. 

Mr. Gavin. It is renegotiated and you are assured of a profit. 

Mr. Héserr. Let him answer. 

Mr. Swirsut. When.you are talking when we are going to have 
business right along, that is a guaranty. 

Mr. Gavin. You appear to be having business right along. 

Mr. Swirsut. We are up to this point. I don’t know whether we 
will have it tomorrow. 
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Mr. Hess. Do you want the war to continue, let me ask the gentle- 
man from Pennsylvania? 

Mr. Gavin. That is beside the point. 

Mr. Hess. That is when this business will continue, if the warJis 
continued. 

Mr. Hépert. Mr. Nelson. 

Mr. Netson. Mr. Chairman, I was here last week and in none of 
the testimony did it appear that the Government was putting up 85 
percent of the money. 

Mr. Gavin. I said 80 percent. 

Mr. Netson. I want to pursue the question of contributions a little 
bit. Do you feel by contributing to a university you do get qualified 
engineers—to an institution, | mean, a college? 

Mr. Swirsut. Yes, Mr. Nelson, I can only say to the best of my 
ability that is the way I feel and that is why we do it. I may be 
entirely wrong. 

Mr. Netson. You feel that qualified engineers come to Grumman 
because Grumman has made a contribution to that institution? 

Mr. Swirsut. That is right. That is to the best of my judgment. 

Mr. Nextson. Could I ask Mr. Field just one question? 

Mr. Hésert. Surely. 

Mr. Ne son. In renegotiating these contracts, are these contribu- 
tions you make allowed in the renegotiation? 

Mr. Fietp. I said before, Mr. Nelson, that it is impossible to tell 
specifically what the contracting officer has eliminated in his mind, 
from his thinking in the final negotiation, what weight he has given to 
any of these factors. I can say unequivocalby that it is all known. 

Mr. Ne son. It is all known and you can’t tell what factors are 
eliminated? 

Mr. Fiexp. That is the answer. 

Mr. Netson. Thank you, Mr. Chairman. 

Mr. Hfépert. Thank you very much for your appearance. 

Mr. Courtney. Mr. Chairman, on the general subject of change 
orders, you may recall the investigation of the subcommittee on a 
complaint which was circulated quite generally in the newspapers 
around Dallas, Tex., concerning the F9F7 Cougar plane which is 
manufactured by Grumman. The committee was called upon to 
make an investigation on allegations that the plane was unsafe and 
that it could not be used successfully in flight without long periods 
of flight and a lightening of the load, and that the reserve pilots at 
the Dallas base—Naval Reserve pilots—were jeopardized in some 
way by the use of this type of plane. 

The committee’s investigation was made by Mr. Fogo and resulted 
in a report, which in substance was this: 

After an extensive inquiry we are unable to find any Naval Reserve pilot 
operating these planes who made such charges. Our inquiry also shows that 
these planes have been in operation at the Naval Reserve base at Dallas, Tex., 
for some time, and there is actually a waiting list of reserve pilots requesting 
training on the F9F7 Cougar instead of propeller planes. Our inquiry shows that 
no disasters or losses are attributable to the Naval Reserve flight training wit!) the 
F9F7 at the Dallas training base. The president of the Dallas Chapter of Navy 
Reserve Pilots Association called our investigator’s attention to the fact that most 
of the pilots taking this training were family men of some experience in flying, 
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and that if these men felt that a plane was unfit to fly or was dangerous, they 
undoubtedly would discontinue its use, and pointed out again that there was a 
waiting list for this type of plane. Our inquiry, however, developed the fact 
that the F9F7 is somewhat underpowered for carrier-based operations. It has 
been supplanted in the Navy purchasing program with a more powerful Cougar. 

That was what resulted in the investigation. And the matter was 
taken up in general with Grumman at the time, although the prime 
purpose of the investigation had to do with the complaints that were 
made, and their verification, which were found to be untrue. 

I would like to have your comment at this time on the F9F7 and 
the experiences you had with it and this matter of power which seemed 
to be an issue. So far as the Navy is concerned, this plane was sup- 
planted at some point or other along in the purchasing program, and 
the more powerful powerplant was put on the carrier-based plane, 
and the other planes of this particular type were put out for land- 
based operation. 

What does Grumman have to say about it? 

Mr. Swirsut. It is not quite that way, Mr. Courtney. The other 
engine wasn’t supplanted. There were a group of them used, 168, 
I believe. We didn’t feel they were underpowered. As you know, 
the power of the engines continually keep building up. And as. 
better engines are developed—and time takes care of that—naturally 
they want to put something better in any airplane if they can, if 
there is any feeling of doubt about the airplane. 

In our opinion, there wasn’t any feeling that it was underpowered, 
that is our engineers. 

Mr. Courtney. So far as you are concerned. 

Mr. Swirseu. That is right. 

Mr. Courtney. These planes must be flown by average pilots, not 
by exceptional pilots, isn’t that correct? 

Mr. Swirsut. That is right. 

Mr. Courtney. And so perhaps that might account for the differ- 
ence in the opinion as to whether or not there was or was not sufficient 

ower. 
P Mr. Swirsput. Whatever the Navy decided to do, they are putting 
in a better powerplant to take care of the average pilot. The power 
of the engine, any engine now in this country, is growing. 

May I just fix up this little thought that you and I discussed? 

Mr. Courtngy. Yes, sir. 

Mr. Swirput. It seems to be—I don’t know whether this is old 
news or not, but the British, of course, had powerplants, were working 
on powerplants, on a sort of hand-work basis. I was over there. 
While we were very busy—and this is a matter of material available. 
You just got to ship something to England, you know. And there 
was a lot of trouble going on at that time. We seemed to forget these 
old things, of how and why a jet engine came into being. The British 
worked on it and we were working on propeller engines, although we 
had started some jet engines in this country. 

There was a complete change from propeller engines into jet 
engines. We were quite concerned whether the jet was the real 
thing for the Korean operation. As it worked out, it did very well. 
There is no propeller. Propulsion is from the back. That is the 
transition that we went through. And this country has gone through 
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quite a transition, and better and more powerful engines are being 
built. 

Mr. Courtney. The period we are talking about encompasses 
a transition from the propeller-type propulsion to jet, and may ac- 
count in a large part for some of these rather heavy costs in the initial 
programs of the various planes, is that correct? 

Mr. SwirBut. We really didn’t know whether we could build a 
jet, Mr. Courtney, if that is what you mean. We went at it with 
the cooperation of the Navy. We worked out, and we found out 
we did and could, and they are flying and flying pretty good. 

(Answers to questionnaire follow:) 





3 
° 
e 
= 
z 
2 
io 
D 
2 
o 
Z 
S 
5 
=) 
a 
ro) 
x 
ce 
Fe 
< 
a 
oO 
= 
< 


2092 





£8 “196 ‘POT 


02 "L88 ‘bIP ‘8 


18 PES ‘ZOF ‘L 


TZ ‘206 ‘e9e “S OF “OBL ‘628 ‘T 





(81 616 ‘L) 





(Sb SIZ “L11) 





€L “S8L ‘TF 


(99 "846 ‘26) 
00 "206 % 

80 "896 ‘81° 
86 TIE ‘298 


60 ‘168 ‘OST 


19 "£69 ‘88 

10 "862 ‘S40 ‘T 
96 "S62 ‘OZL 
8L ZIP ‘LZ 

SL 669 ‘8Z 

II “S9T ‘269 Z% 
98 "IS2 ‘808 
90 ‘908 ‘TOT 
00 "S88 "S6Z 


6 pus ‘g % 








00 ‘Zo ‘928 ‘6I 





. ei eS 
OOM > 


Edddddddad | 


(00 "THE MST L) 


19 "WaT C81 'T 





*00°000‘000‘s$ 
‘od 
“P96 ‘81 290 
“eAly 
-me0u} ~so}1d-poxtg 
*ILI-99 
‘da 


PS6I ‘82 Ane 
“OA 
-U90U] 80J1d-pext 7 


~~" d8-d64-8- 164 


e961 ‘oe oun 
‘oaAld 
-U90U] soLd-pexly 


op 
2961 ‘og “deg 
“oA1d 


bt; 
-uadU] d0]1d-pextq 


-190U] d01d-pext gq 


OUl}} 8}q} 48 poze 
01308 40U SI]Pe1d puB seZmeqO 
[8}19qvU 10440 
S.ivd surqoe yy 
quewuldinb gy 


[8]19}8Ul MEY 
2[B]J9}VUL YoosTpP ZupANjowjnus py 
ON 104} 38 Popuazyxy 

eojid 40218,], 


ood Zuid 
:aojid yyun eueldayy 


I GlezT 
200Ld sees JUD 


: eoJ1d SoTRS [830], 
peeooid 03 pezjioqyne 9487 
JOBIGUOO JO 248] 

408.1300 Jo ed 4], 


jepoul oueldayy 





TZI-99 T-an 





gz1-99 
U8-A6A ‘8-164 





SeII-88 8- 16H 











€12-€9 I-A.L 





uoyjsenyd 





aLtDUuUuorsand 07 ssamsup 


*duO() ONINDINIO NY LaVUOULY NVNWAUD 








2093 


FB) 
> 
oe 
fe 
© 
ie] 
¥ 
a 
4G 
< 
M 
e 
D 
io) 
oO 
Z 
fe) 
Lami 
e 
iS 
=) 
a 
o 
iow] 
a 
= 
io] 
oO 
mS 
— 
a“ 


osn AIVY[]UI 03 Poyefer A[QOTP Ou sy YoTWA Pury Aw jo 4 


oq ‘dnoid & sv 
-N[Ox9 JSOUITS posesue sy} 


G8 ‘ZF ‘I 


6 “LZE$ 


‘s}0B.1]U00 9s0y} UO 


‘AISNpuUy $} 


"| 80 810° ‘gL 


98 "LZE ‘99 





400 


Ob “998 ‘EL 


18 270 
69 ‘ZO ‘L 





918 

$9 "961 ‘F99 
98 ZS9 ‘96 
£8 “6S ‘OT 
L6 E81 ‘L¥E 


8¢ “SOL ‘SFIS 
429 
0 ‘ZLE ‘TES ‘I$ 


&h 9 
10 “IZg ‘bel ‘ts 


301 
Ts 


| 


| 
| 
| 





*4UNODOB STy} UT Pepnyor 
UdO[9AVSP JO YDIBOSOI ON ¢ 

*PBOTIBAO $}] JO [TB AT[eyuBisqns 
313009 JUSUIUIOAOS) UO ATOATS 
‘Auvduloo stq,L 


BY} JOJ PUB sy 
19430 AUBUI OXI] 


99 "S86 a 
YS "S60 “FS 


‘OIL be 


“00 ba “ess 
66% 
Se wel ‘L16$ 


£2 7% 
8% 666 ‘SES ‘ZS 


IOBAO ST 


‘Tny4uyuveur 








26 "G82 ‘2 
GL “L9G ‘S$ 


JO sure] [edyjouyid ey} seonpo.ic 
Spojiod 4sBl Puv JsIY OY} YITM SIBOA F JO ¢ JO POj.1ed B IBAO YIOM UT USZJO GIB SJIVIJUOD ¢ 
‘(d-I% ‘ON 9Mpeyds) Z ‘ON JUCUIPUEUTB Aq pepuSUTE sy ; 


Alsepnojsed 4Ou sy puv MOT 003 9 0} SPU} 0BI) GOO YORE 0} PoywTo “940 “y 
-19A0 ZUjINjORJNUBUT 10} UMOTS 


§ 1830} Auvdu100 Jo quVoI0d oy ‘a10J0I0Y, |, 


pus "4 ‘peeq 
*g08I}U00 9} 


A[[Buls0U yoy porsed ofppru 84} UBY} 8ATI08 Sse qonu 





16° 198 ‘SEI 


Se “186 ‘62 
£9 ‘OLE “9S 








Ih‘ 
£8 229 ‘OLF 


gL't 
IL ‘28h ‘SIL ‘T 








PF ‘68F ‘EIT 
OF “Z2Z ‘E1Z 
£6 092 “6h 


FI “S2z ‘OL9 
9L ‘L0G ‘SET 
T8 “660 ‘906 








61 PCL ‘BFS 
9% “T 
99 “bbs ‘FERS 


aL ‘T 
bE “SOS ‘BRL ‘TS 


Bz (000 ‘sezs 
08 208 '2$ 
oF % 

















FZ LOL ‘SIT 


29 “860 ‘9 


ZL “809 ‘601 


96° "PSL ‘616 ‘T 


99 Ed ‘0Z9 ‘Z 











“26 "G92 76 
RE SIO ‘228 ‘T 





SZ 0€9 ‘18 
OT ‘ZF ‘OFT % 





¥ VE9 ‘LO6 
Te “800 ‘£29 ‘T 





(SO[NPeyos 99S) $10}OV1IJUOINS Jo 4S;’T 
[8}0} AUBUUION JO JUI010g 


PBRoIIGAO ZuLisvulzZugq (J) 
pus peoqioAo ZulMjousnueyy (2) 
—tUl pepnjouy Apwel 
$3800 ¢, JUIUIdO]sAep PUB orBesery 


1810} Ausdui09 jo 4u9010g 


“peoyioAo Zull00u1 zu q 
“““S@ZI8Q9 JOOIIP 10430 
~ 40Q8] 90011 

g °$}8S00 ZULIv0UI ZU 


De ~**"pasieyo (A[WO 10GB] 4901] P) 9UIT3.194 CE 
~~ asae=--"---19904 AUBAUIOD JO JUdII8g 
siel[od 

zg /8ANIVIISIUUIPY Pus [eisuley) 
“oes een=-=19904 AUBAUIOD JO JU9010g 


zg :PBEqIOAO ZULINjousnuByy 


Zut[oo,y, 
uoljonpold 
‘0get Vallp ZuLINgORJNUL IY 


| 


| 
| 


(4) 
pus (3) 








2094 


AIRCRAFT 


List or SUBCONTRACTORS WHOSE SUBCONTRACTS 


Contract NOa(s)5s 53-278 Schedule 8i (A) - 


; 
Subcontractor 











Twin Coach C Aircraft Division, | 
Buffalo 25, N. 

Continental Can Co., Coffeyville, | 
Kans. 

Mercury Aircraft, Ine., Hammonds- | 
port, N. Y 

Total nial dhladiacine cia 

N OTE.- 


or assemblies usually produced by it in its own plants. 


pat 


Subeon- 





ll 


h 
6 





Purchase 
ies act No. order No. 


Cc 
Cc 


97661 
97662 


C-97663 
—97664 
~97665 
| C-97666 


Cc 


Cc 


C- 


97667 


C-97660 


C-98306 
0 


98307 





PRODUCTION COSTS AND PROFITS 


Excerp $100,000 


Gross amount 


» S actec | 
Items subcontracted of contract 





Spoiler assembly, inboard _- $2, 140. 44 


Spoiler assembly, outboard__} 3, 871. 56 
| Wing outer panel____..___-_| 1, 503, 431. 54 
Aileron- ___- ee | 136, 651. 78 
Flap assembly _..--- -------| 74, 632. 72 
eee *S ee ee. 45, 882. 48 
Flap outer panel -| 126, 392. 14 
| 1, 893, 002. 66 

a 324, 145. 22 
ee A : 

Elevator assembly. B 214, 731. 78 
177, 427. 42 


Rudder and rudder trimmer. 


392, 159. 2 


a 


2, 609, 307. 08 


Subcontracting is defined by this company as the production by others of parts, subassemblies 
It does not include the production by others of 
ts it does not ordinarily produce, such as tires, wheels, brakes, instruments, etc. 


Contract NOa(s)53-099—Schedule 8i (B) 


Subcontractor 





Brunswick-Balke-Collender 
633 South Wabash 
Ill 


Co., 623- 
Ave., Chicago 5, 


Continental Can Co. 
Kans. 
Mercury 

port, N 


, Inc., Coffeyville, 


Aireraft, Inc., Hammonds- 
Y 


Piper Aircraft Corp., Lock Haven, Pa-- 


Schweizer Aircraft Corp., 
port, Elimra, N. Y. 

Twin Coach Co., 
Buffalo 25, N. Y 


County Air- 


Aircraft Division, 


Subcon- 


| tract No. 


4 


! 
| 
j 
| 


TEE is cnimencstcanaecnaumakae 


Purchase 





order No. 


Gross amount 


Items subcontracted | of contract 





C-98309 | 


. 


C-98310 


C- 


C- 


C 
C-98313 


98311 


97670 


-98312 


C-98317 
C-98318 


C-98308 | 


ARAFARALY 


‘-97671 
‘97672 | 


-97673 


-97674 | 


-¥7675 
~-97676 


\-97677 






Bomb-bay door. -....------- | $584, 782. 50 
Nose-wheel door.-----------| 169,812. 52 
Wing cover 134, 497. 77 


RSY, 092. 7Y 





| 
0 EEN 
Elevator. _| 1,146, 009. 85 
Rudder and trimmer_- 1, 347, 100. 20 





2, 493, 110. 05 ) 





353, B17. 85 


Pilot and copilot seats..-.... 
| 357, 746. 20 


Operator seats. 





711, 564. 05 


Boom assem blies____-~~--~-- 180, 094. T 
| Spoiler inboard __-_____--.._]| 6, O85. 44 
Spoiler outboard -...._.----- | 9, 334. 64 
Outer panel... .<_...._... | 10, 369, 422. 68 
Aileron | 1,000,004. 70 
Center inboard flap--.....--| 403, 421. 70 
Center outboard flap_.__-.--} 299, 685. 44 
| Outer panel flap ----._.---- 891, 444. 56 


| 
| 
| 


1, 97 9, 399. ‘16 


19, 616, 615. 7 76 

















AIRCRAFT PRODUCTION COSTS AND PROFITS 2095 


Contract NOa(s)53-394—Schedule 8i (C) 





Subcon- |Purchase Gross amount 








Subcontractor tract No. lorder No. Items subcontracted of eatiaade 
| 
Liberty Products Corp., Farmingdale, | 7 | C-70415 | Aileron $84, 364. 00 
ie C-70416 | Flap as 118, 250. 00 
} C-70417 | Fin 90, 200. 00 
C-70418 | Stabilizer. is 127, 302. 82 
C-70419 | Elevator. sn 111, 020. 00 
C-70420 | Rudder- 79, 387. 20 


610, 524. 02 


Piper Aircraft Corp., Lock Haven, Pa-- 17 | C-68778 | Pilot seat : 30, 716. 22 
C-68779 | Navigator seat 22, 521. 68 
C-68780 | Single passenger seat___- 29, 064. 64 
C-68781 Double passenger seat_-. 23, 026. 50 
| | 105, 329. 04 
REF Manufacturing Corp., Mineola, 6 | C-70421 | Cargo hatch 48, 
N. Y. C-70422 | Pilot hatch- 17, 
C-70423 Liferaft door 8, 
C-70424 Door assembly 17, 
C-70425 | Main door assembly. 12, 
C-70426 | Door assembly 18, 3 
C-70427 |_. do &, : 
C-70428 do 8 
C-70429 | Nose wheel door 32, ( 
C-70430 | Main wheel door 13, § 
C-70431 Fairing, strut... 9, 2 


C-70432 | Fairing, hull 
C-70433 | Fairing, MW upper 
C-70434 | Work platform 
C-70435 | Step assembly-_-- 


$2 0 ye HPO 
Jon Wo > 





} C-70436 | Work platform_. 1 
C-70437 do 6, 8: 
C-70438 | Rescue platform 5, 670. 84 

| C-70439 | Bow hatch 8, 836. 60 


| C-70440 | Main door-.-- 22, 024. 42 


268, 660. 77 


Twin Coach Co., Aircraft Division, 10 | C-67185 | Center section 1, 184, 559. 27 


Buffalo 24, N. Y. C-67186 | Outer panel 809, 604. 36 


1, 994, 163. 63 


0) A aa ena Renee ; ; 2, 978, 677. 46 








Contract NOa(s)53—1138—Schedule Si (D) 





: ; | Subcon- |Purchase ad Se Gross amount 
Subcontractor tract No. | order No. Items subcontracted of contract 

Crosley division, Aveo Manufacturing 5 | C-85789 | Stabilizer..............-- _ $295, 269. 79 

Corp., Nashville, Tenn. C-85790 | Flaperon at Aecsat 163, 777.72 

459, 047. 51 

Liberty Products Corp., Farmingdale, 8 | C-90523 | Upper rudder = J 33, 483. 32 

j C-00524 Lower ruddet a aie 24, 583. 72 

C-90525 | Outboard flap = 333, 803. 40 

C-90526 Inboard fl ip 143, 959. 20 

C-90527 Elevator ‘ 87, 577. 84 

623, 407. 48 

Glenn L. Martin Co., Middle River, 31 | C-89331 | Fin assemblies wipes beleaeaig 44,041.24 

Md. 32 | C-89332 | Fuselage nose assem blies_ --- 196, O81. 06 


240, 122. 30 


Motor Products Corp., 11801 Mack 
Ave., Detroit 14, Mich. 


‘-90515 | Fuselage tail section_..__.- 1, 409, 537. 36 


(PLES TASS A NIE RE! EAI! TS NRT I EEG aE TD 2, 732, 114. 65 








AIRCRAFT PRODUCTION 


COSTS AND PROFITS 


Contract NOa(s)55-125—Schedule 8i (E) 





Subcontractor 


l 
| Subcon- 
tract No. 


| | 
‘Purchase! 
order No. | 


Items subcontracted 


|Gross amount 
| of contract 





Crosley division, Aveo Manufacturing 


Corp., Nashville, Tenn. 


County, Pa 


Glenn L. Martin Co., 
Md. 


Piper Aircraft Corp., Lock 


Liberty Products Corp., 
Long Island, N. Y. 


Motor Products Corp., 
Ave., Detroit 14, Mich. 


REF Mfg. oe 393 Jericho Turnpike, 


Mineola, N. 


} 
Lavelle Aircraft Corp., Newton, Bucks | 
} 
| 
| 


Farmingdale, | 


11801 Mack 


Middle River, 


Haven, Pa..| 


| 





F-6849 
F-6850 


| 
F-6286 | 
F-6287 | 
| 
} 


F 62: 53 


r 
LE 


F-6976 
F-6977 








| 


NS Se Lee = 
Stabilizer. 


Shroud assembly -_- 
Tail pipe assembly---.__-. 


Fin assembly 
Fuselage nose assembly 


Windshield assembly - - . ..- 


Gun box assembly 


Elevator... .......-.-. 
Inboard Sep oa 
Outboard flap 
Rudder, upper-- 
Rudder, lower 


Fuselage tail section...__---- 


Main wheel, door assembly -. 
, door assembly -- 


Nose wheel 
Dive brake assembly 


$617, 958. 90 
1, 017, 622. 80 


56, 952. 80 
142, 193. 18 


18, 145. 98 


176, 408. 40 
249, 495. 68 





| 132, 064. 50 


89, 824. 40 


364, 2903. 51 
461, 041. 28 
1, 222, 400. 98 
132, 317. 85 
94, 987. 87. 92 


2, _ 2,275, O41. 54 54 


49, 701. 60 
335, 735. 98 





——— 
SV EEL TOO 
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Contract NOa(s)55-171—Schedule 8i (F) 





| 
Purchase j Gross 
ome t | order Items subcontracted | gmount of 
ia + 2m & | contract 
es 


| 
Sub- 
| or 


Subcontractor 


| 





} 
REF Manufacturing Corp., 9|F ¢ Cargo hatch assembly......-.......-..} $30, 226. 84 
Mineola, N. Y. *—115 Pilot escape hatch................._._-] 10, 913. 84 
Life raft door_- a Sea 5, 624. 08 
Door assembly ‘i avatory) - ee A | 5, 673. 64 
Door assembly (baggage) --- pissed 5, 673. 64 
Main lower door assembly _-_.......__- 7, 787. 64 
Auxiliary door. 11, 829. 16 
Door assembly (station 92).-___..____-| 5, 387. 20 
Door assembly (station 200)... | 5, 996. 48 
Nose wheel door assembly aaa 20, 758. 08 
Main wheel door. SS 9, 055. 20 
F-11290 Fairing assembly (apper strut) 6, 012. 16 
F-1131__| Fairing assembly (main wheel strut) _- 1, 718, 64 
F-1132__] Fairing assembly (main upper strut) _- 3, 192. 56 
F-1133_.| Upper work platform : 2, 684. 64 
F-1134__| Step assembly---- } 2, 112. 32 
F-1135__| Work platform (accessory compart- 8, 676. 64 
ment). 
F-1136__| Rescue platform. Tater aoa ae 3, 680. 32 
F-1137- Bow hatch assembly. out reer 4, 406. 64 
F-1138__} Door (main upper) -- mre 13, 892. 48 


165, 302. 20 


Liberty Products Corp., F-9787__| Aileron assembly....................-- 62, 300. 00 

Farmingdale, N. Y. F-9788__| Flap assembly-.-.--.--- 81, 200. 00 
F-9789__| Fin assembly _-.--__-- akin minccdeietees 65, 100. 00 
F-9790__| Stabilizer assembly 91, 700. 00 
F-9791__| Elevator assembly 77, 000. 00 
F-9792__| Rudder assembly AN in he BERG 56, 457. 24 


Twin Coach Co., aircraft C-97668_| Center section 
division, Buffalo 25, N. Y. 7669_| Outer panel 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 


ScHEDULE oF CHANGES AND AMENDMENTS 
Contract NOa(s)53—273—Schedule 21A 





Change order or amend- 


| 
| 
ment Date | Description (scope) 





| Nov. 29, 1954 Delivery schedule 
' 





Contract NOa(s)53-099—Schedule 21B 





| 
Change order or amend- | Description (scope) 


ment 





| 
Date | 
| 
| 


Amend I | Dec. 22, 1954 | Delivery schedule 





Change order or amend- 


Contract NOa(s)53—894—Schedule 21C 





ment 


Date 


Description (scope) 


Amount 





Change: 
A. 


ce 


July 19, 1954 
do 
July 27,1954 


Oct. 27, 1954 
Dec. 28, 1954 
Feb. 8, 1955 
Mar. 8, 1955 
Mar. 29, 1955 

Diesncnad 
Ape. 8, 1955 
May 13, 1955 
Apr. 20, 1955 


July 28, 1954 
June 26, 1954 
Oct. 8, 1954 
Sept. 2, 1954 
Jan. 18, 1955 
Feb. 7, 1955 
Mar. 8, 1955 
May 9, 1955 
Apr. 8, 1955 
Apr. 14, 1955 

ay 2,1955 
May 29, 1954 
May 16, 1955 
June 6, 1955 
July 28, 1954 


June 7, 1955 
June 20, 1955 











Eliminate spinning of ID-250/ARN indicator - 
Install contractor-furnished 51A1B23 battery _- 
Install one E-1737-1 inverter in lieu of 2 E- 


1617-1. 
Install AN/ARN-18 glide slope receiver 
Install manual release for bomb racks- - -- 
Relocate instruments on panels 
Modify AN/A1C-5 interphone installation--._- 
Revise carburetor induction system 
Install, ground and flight test AN/APN22alti- 


meter. 
Install and test AN/APX-6B 1FF equipment. 
Install provisions for AN/A PA-89 coder group. 
5 ground and flight test AN/APN-70 
oran. 


Service Bulletin 143 and kits 

Service Bulletin 129 and kits 

Spare parts ($1,367,786.52) 

cia] tools and ground handling ($76,860.62) _ 
its of parts for Service Bulletin 129--___- 

Service Bulletin 152 and kits 

Service Bulletin 146 and kits 

Service Bulletin 155 and kits 

Service Bulletin 92 and kits 

Service Bulletin 12 and kits.__..____.. 

Additional kits for Service Bulletin 146 

Additional kits for Service Bulletin 129 

Service Bulletin 116 and kits 

Service Bulletin 144 and kits 

Net addition of Service Bulletin 143 in tech- 
nical order format to amendment 1. 

Service Bulletin 49 and kits -___-_- 

Service Bulletin 76 and kits 





2 SESEBSSSRSR ss 


8 ak 


5, 


2 
s 


1, 183, 154. 61 





1 Spares ordered within estimated amount provided for in basic contract. _ : 
2 Special tools and ground handling ordered within estimated amount provided for in basic contract. 





AIRCRAFT PRODUCTION COSTS AND PROFITS 2101 


Contract NOa(s)53—1188—Schedule 21D 
| 


Change aes amend- Date Description (scope) | Amount 








| 
Amendment: 
1 | Dec. 22,1954 | Delivery schedule changes 
| June 20,1955 | Establishment of target prices: 
} Item 1 ‘i 
$1, 038, 768. 00 
247, 580. 00 
13, 755. 00 
, 300, 103. 00 


Mar. 10,1955 | Special tools and ground handling equipment | (5 

| ordered. 

| Mar. 9,1955 | Spare parts ordered _- (3) 
~ pihwikkehnintebbbes | June 30,1955 | Conversion and modi 142, 962. 00 
SR OR PP Lee 2 ER ERE e ee eee eee wae ee $1, 157, 041. 00 





! Special tools and ground handling equipment within estimated amount provided for in basic contract. 
2 Spares ordered within estimated amount provided for in basic contract. 


Contract NOa(s)55—125—Schedule 21E 





Ch rder or amend- | «as 
ange aes a Date Description (scope) Amount 





Formal contract not yet S awreme s Operating under letter of intent (AER-CT- |___-. 


received. | 423) dated July 28, 1954. 
Cost limitation .| $58, 880, 894. 00 
Maximum progress payments, $10,000,000. 


Amendment: | | 
1 | Sept. 16,1954 | Increase of 80 F9F-8 airplanes- cides ane 
| Dec. 1, 1954 | Increase in limitation of costs___- 16, 553, 106. 00 
. eee .-.-| May 24, 1954 | Increase in maximum progress payments, $30,- 
| | _ 000,000. | 
Letter AE R-AC-23 June 28,1955 | Prototype and test F9F-8T_-- ee 1, 417, 811.00 


ss 71, 851, 811. 00 





Contract NOa(s)55-—171—Schedule 21F 


| | 
Change order or amend- , 
ment Date | 





Description (scope) | Amount 





| 

Formal contract not yet | | Operating under letter of intent (AE R-CT- 
received. | 423) dated Oct. 18, 1954. 

| Limitation of progress payment 
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Subcontracts in excess of $100,000, 


AIRCRAFT PRODUCTION COSTS AND PROFITS 


contract NOa(s)51—022—Schedule A 





Subcontractor 





Lavelle Aircraft 
Newton, Pa. 


Corp., 


Piper Aircraft Corp., Lock 


Haven, Pa. 


Liberty Products Corp., 
Farmingdale, N. Y. 


| 
| 
| 
| 
| 


Total, Liberty Products Corp-.---. 


| 

Crosley division, AVCO 
Manufacturing Corp., 
Nasvhille, Tenn. 





Total, Crosley division 
Motor Products Corp., | 
11801 Mack Avenue, De- | 
troit 14, Mich. 
Glenn L. Martin Co., Bal- 
timore, Md. 





| Subeon- 
tract No. order No. 


2 | } 
5 
6 


1 


Purchase | 


Items subcontracted 


Gross amount 
of contract 











B-83177 


C-19167_.. 
C-27639. . 


C-35226_. 


C-10808 .- 


C-22765... 


C-22766. ..| 


| C-21642.. 


| C-23563... 





me Leake” “yee assembly -._- 


_ ee eee 
Shroud assembly _. Scuaenaan 
CS, oh cticade editdinesup amemaeiete 


Windshield - - - : 
Gun box assembly 


Sateeant flap LH and RH_-.-.- 


Elevator 


Inboard flap 

Flap assembly - - - 

Rudder. - ee ae 
Sa 


Wing outer panel 
Flaperon 
Trimmer 


Stabilizer 


Fuselage tail sections.___ 


sions outer panel ie Shs dace ae 


|" eae 
Fuselage nose section 
Fuselage tail section 
nue outer panel __ 


Stabilizer 

Fuselage tail section___.._- 

Tooling, quantity, type 
livery. 

Detail parts quantity, type and 
delivery. 

Metail parts and subassemblies__. 

Fuselage tail section (‘‘short 
tails’) and detail parts and sub- 
assemblies. 

Material on hand at Martin, in 
transit, or on order. 

Credit for final settlement 


and de- 


| 
| $121, 100. 10 
933, 421. 75 


436, 508. 51 
___ 5”, 318. hel 


2%, ~~ 2,070, 348. 15 


1, 727, 275, 45 


861, 047. 99 
630, 986, 34 
391, 654. 31 
964, 956. 92 


| 2, 848, 645. 56 
| 1, 884, 843.96 

2) 534, 631. 08 

681, 626. 29 

1, 402, 545. 08 


6, 503, 646. 41 
9, 352, 291. 97 


14, 023, 021. 06 





17, 103, 296. 29 
3, 684, 366. 80 


1, 846, 129. 91 


3, 639, 913. 
335, 022. 


17, 381. 
219, 692. 00 
101, 251. 00 


422, 772. 00 





(26, 118. 00) 
18, 735, 207. 80 


52, 672, 787. 06 








AIRCRAFT PRODUCTION COSTS AND PROFITS 


Contract NOa(s) 51-074 


2105 


—Schedule B 





Subcontractor 


Subcon. 


tract No. 





timore, Md. 
Mercury Aircraft, Inc., 
Hammondsport, N. Y. 


¥ 
Glenn L, Martin Co., Bal- | 


Lavelle Aircraft 


Corp., 
Newton, Pa. 


Pi Alnealt Corp., Lock 
faven, 


ak “as Coach Co. ., Buffalo 5, 
ty # 


Total. ...------------|one--00----=|--- 


| 
| 
| 
| 
| 
| 
| 
| 
| 


26 


2 | B-96028__. 


Purchase 
| order No. | 


B-06681...., 


| 

| 

| B-96029___| 
| B-96030.... 

B-96031 ... 

| B-96032___| 
| 
| 


C-47742_.. 
| C- 


50486 _ ..| 


| 


6 | B-99623__. 


B-85696__ 
m B-85697. __| 
B 85608 A 


| B- -85700... 


| | 
| | 


| Elevator. __- 


| Center section 


-| Aileron. 


co Gross amount 
ams subcontracted 
Items subc Ce of contract 


240, 308. 62 
F 888. 80 

, 426. 89 
567, 172. 41 
337, 789, 21 
31, 800. 76 


, O78. 07 


Cowling......... $1, 
Re alanine Aaa 

Stabilizer 

Fin~ 

Stabilizer tip fin 


Radar nacelle ---. 5 


24, 819. 75 
Retro-launcher nacelle 


7, 484. 48 


22, 304. 23 
206, 650. 39 
269. 86 
509. 04 
375. 60 
549. 57 
038. 37 37 


Hood assembly -- 
4, 039, 
6, 408, 
507, 
800, 
690, 


Outer panel... 
Inboard flap : 
Outboard flap- 


: 445, 742. 44 44 


a 16, 776, 


083. 7 75 





Contract NOa(s)61-638—Schedule C 





Subcontractor 


Subcon- 
tract No. 


| Purchase | 
| order No. 


Gross amount 


Items subcontrac 
contracted of contract 





Bellanca Aircraft Corp., 
New Castle, Del. 

Crosley division, AVCO 
Manufacturing Corp., 
Nashville, T 


Total, Crosley divi- 
vision. 

Lavelle Aircraft Corp., 

Sterling St., Newton, Pa. 


Liberty Products Corp., 
Farmingdale, N.Y. 


Glenn L. Martin 
Baltimore, Md. 


Co., 


Piper Aircraft Corp., Lock 


aven, Pa 


REF Manufacturing 
Corp., 393 Jericho Turn- 
Pike, Mineola, N. Y. 





| 
| 
| 
3 | 
| 


C-26912. _. 


C-57621._ xi 
C-57622. 
C-5762% 


C-57624. .. 


eer eS 


C-45530_ _. 
C-47741__. 


C-62401... 
C-62402.- 
C-62403. -- 
C-68791. .. 
O-62404_ _- 
| C-68792__- 
| C-62408. . 





$ >-47734. te 
~47735.. + 
| 
“| 


C-58420. - 
C-49035_ - 
C-49464. 


| 
C-24525. __| 
C-24526_- 
C~-24527. - 

| 
C-56568.__| 

| 





RE 





| 
| Trainer devices. sate ttvcccwean 5 52, 178. 00 


Wing outer eas 
speron_ 


. 3, 147. 16 
2, 639.39 
3, 786. 42 


, 572. 97 
, 035. 44 


Fi 


Stabilizer. ____ 


Tail pipe assembly _.- 
Shroud assembly... 


606. 60 
772. 72 
7, 881. 44 
33, 600. 00 
715, 077. 95 
2, 775. 48 
22, 819. 97 
: 467 15 


Elevator- : 

Outboard flap. 

Rudder lower 

Outboard flap assemblies. 
Rudder upper-- Fa a 
Inboard flap assemblies_..-___- 
Inboard flap-_- 


304. 71 
283, 779. 19 
79, 732. 57 


Fin assemblies - 
Fuselage nose assemblies. - 





Canopy assembly. 
Gun box assemblies_- 
Windshield assembly _. 


Door and dive brake assemblies __- 
| Door and dive brake assemblies __- 
| Door and dive brake assemblies___ }, 439. 56 
s : ; , 712. 38 
Fuselage tail section. _. 382. 2. 2v 
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Contract NOa(s)51-635—Schedule D 





1 


é | ] 
Subcon- Purchase | | Gross amount 
| 
| 


Subcontracto : | te 
ubsontractor tract No. | order No. | Items subcontracted of contract 

. : : aT ry = i ae 

Schweizer Aircraft Corp., 38562...| Magnetic airborne detector boom | $156, 901. 31 
County Airport, Elmira, assemblies. {= 
N. 


Twin Coach Co., Buffalo 9 | C-31892___| Center section inboard flap 
25, N. Y. C-31889___| Center section outboard flap--- 
C-31886___| Outer panel 
C-31887_._| Aileron 
C-31888 - Outer panel flap 
C-35238_._| Spoiler assemblies __- 
C-24524. Wing center section 


Mercury Aircraft, Inc., C-30580___| Fin assembly -- -- sade 125 5, 488. 42 2 
Hammondsport, N. Y. C-30581_._; Stabilizer assembly -.............--| 455, 187. 60 
C-30582_._| Rudder assembly | 1, 018, 861. 91 

| C-30583___| Rudder trimmer 423, 197. 45 

C-30584...| Elevator assembly --_........_____-| 1, 548, 239. 07 


Piper Aircraft Corp., Lock 3 | C-38839___| Pilot and copilot seats... ___- 


| 3,570,974. 45 
heated 378, 366. 44 
Haven, Pa. | C-38840...| Operator’s seats................__. | 393, 438. 89 


} | | 771, 805. 33 

Continental Can Co., Inc., C-35311_..| Engine and accessory compart- 2, 202, 094. 60 
Coffeyville, Kans. | | ment cowling. ——— 
The Brunswick-Balke-Col- C-51551_..| Bomb bay door 636, 809. 64 
lender Co., 623-633 So. | C-51552_.._| Wing cover 178, 164. 93 
Wabash Ave., Chicago, | C 53...| Nose wheel door 176, 248. 57 
Il. pasineniidhentesiipanatiaams 


991, 223. 14 





43, 504, 773. 12 





Answers to questionnaire 





| } 
ee | F9F-2, -4, -5, | AF-25,-2W, | FOF-6,-6P,-7,| q. 

Que = Question 'F9F-5P, -6,-6P, -38 F9F-8, con 4. GSP -2, 

number | Noass) 51-022"| NOa(s) 51-074 | | | NOa(s) 51-638 | NOa(s) 51-635 


9 | List of those paid over 
$20,000 charged to these | 
contracts: 

(a) Direct engineering 
(included in 8 (f)) -| $28, 537. 36 $337. 67 $20, 399. 54 $3, 456. 28 

(b) Manufacturing | 
overhead (in- | 
cluded in 8 (¢))_-- 

(c) Engineering over- 
head (included in 
8 (f)) 

(d) Research and de- 
velopment (in- | 
cluded in 8 @) | 
and (h))- ce 5, 095. 94 547. 44 7, 079. 90 7, 400. 55 

(e) General and admin- 
istrative overhead 
(included in 8 (d)) - 339, 184. 75 75, 919. 97 214, 917. 36 256, 976. 02 





125, 425. 41 24, 434. 32 | 64, 306. 03 77, 97.22 


| 
| 


31, 852. 34 3, 883. 86 33, 182. 98 32, 798. 88 





530, 095. 80 105,123.26 | 339, 885. 81 378, 608. 95 
Percent of company 
total % 3. 20 











None None None None 
Se selling expense None None None None 
Contributions or dues charged. } 
to these contracts: 

(a) Engineering over- 
head (included in 

8 (f)) $1, 619.26 | - $197. 44 $1, 982. 22 $2, 234. 52 

(b) General and admin- 
istrative overhead 

(ineluded in 8 (d))- 131, 563. 07 29, 447. 86 | 87, 933. ! 99, 085. 85 




















133,182.33 | 29,645.30 | 89,915.77 | 101, 320.37 





Percent of company | 
ae ae -| 















AIRCRAFT 


PRODUCTION COSTS AND PROFITS 


Answers to questionnaire—Continued 














Question 
number 











| For- 2, -4, 


Question Fo F- 


5P, -6, 6, 


| NOa(s) 51-022 





AP-06,-3W, | FOF-4,-6P;-7,| nop. capes 
38, F9F-8, ~ pt el aes 
NOa(s) 51-074 | NOa(s) 51-638 | ** V8) © Oso 





































































13 | List of consulting and ad- | 


14 | Traveling and entertain- 


15 | Total profit accrued to June 
16 | Profit accrued per airplane 


17 Depreciation: 


18 | Accounts similar to depre- | 


19 | Amortization: 


20 | Accounts similar to atmor-— 


visory fees: 
(a) Engineering over- 
head (included in 
i 7 aeeseretece 
(b) General and admin- 
istrative overhead 
(ineluded in 8 (d))_ 


$2, 831. 72 


13, 240. 06 














$345. 28 | $3, 466. 46 $3, 907. 68 


2, 963. 53 | 8, 652. 62 9, 872.79 





Percent of company 
total 


ment expenses: ! 
(2) Manufacturing 
overhead (in- 


1. 97 


cluded in 8 (c))_-- $537, 656. 28 


(b) Engineering over- 
head (included in 
3) eee 

(c) General and admin- 
istrative overhead 

(included in 8 (d))- 


62, 054. 70 


51, 106. 52 


16, 071. 78 









12, 119.08 | 13, 780. 47 





2.88 | 11.17 14. 65 





$104, 741.65 $289,104.42 | $406, 128. 07 
7, 566. 54 | 69, 689. 12 | 68, 232. 32 
11, 439. 21 | 34, 240. 16 | 45, 097. 40 












Percent of ‘company. 
iksuaescoceccunenss 


650, 817. 





17.03 


50 | 


393, 033. 70 | 








519, 457. 79 





3. 24 | 11.15 16. 85 








30, 1955 $22, 
to June 30, 1955__ 


Manufacturing overhead 
(included in 8 (c))__-- 1 
General and administra- 
tive overhead (included 
in 8 (d)) 


282, 619. 17 


16, 777. 35 


, 042, 147. 97 


55, 091. 34 








$5, 875, 807. 98 | $14, 206, 978. 26 $14, 780, 111. 03 





Total 1 
Percent of company 
total : 


ciation : 
Manufacturing overhead 
(included in 8 (c)) _. 
Percent of company 
total 





tization 


21 | Change orders or modifica- | 


tions, see schedules 


, 097, 239. 31 


20. 29 


None 


$44, 276. 73 
20. 43 
None 


E 


20, 760. 57 21, 164. 50 | 44, 738. 93 
| | 
203,022.46 | 541,781.07 | 732, 910. 85 
| | 
12, 331.13 36, 867. 48 | 47, 399. 37 
215,353.59 | 578, 648. 55 | 780, 310. 22 
3.98 11.97 | 19. 12 
None None | None 
] 
$8, 625. 62 $25, 811. 84 | $41, 502. 66 
3. 98 11. 91 19. 15 
None None | None 
F G H 










1 It is the policy of the company to exclude entertainment expense (as the term is usually defined) from 
any cost account charged, either directly or indirectly, to Government contracts. As a result, the costs 
indicated above would include only normal traveling and maintenance expenses of those away from their 
regular assigned area. 


Changes and amendments to Contract NOa(s)51-022—Schedule E as of 
Sept. 30, 1955 
























Date 








Description | Amount 








Changes: 


















waaken |. | Change in installation of indicator and control_----- 69, 216. 44 

ae ja" 7, 1952 | | Remove exterior surface paint and anodize__..______| (1, 447. 56) 

aka | Dec. 15, 1952 | Change in installation of radio equipment 804, 084. 36 

| Nov. 10, 1952 | Modify engine wiring to install special ignition | 4,110.10 
system. | 


me eee Aug. 14,1952 | Change in Government-furnished clocks 0 
nun Suihaaesd ° “err Install fuel quantity gage compensation equipment_-| $385, 337. 87 
‘REG, Hast do_.......| Delete requirements for automatic changeover. - (31, 408. 99) 
Re SS OFFS do_.......| Conversion, 36 planes, F9F-6 to F9F-4 41, 387. 04 
BE EES | Remove and relocate radio altimeter and tailpipe | 1, 006. 52 
temperature indicator. | 


Install control] system to actuate emergency shot- | 545, 823. 59 
gun type ignition system on J-48-P engine. | 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 


Changes and amendments to Contract NOa(s)51-022—Schedule E as of 


Sept. 30, 1955 


Continued 





} 
| Date 


Description 


Amount 





Changes—Con. 
K | Dec. 16, 1952 
| Nov. 10, 1952 
sea 2. 
_.| June 9, 1953 


| Nov. 28, 1952 


+ Say 
J 22, 1953 
. 29, 1953 
- 11,1953 
. 22, 1953 


- 2,1953 
. 18, 1953 
15, 1954 
26, 1954 

. 18, 1954 
5, 1954 

4, 1954 

3, 1954 

. 21, 1954 
- 19, 1954 
- 9, 1954 
ay 18, 1954 
. 13, 1954 
. 18,1954 
- 24, 1954 
5, 1954 

. 19, 1954 
. 24, 1955 
. 16,1955 
. 16, 1955 
. 21, 1955 
. 18, 1955 
10, 1955 

6, 1955 


June 28, 1952 
July 10, 1952 


July 22, 1952 





“35, ‘aaa’ 





Install guide on nose section model F9F planes_____- 

Change in cabin pressure altitude indicator -_----_-- 

Change in fire-detector system _-- 

Incorporate various carryover changes. --.-_..._.--_- 

Change in hydraulic accumulator____--__-.-.._-_--- 

Change in fuel system wiring and switch......----_- 

Modify hydraulic gun-charging system 

Installation of starting receptacle 

Delete SA-3/A impact switch. _-__- 

Delete antennas, fairings, and supports _- 

Install dual-cylinder oxygen system _. 

Design study and installation night ‘photographic 
configuration. 

Modification of MK-7 arresting gear 

Delete Drogue parachute installation - -- 

Revise cockpit canopy controls 

Install AN/ARN-6 control panels____..-_--- 

Install pressure fueling and defueling sy stem_- 

Install AN/ARA-25 equipment 

Install modified landing-gear cylinder___--...---- 

Change in radio altimeter ______- 

Delete cockpit automatic temperature control. 

Delete wingtip gaging system F9F-6__..........-_-- 

Change in hydrolube 

Insta!l adjusted pilots’. ejection seat fired “headrest -- 

Redesigned instrument panels in F9F-6 

Install provisions for external stores con fuel tanks_- 

Change in engines and provide for alternate 

Install AN/A RC-27A in lieu of 27 

Waterproof electrical connectors 

Modification of longitudinal control system 

Relocate dive brake contro! switch 

Furnish and install force links 

Check valve for emergency air bottle 

Install a stored-energy system 

Revise the fuel-drainage system- 

Rework engines for ignition systems 


Spares ordered 

Special tools ‘and ground-handling equipment 
ordered. 

SE EE ee 

Spares, increase in contract amount 

Price redetermination, increase in contract item 
2 (b), F9F-5 planes. 

Design dated and revisions F9F-6 trainer 

Service bulletin No. 51 and 463 kits 

Change in publications’ deliveries 

Change in publications’ requirements_-__-........-... 


Revised drawings to FOF aircraft 
Increase item 2 (a) F9F-2 by $117.65 ea 


Flight demonstrations and trials 

Modifying quick-engine-change kits 

Necessary engineering consulting services 

Service bulletin No. 128 and 639 kits 

eg» components for F9F-6 flight trainer 
Spares, increase in contract amount 

Service bulletin No. 53 and 59 kits 

Price redetermination, increase in contract item 
2 (c), FOF-6 planes. 

Spares, increase in contract amount 


pares, decrease in contract amount 
omnes tools and ground handling equipment 


ordered. 
Install and calibrate instrumentation F9F-6 
— ‘aaa and ground handling equipment 


See footnotes at end of table, p. 2109. 





$13, 991. 65 
‘ 307. 87 


149, 725. 55 
672, 076. 84 
57, 814. 44 
11, 370. 44 
159, 322. 13 
7, 599. 33 
862. 91 
(143, 479. 89) 
$4, 797. 36 
28, 701. 68 


129, 876. 46 


(4, 417.84) 
(702, 472. 00) 


26, 000. 00 


5, 983, 197. 00 


(1) 
(?) 


12, 149. 


2, 28s 
JS 88s 
SS! oe82 BRR 


ow 


SSE a8: 
S: BS: 


— 
Den 


SFa3S- 
FERSRERE! 
etrit ts 


ents 


97, 828. 00 
(937, 201. 44) 
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Changes and amendments to Contract NOa(s)51-022—Schedule E as of 
Sept. 30, 1955—Continued 


Date Description Amount 


Amendments—Con, | 
34 


do ‘ 
Rowe. | Mar. 22, 1954 


27, 1953 
y 31,1953 
. 19,1953 | 


7 28,1953 | 

. 13,1953 

y 31,1953 
30, 1953 


.| Service bulletin No. 140 and 1,701 kits__- ee 
| Service bulletin No. 134 and kits 
| Removal of gunsight controllers and replace_- 


st. 13,1953 

| Dec. 2,1953 
June 2, 1954 
| Dec. 17, 1953 
Dec. 2, 1953 
| Dec. 14, 1953 


| Jan. 29,1954 
Feb. 5,1954 
Mar. 29, 1954 
Oct. 7,1954 
Apr. 13, 1954 
Mar. 29, 1954 
July 28,1954 
July 15,1954 
Oct. 19,1954 
Oct. 6,1954 
Sept. 22, 1954 
Aug. 6,1954 
Aug. 25, 1954 
nad 2, 1952 


“Oct. 
Oct. 
Oct. 
Oct. 
Oct. 
Jan. 
Jan. 
Jan. 
June 1, 1954 
Jan. 4,1955 
Feb. 10, 1955 


June 24, 1954 
Apr. 18, 1955 
Apr. 12,1955 
May 12,1955 
Apr. 18, 1955 
Oct. 8, 1951 


| Service bulletin No. 239 and 80 kits 








Service bulletin No. 126 and 1,216 kits 
Special tools, increase in contract amount-.-- 
Rew ork tail section and back fit flying tail plus kits | 
for 75 planes. } 
Service bulletin No. 76 and 1,099 kits 
F9F-6 powerplant demonstration 
Spares, increase in contract amount 
Service bulletin No. 124 and 888 kits- 


Service bulletin No. 142 and 808 kits- 

Change in classification 

Spares, increase in contract amount 

Special tools, increase in contract amount 

Spares, increase of 4.8 percent redetermination 
Change in title clause................---.- ee ede 
Service bulletin No. 115 and 818 kits- 


Flight handbook for F9F-2_-__-_-- 

Instrumentation F9F-6 for service ac cept ance_ 
Conduct static tests and report _- 

Service bulletin No. 132 and 551 kits........-- vet 
Spares, increase in contract amount 

Service bulletin No. 184 and 502 kits._....-.....--_- 
Parts for installation in flight refueling 

Remove and reinstall tail sections and engines ----_- 
Cancels amendment No. 14 

Special tools, increase in contract amount-.-------- 
Spares, decrease in contract amount 

Service bulletin No. 224 and 195 kits_.........-..._- 
Service bulletin No. 139 and 164 kits. ____- 

Spares, increase in contract amount 

Service bulletin No. 169 and 1,593 kits_........_..._. 
Mission planning brochures F9F-5 

Experimental hook points 

Spares ordered 

Mission planning brochures FOF-6. 

Spares ordered : 
Rework MK 12 external tanks, demonstrate_.___-_- 
Service bulletin No. 133 and 997 kits_-_- 
Service bulletin No. 201 and 1027 kits._.....-....--. 
Service bulletin No. 196 and 1061 kits............._- 
Service bulletin No. 160 flight test and 129 kits 
Spares ordered 

Service bulletin No. 239 and 274 kits 

s atacand tennmmittthesanesiane \ ah we 
VanDyke drawing revisions.......................-- 
Delete A and B versions of specifications 

Service bulletin No. 230 and 655 kits_............-- 
Modify of longitudinal control system__.........._-| 
Spares ordered ; 
Kits for automatic pilot revision 





(Rt ae Ales SOS a ine a Se sna 
Fla eR he Sa AEE ARF milan deamnsias 


24, 326. 
2, 007, 859. 


1, 127, 965. 97 
530, 150. ¢ 
5, 516, 006. 67 
13, 294. 
100, 521. 62 
278, 009. 5 

3, 274. 02 
39, 575. 84 


4, 321, 412. 2 
22, 691. 
1, 786, 071. 63 


274, 349. 
12, 459.35 { 
10, 221.6 
7, 380. 8% 
8, 781. 42 
44, 664 
719, 8065. 2 
37, 990. 85 
11, 864. 7 
3, 065. § 
(62, 427. 
220. 37 
(217, 486. 3: 
462, 540 
57, 493. 
3, 308, 687. 
462, 368. 2: 
8, 256. 32 
9, 196. 00 
i 


) 
8, 256. 32 
() 


24, 451. 40 
56, 734. 00 
20, 456. 97 
1, 454, 865. 20 
35, 492. 69 


5, 983, 197. 00 
62, 599, 118. 99 


68, 582, 315. 99 





1 Spares ordered within estimated amount provided for in basic contract. 
2 Special tools and ground handling equipment ordered within estimated amount provided for in basic 


contract. 


NOa(s)61-—074-—Schedule F 





Description 





Mar. 27, 1952 
7, 1952 
5, 1952 





June 3,1952 
June 5, 1952 | 
Aug. 14, 1952 | 


Apply “ Branch of service”’ markings De i 

Install provisions for AN/ARC-28 

Install revised electrical system 

Provisions for AN/ARC-1 VHF equipment 

Install radar relay receiver 

Operator’s headrest, handrails, and jettisoning 
equipment. 

Change in hydraulic fluid_____- Se PE 

Install inclinometer and warning decal 

Install reinforcing pads on searchlight cashing 


Amount 


$7, 104. 59 
33, 519. 36 
670. 99 
39, 892. 86 
4, 017.23 
31, 989. 66 


9, 259. 38 
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NOa(s)51- O74 —Schedule F—Continued 





Description Amount 


Aug. 14, 1952 | Install AC electrical system for flight instruments. ($6, 410. 45) 
Oct. 7,1952 | Modify fuel-tank filler caps and door handle_--_-----| 10, 933. 77 
Nov. 10, 1952 | Install compass adapter - | 1, 436. 43 
....| Install provisions for de pth bombs______--___- 76, 056, 04 
7. 20,1952 | Modify wiring and install provisions for gyroscope_.- 5, 524. 70 
31,1952 | Revise the installation of sonobuoy receiver and 12, 940. 99 
antenna. 
.1953 | Relocate equipment and install window - - 10, 138. 05 
7,1953 | Install AN/APA-70C in lieu of AN/A PA-7 aah ate 3, 186. 89 
7,1953 | Provisions for sonobuoy and mark 6 float lights -___- 15, 816. 56 
,1953 | Delete requirements for impact switch_ 833. 96 
Install radar relay transmitting equipment_______--_- 22, 814. 44 
...| Install cylindrical instead of spherical accumulator 17, 374. 60 
Improved cockpit instrument-panel lighting _ -_-_- 3 188, 378. 98 
Instal] AN/APA-57C in lieu of AN/APA-57A_-_.-- 14, 604. 90 
Conversion AF-2S8 to AF-38. * 163. 91 
Incorporation of MAD, ECM, and other ASW 75, 700. 27 
equipment. 


| 
| 
| 


Total ‘4, 191, 105, a7 


Spares ordered (') 
Special tools and ground handling equipment (2) 
ordered. 
| Price redetermination, decrease in contract amount: 
Item 2 (a): 74 airpls unes A F-2W 1, 554, 460, 28 
Item 2 (b): 146 airplanes AF-2S__........- ees | 2,705, 771.28 
gh ath kh eel Ee SE | 1, 065, 058. 04 
Item 4: Special tools and ground handling 85, 204. 16 
equipment. 


Total. 
Apr. 8, 1952 | Special tools and ground handling equipment or- 
dered. | 
.| May 20,1952 | 49 kits fuel line scupper drain 693. 35 
| Sept. 11,1952 | 2 sets vandyke drawings 7, 020. 00 
Dee. 1,1952 | Spares, increase in contract amount 228, 438. 80 
GASES ..-| Spares, decrease in contract amount. .--.--...--------} (380, 422. 41) 
Oct. 6,1952 | Service bulletin No. 105 and 125 kits__- Hh AEE 4, 862. 50 
Oct. 27,1952 | Service bulletin No. 95 and 62 kits._......-.-.-.-.-- } 52, 425. 34 
Oct. 24,1952 | Service bulletin No. 98 and 213 kits__.-.......------| 30, 774. 24 
Feb. 16, 195 Service bulletin No. 103 and 23 kits_ -__- } 514. 74 
Mar. 16, 1953 | Special tools and ground handling equipment or- (2) 
} dered. 
Apr. 30,1953 | Armament demonstration with external stores_ ----- 6, 648. 
Avr. 27,1953 | 177 kits, emergency wing folding provisions - ------- 42, 495. 93 
May 29, 195 Service bulletin No. 98 and 115 kits. .........-..-.-- 16, 083. ¢ 
June 22,1953 | Service bulletin No. 80 and 293 kits. _.-........--- 95, 547. : 
July | Spares, decrease in contract amount } (3, 827. 68 
Aug. 13,1953 | Service bulletin No. 106 and 100 kits__--_- -| , 438, 153. 
3 | Install instrumentation conduct demonstrations. oe 51, 091. 
Canceled and rot in ued letter AE R-C T-433/2258 0 
Modification of timer check valve __..---.---- a 633. 
| Service bulletin No. 123 and 65 kits__.....-.--- Z 59, 987. 
| Service bulletin No. 94 and 185 kits_- 40, 490. 
Decrease kits on amendment No. 10 to 52_- (8, 455. 7 
Change in title clause : scien 0 
Spares, increase in contract amount. . 730, 788. & 
Special tools and ground handling equipment or- | (2) 
dered. | 
Spares, decrease in contract amount ia (385, 339. ¢ 
Special tools and ground handling equipment or- | (2) 
dered. | 
Spares, decrease in contract amount__-_.....---------} (144, 508. 
| ¢ ‘orrection of amendment No. 30 na pabwed . 
Increase kits on amendment No. 12 by 33. 
Final redetermination: 
Item 2 (a): 74 airplanes, AF-2W --_- TREE SS 2, 005, 596. 
Item 2 (b): 131 airplanes, AF-2S__.-..----- ha 3, 152, 326. 36 
15 airplanes, AF-3S_.-.....-- aout 360, 953. 
RE An re Rak 1, 310, 257. $ 
Item 4: Special tools and ground-handling | 499, 267. 
equipment. i—_—_—_— 
7, 328, 401 
Bi ee eee: epenee wns 1, 191, 105. 
Amer 1dments Ps 1 ee i S54, 061. 7 


9, 662, 956. 5 f 





I See footnote ! of schedule E. 
2.See footnote ? of schedule E. 





AIRCRAFT 


3, 1954 

5, 1954 

9, 1954 

16, 1954 
18, 1954 

6, 1954 
None 

t. 30, 1954 
27, 1954 


, 1954 
27, 1954 


June 


Dec. 
June 


Sept. 2 


Aug. 
.| Sept. 
| Sept. 15, 1953 
Sept. 15, 1953 


Dee. 
| Feb. 
June 15,1954 
Sept. 8, 1954 
May 25, 1954 


1, 1953 


12, 1954 
&, 1954 


29, 1954 


20, 1954 | 


10, 1955 


“19, 1954 


6, 1954 | 


. 14,1955 


See footnotes at end of table, p. 


12, 1953 | 
28, 1953 | 
| Spares, decrease in contract amount 


4, 1954 | 


Spares, decrease in contract amount 


} 
Service bulletin No. 


PRODUCTION COSTS AND PROFITS 


NOa(s)51—638—Schedule G 


Delete requirement for fuel quantity gage 
Install primer switch and wiring 

Delete antomatic tem 
Install AN/ARA-25 equipment 

Install electrically adjusted pilot’s seat 

Provide interim and re« nel] 
Install provisions for externa] stores and fuel tanks_- 
Install J-48-P8 engine in lieu of J-48-P6A 

Delete the AN/ARR-2A installation 
Install char 1 AN/ARC-27A instead 
Install changed radar altimeter equipn 
Install battery quick disconnect 

Final modification of longitudinal control 
Install resistance in roe ket-firing circuit 
Install auxiliary starboard-wing light 
Install throttle- “ontrolled generator cutout switch 
Provide and install stronger preejection lever 
Modify fuselage to improve rear visior 


erature-control system 


lesigned instrument pa 


ger of -27 


ent 


system 


Total 


F9F-6 Trainer Prototy 
Special tools and 
ordered. 
Price redetermination, increase in 
Item 1: Design data and dr 
price of items 2 (a) A (b 
Item 2 (a): 286 FOF 
Item 2 (b): 225 FoF— 7 
Item 2 (e): 24 FOF -6P 
Item 3: Spares indi 
Item 4: Special tools 
equipment, order. 
4 (a): Special tools and grow 
ment, unspecified. 
Item 5: Final corrected data 
Item 6: Publications 
Item 2 (a): 189 F9OF-6 
Spares ---- 
Special tools and ground handling equipment. 


and three unt tees 
ground Paibsinaaai 
contract price 

iwings (included in 


and 2 (c)) 


ind ground handling 


id handling equip- 


and drawings 


Change in classification a 

Spares, increase in contract amount 

Special tools and ground handling 
dered. 

Change in title clause 

Revision pages to public: itions 

Spares, increase in contract amount 


equipment or- | 


Special tools and ground handling equipment or- 
dered. 

Spares, increase of 2.81 percent 

Special tools and ground handling 
ordered 

Spares, decrease in contract amount 

Spares, increase in contract amount 


equipment 


Change in specifications item 2 (a) and additional 3 
items: 
Item 2 (a): 
Item 11: 
Item 12: 
Item 13: 


Cancel 200 F9F-6, add 200 F9F-8 
One F9F-8 static test article __ 
Static tests 

Flight demonstrations. 


(14 
12, 164, 663. 25 


-| (5, 668, 


(6, 23 


(3, 


Amount 


$710, 207. 15 
2, 230. 69 

73, 634. 5 
4106, 
139, 898. Of 
0 

842, 373 

», TLS. OF 

(48, 289. 00 

3 600. 00 

8, 004. 00 

4, 224. 00 

1, 896, 857. 00 
436. 00 

2, 242. 00 

$74. 00 

62. 00 


sat. 00 


533. 80 


> x2% 
“, Oo 


) 249. 84 


250, 476. 67 


, 118, 664, 25) 


1, 640, 029. 68 
56, 515 


513, 924. 67 


al} 


517, 064. 67 


2) 


29, ssi, 302. 87 


34, 828, 124.10 
0 


4, 608, 074. 44 
723. 64) 
(2) 


0 
642. 29 
241, 504. 81 
0, 208. 16) 
(2) 


376, 045. 35 


(2) 


357, 708 02) 
5, 010, 124.7 


9, 319, 400. 00 
173, 495. 00 
453, 986. 00 

503. 00 


673, 


10, 620, 384. 00 


Special tools and 


ordered. 


ground handling equipment 
246 and 
Returned to BuAer ltr 823/955 
Service bulletin No. 
flying tail. 

MK arresting gear prototype and kits 
Service bulletin No. 205 and kits 
Spares, increase in contract amount 


ye? kits 
1K) ‘ 
225 and Kits for modification of 


3, 847, 020. 0€ 


597, 396. 
9, 022. 
401, 621. 
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NOa(s)51-638—Schedule G—Continued 





Date Description | Amount 





Amendments—Con. | 
ay 12,1955 | Convert 25 F9F-7 to F9F-6___. 
. 16,1955 | Strengthening rear beam—wing fuselage - 
. 15,1954 | Modification wing fold back indicator 
. 17,1955 | Installation, etc., auxiliary air compressor 
2, 1955 | Special tools and ground handling ecaipaent | 
ordered. 
| Study and incorporation, target towing revisions.__- 


a pee and ground handling equipment 


ordered. 
y 13,1955 | Service bulletin No. 229 and kits 
y 18,1955 | Kits for replacement of selector valve plugs ---.----- | 


| 
. 19,1955 | Special tools and ground handling equipment 
ordered 


() 


5 | Service bulletin No. 216 and kits._........-......... 10, 097. 00 
Modify landing-gear-actuating cylinders 210, 644. 73 


| Install mounting plates for dive brake _- 52, 570. 00 
Install Mark 7 arresting gear in F9F-6 4, 085. 00 
Special tools and ground handling equipment (4) 

ordered. 

| Cancellation of 132 F9F-6, 57 F9F-7, spares and | (35, 201, 750. 42) 

special tools and ground handling equipment 
(see amendment No, 3). 








1 Special tools and ground handling equipment ordered within estimated amount provided for in basic 
contract. 


2 Included in price of items 2 (a), 2 (b), and 2 (c). 





AIRCRAFT 


PRODUCTION COSTS AND PROFITS 


NOa(s)51-6385—Schedule H 





Date 


Description 





C aaa iat 


June 16, 1954 
June 28, 1954 
. 13, 1954 


. 12, 1955 


. 30, 1955 





. 27, 1955 | 


Install fixed fire extinguishing system 
Delete requirement for radar recognition set 
— water base hydraulic fluid with mine ral 


Install additional inverters 

Delete ground position indicator, ete 

60-S2F-1 airplanes in S2F-2 configuration 

Install AN/APA-69A in lieu of AN/APA-70C 
Install R-23/ARC-5 receiver. _.................-...- 
Delete antenna for AN/APR-9B, etc 

Install marker beacon and antenna as 
Install hand grip assembly on engine ns acelles_ 
Install radar altimeter and auto-pilot 

Modify bail-out provisions for No. 4 seat 

Install barrier scoops and modify hook fairings 


Total 


NN IEEAS RASS SAAR AS. | 
Cockpit and crew area fuse: ige 
Letter Aer-CT-433/967 cancels amendment. __. 
Redetermination—Increase in contract price: 
Item 1: Design data and drawings______- o See 
Item 2: Airplanes S2F-1, 346 
Item 3: Spares__.-_-- PS 
Item 4: Special tools and “ground “handling 
equipment. 
Item 5: Final corrected data and drawings__.___ 
Item 6: Publications 


Develop and test inflated MAD boom___.-...- a 


Services and material for change in hydraulic fluid__ 
Kits for installation of pressure valve 

Kits for converting hoisting sling 

Modification of maintenance trainer panels. -- 
Revision of contract price for airplanes 

Service bulletin No. 98 and 265 kits 


Omit coder-flasher and incorporate automatic flasher-| 





Change in delivery date____- 


Changes 
Amendments 





Amount 


, 344. 00 


$4, 953, 204. 00 


44, - 847. 16 
. 00 


17, 365. 55 
30, 269. 00 


_0 


4, 953, 204. 00 
| 39, 600, 801. 31 


| 44, 644,005.31. 





! Spares ordered within estimated amount provided for in basic contract. 
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Government-owned property in use (real property only) 





Description of property 


| 
| 


Government 


Acquired or | 
provided by Year | 
activated 


| 
| Yearly 


Amount rental 


under 
contract 





‘ 

| 
Plant No. 3: | 
Brick and steel factory building, 153,000 square | 

feet. 

Extension to Plant No. 3, 403,000 square feet___| NOa-125____| 
NOa- 1024- --| 
| 


Conversion fuel oil equipment to coal equip- 
ment. 


Plant No. 5: 
Comprising engineering building, experimental 
shop and hangar, 300,000 square feet. 
Additions, flight test hangar, structures, 
laboratory, engineering department and 
cafeteria. 


Plant No. 10: 
Comprising general inspection and receiving 
warehouse, 24,600 square feet. 
Garage: 1-story garage and shop building, 18,000 
square feet. 
Warehouses, Nos. 4 to 9: Battery of 6 warehouses, 
each 100 feet by 320 feet. 
Warehouses, Nos. 11 to 20 (Original Nos. 1, 2 and 3): 
3 one-story warehouses, each 1,000 feet long by 
50 feet wide. 
Enclosure covering open spaces of warehouses, 


| 


| 
} 





thereby adding 57,600 square feet to covered | 


area. 


Peconic River plant: For final assembly and flight 
testing of aircraft. 


| 


} 


| NOa-1151 -- 


1 $1, 505, 598. 68 


1 3, 542, 260. 83 | 
1 58, 192. 99 | 


DAN Oa-10_. 


25, , 106, 052. 50 


N0Oa-1031 - Fé 3 2, 983, 841. 61 


NOa-1099.--| 3 4, 354, 690. 27 


1944 3 179, 659. 71 





NOa- 7 
NOa-1045... | 
N0Oa-255_---| 


DAN Oa-10_-| 
NOa-125-..- 


1944 
1943 


1133, 292. 


1739, 096. 
1942 3 733, 130. 2 


1943 3 223, 477. 


4 $250, 000 





~ 38, 321, 029.26 | § 2,800,000 





1 Use of property granted under contract N 


¥Oa-1085. 


2 Does not include cost of rehabilitation accomplished during 1951 and 1952 amounting to approximately 


$1,250,000. 


3 Use of property granted under contract N Oa-5093. 


4 Minimum per year. 


§’ Maximum per year, based on man-hours under contract N Oa-5682. 


Government-owned property in use (personal property only) 





Contract No. 


Acquired under EPF contracts 





P JANMAT 


items Total 





N Oa 1085, machinery and equipment 
NOa 1151, machinery and equipment 
NOa 1099, machinery and equipment 


in Gein of eainnenens..... .. «oe 5 ois nc ce cmtsacccnncn 


In possession of GAEC 


$15, 699, 485. 94 
, 53, i 
819, 000. 4 


18, 371, 841. 


$7, 045,895.66 | $22, 745, 
89, 254. 33 , 942, 
268, 796. ” 087, 7 

25, 775, 787. 57 


13, 130, 097. 26 
12, 645, 690. 31 


25, 775, 787. 


| 
| 


























AIRCRAFT PRODUCTION COSTS AND PROFITS 


Balance sheet for the year ended Dec. 31, 1952 


ASSETS 
Current assets: 
. $15, 309, 995. 83 
U. S. Treasury bonds (at cost plus accrued interest (par 
value $5,500,000) 5, 613, 400. 00 
Accounts receivable 23, 876, 373. 46 
Inventories (at cost): 
Work in process $48, 614, 502. 12 
Raw material 38, 715, 289. 55 
Subtotal 87, 329, 791. 67 
Deduct billings and progress pay- 
ments 65, 006, 758. 34 
Subtotal yd 323, 033.3 33 
a BR ct Rehan nncmec nes 434, 436.93 22, 757, 470. 26 


Miscellaneous deposits and other assets 717, 895. 12 





ey a le a ae a DE 68, 275, 134. 67 
Investment in stock and advances to subsidiaries _ 3 Bees 326, 300. 00 


Property plant and equipment (at cost) 2, 017, 708. 86 
Less depreciation , 968, 301.27 7, 649, 407. 59 


76, 250, 842. 26 


LIABILITIES 

Current liabilities: 
Accounts payable and accrued wages__.__._-_.__-_-- 12, 767, 738. 23 
Estimated liability under incentive contracts 14, 697, 817. 22 
Provision for liability under renegotiation______________- 500, 000. 00 
Federal taxes on income 13, 146, 000. 18 
a aw biter aah ewe Bn 1, 844, 899. 27 
Other liabilities 459, 497. 40 





Total current liabilities 43, 415, 952. 30 
Capital stock and earnings retained for use in the business: 

Capital stock, $1 par value 
Authorized 3,000,000 shares 
Unissued 1,000,000 shares 
Outstanding 2,000,000 shares 

Stated value $10, 000, 000. 00 

Earnings retained for use in the business.. 22, 834, 889.96 32, 834, 889. 96 





_ $76, 250, 842. 26 


Balance sheet for the year ended Dec. 31, 1953 


ASSETS 


Current assets: 


$12, 682, 587. 31 
U. S. Treasury bonds (at cost plus accrued interest)___- 5, 546, 304. 42 
Accounts receivable 27, 440, 736. 88 
Inventories (at cost): 
Work in process $63, 375, 973. 44 
Raw material 49, 634, 597. 88 


Subtotal 113, 010, 571. 32 
Deduct billings and progress payments 86, 045, 868. 30 


Subtotal 26, 964, 703. 02 
Supplies 380, 923. 95 
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Balance sheet for year ended Dec. 31, 1953—Continued 


ASSETS—continued 


Miscellaneous deposits and other assets__.......-.-----.---- 


Total current assets__- 
Investment in stock and advances to subsidiaries __ 
Property plant and equipment (at cost) $13, 110, 795. 48 
Less depreciation. --.-.-.------ Bo 5, 563, 749. 49 


| ae eae 


LIABILITIES 
Current liabilities: 
Accounts pay ‘able and accrued wages___-- eae 
Estimated liability under incentive contracts. 
Federal taxes on income_______________ $16, 887, 493. 45 
Less tax anticipation notes__._____- 4, 500, 000. 00 


Total current liabilities 
Capital stock and earnings retained for use in the business: 
Capital stock $1 par value 
Authorized _ _ _ -- 3, 000, 000 shares 
Unissued 1, 000, 000 shares 


Outstanding. 2, 000, 000 shares 
IS en ee Oe $10, 000, 000. 00 
Earnings retained for use in the business. 25, 881, 324. 62 





Balance sheet for the year ended Dec. 31, 1954 


ASSETS 
Current assets: 


U.S. Treasury bonds (at cost plus accrued interest) 
Accounts receivable 
Inventories (at cost): 
Work in process $68, 413, 420. 92 
Raw material 27, 715, 858. 04 





Subtotal 96, 129, 278. 96 
Deduct billings and progress payments. 65, 213, 486. 96 





Subtotal 30, 915, 792. 00 
Supplies 358, 431. 83 


$659, 816. 67 


73, 675, 072. 
305, 000. 


7, 547, 045. 99 


16, 458, 6§ 
15, 197, § 


12, 387, 
1, 505, 70! 
95, 





45, 645, 


35, 881, 324. 6 
81, 527, 118. 














Miscellaneous deposits and other assets 


pi eS a 2 Se ag a ee ee ae eee 
Investment in stock and advances to subsidiaries and divisions__ 
Property, plant and equipment (at cost) $14, 498, 957. 24 
Less depreciation 6, 625, 588. 87 





$25, 015, 755. 
5, 525, 031. : 
22, 916, 246. 


31, 274, 223. 
658, 778. 





85, 390, 935. 
450, 500. 


7, 873, 368. 





93, 713, 903. 
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Balance sheet for year ended Dec. 31, 1954—Continued 


LIABILITIES 


Current liabilities: 
Accounts payable and accrued wages_--_---- sawones B22, 008; 008 57 
Estimated liability under incentive contracts_...___.____- 28, 197, 145. 
Estimated liability under renegotiation____ 710, 000. 
Federal taxes on income : _ $12, 567, 891. 39 

Less tax anticipation notes____ ae 6, 024, 821. 92 


>, 543, 069. - 
Other taxes ee = by ae 932, 901. 9- 
Other liabilities mae tee 3, 036, 684. ( 


Total current liabilities 2. 510, 707. 5 
Capital stock and earnings retained for use in the business 
Capital stock $1 par value 
Authorized_-- 3,000,000 shares 
Unissued_---. 1,000,000 shares 


Outstanding-_- 2,000,000 shares 
Stated value $10, 000, 000. 00 
Earnings retained for use in the business____. 31, 203, 195. 91 
———————— 41, 203, 195. 91 


... 93, 713, 903. 56 


Mr. Courtnry. Mr. Chairman, I think at this point it might be 
suited for the record to insert the comment of the Assistant Secretary 
of the Navy for Air on the committee’s observations, the subcom- 
mittee’s oC lial met with respect to the F9F7. It has already been 
publicized, but I think it is pertinent. 

Mr. Hfésert. Put it in the record. 

(The document referred to is as follows:) 


Tue AssIsTANT SECRETARY OF THE NAvVy FOR AIR, 
Washington, December 12, 1958. 
Hon. F. Epwarp HféBpeErt, Chairman, 
Subcommittee for Special Investigations, Armed Services Committee, 
House of Representatives, Washington, D. C. 

My Dear Mr. CuarrMAn: The press release which your committee put 
out on December 10 summarizing the results of your inquiry into the F9F-7 
Naval aircraft at Dallas seems to me an excellent example of what can be accom- 
plished by objective investigation. 

The action of your committee was prompt as well as extensive. Your inquiry 
went directly to the individuals who fly the aircraft concerned, and while you 
indicated the disturbance of your committee concerning the number of aircraft 
bought, it also was pointed out that the charge that the aircraft was unsafe 
was not supported by any evidence you could find. 

The promptness and objectivity of your release are appreciated. 

Sincerely yours, 
J. H. Smiru, Jr. 


Mr. Courtney. I think that is all, Mr. Chairman. 

Mr. Hészrr. Thank you very much, again, for your appearance 
and the cooperation this morning. The committee will now stand 
recessed until tomorrow morning at 10 o’clock when McDonnell 
will be here. 

(Whereupon, at 12:05 p. m., the subcommittee adjourned to re- 
convene at 10 a. m. the following day, Tuesday, February 28, 1956.) 
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TUESDAY, FEBRUARY 28, 1956 


House or REPRESENTATIVES, 
CoMMITTEE ON ARMED SERVICES, 
SUBCOMMITTEE FOR SPECIAL INVESTIGATIONS, 
Washington, D. C. 

The subcommittee met at 10 a. m., the Honorable F. Edward 
Hébert, chairman of the subcommittee, presiding, with the following 
members present: Mr. Hess, Mr. Cunningham, Mr. Hardy, and 
Mr. Nelson. 

Mr. Hésert. The committee will come to order. 

Mr. Courtney. Mr. Chairman, we have the McDonnell Aircraft 
Corp. this morning, and Mr. Robert Charles, its vice president, is 
present and I believe he has a prepared statement, do you not, Mr. 
Charles? 

Mr. Cuarues. Mr. Chairman. My name is Robert H. Charles, 
executive vice president of McDonnell Aircraft Corp. 


TESTIMONY BY MR. ROBERT CHARLES, EXECUTIVE VICE 
PRESIDENT, McDONNELL AIRCRAFT CORP, 


I would like to say that Mr. McDonnell regretted his inability to 
be here today. We are all under a very heavy load, and this particular 
day conflicted with an important board meeting which had been 
scheduled previously. But he did ask me to send his regrets. 

First, a word on Mr. McDonnell. He was born in Denver, grew up 
in Little Rock, Ark., received his bachelor of science from Princeton, 
went to the Army Air Corps Flying School in San Antonio, Tex., 
graduated with a M. S. degree in aeronautical engineering from M. I. T. 

He has been in aviation all his life. His last position before founding 
McDonnell Aircraft Corp. was as chief project engineer for land 
planes at the Glenn L. Martin Co. He has been president and chief 
executive officer of the company ever since it was founded in July 1939. 

If you want me to go right into this prepared statement, I will be 
glad to do it. 

This subcommittee is concerned, as every conscientious citizen 
should be, over the enormous financial burden of national defense, 
particularly in the procurement of airborne weapons systems. 
Although the effectiveness of these systems has increased many times 
more than their cost, it beggars the imagination to realize that the 
production cost of one 75-airplane wing of modern fighters, fully 
equipped and supported, is likely to exceed $200 million, and the 
development cost prior to production may exceed $100 million. 

In the complex field of combat aircraft, many elements enter into 
the ultimate price paid by the taxpayer, but we have tried to limit 
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our thoughts to two closely interrelated subjects in which this sub- 
committee is interested: 
(a) Aircraft company earnings, and the relation thereto of 
Government-furnished facilities. 
(b) The cost of changes. 

It is our hope to assist this subcommittee by demonstrating how 
certain savings can be accomplished. 

2. Better aircraft can be produced at less cost: Since earnings pro- 
vide for research and development, expansion and modernization of 
facilities, and the other requirements of a vigorous airframe industry, 
we believe that this subcommittee can perform a real service to this 
Nation, and can help industry to develop better defense equipment 
faster and at less cost, by adopting Roatan Oh earnings and enlightened 
depreciation policies. This will permit the airframe companies to 
invest in badly needed research and development and other facilities, 
the annual cost of which approaches and in many cases exceeds the 
annual earnings that these companies are permitted to make. 

3. Airframe industry earnings have been low compared to other 
manufacturers: Airframe industry earnings after taxes are poor com- 
pared to other manufacturing earnings for the last 10 years available 
(1945-54). 

Ratio of earnings to beginning net worth for manufacturing costs 
has been 13.9 as against airframe, 14.5. The ratio of earnings to sales 
for manufacturing has been 6.2 percent and 2.2 percent for airframe. 

The charts that are referred to there are feaianed at the end of this 
prepared statement, but they are little copies of these charts here, 
which I would like to set up for you and try to explain them to you. 

This chart shows the ratio of earnings after taxes to beginning net 
worth. The narrow dash line, is the airframe average from year to 
year. In 1945, as you see, it was up here around 27, 28 percent. It 
dipped down. It came back up here, back again a little bit, and here 
is the last official information we have. 

Mr. Courtney. That is the middle of 1954, that you show on the 
chart. 

Mr. Cuarues. It is for 1954, that is correct. The points are 
plotted in the middle of the year to reflect the entire year’s earnings. 

The narrow dash line, starting at about 10 percent of net worth 
in 1945, is for total manufacturing. And that information, inci- 
dentally, is quite voluminous. It involves, for 1954, 1,778 manu- 
facturing companies as compiled by the First National City Bank of 
New York. The airframe figures are for the 12 airframe manufac- 
turers having the largest sales in each year. 

You will notice that the manufacturing line has been rather steady, 
starting at 10 percent, going up to almost 20 percent, and it is hidden 
in this big line, and it comes out at 12.4 in 1954. 

More significant here is the weighted average for the 10 years. For 
the airframe industry, the weighted average—which is this top heavy 
dash line—has been 14.5 percent. For the other manufacturers, it has 
been 13.9. There is very little difference between the two lines. 

It is very important to consider that 10-year period because in this 
industry that is about the time that 1 model of airframe takes from 
development to going out of production. 

I have also shown on this chart a gray area from 1951 on. That 
indicates renegotiation pending. It has already affected this narrow 





mr 


Ree = A =, te 


— 












AIRCRAFT PRODUCTION COSTS AND PROFITS 2121 


top line seriously. 1 doubt very much if it affects this lower dash line, 
that is the other manufacturers. 

You know what Reneogitiation Board has done to Boeing, and that 
will bring that line down there. You will find what has been done to 
us. You know what has been done to Grumman. 

Out here we have plotted the estimated figures for 1955. For total 
manufacturing it is 15.3, and you will notice an upward trend. For 
the airframe manufacturers, it is 27.7, down from 34.7 the year before. 
You will notice a downward trend. 

The next chart is a similar chart pertaining to the ratio of net 
earnings after taxes to sales. 

Again we have the thin dashed top line, showing manufacturing 
from year to year. That has been a reasonably steady pattern. The 
weighted average for the manufacturing industry, you will notice, has 
been 6.2 percent for a period of 10 years. 

The lower thin dash line is the airframe line. You will notice this dip 
down in here, and then it goes up. It is a peak and valley proposi- 
tion. The weighted average, for the airframe industry is only 2.2 
hardly over one-third of what other manufacturing industries have 
made in the last 10 years. Those figures on the airframe industry are 
before renegotiation. The trend for 1955, for other manufacturing 
companies, is going up from 5.9 percent to 7.0, and I think that is a 
conservative figure. My guess is it will be about 7.1 or 7.2. 

For the airframe manufacturers it has gone down from 3.7 to 3.5. 

To get back to this prepared statement. Thus, the airframe 
earnings-to-net-worth ratio has been only 4 percent higher than for 
other manufacturers, whereas the manufacturing earnings-to-sales 
ratio bas been 182 percent higher than for airframes. 

In the last 3 years the airframe earnings-to-net-worth ratio has 
risen, as you can see from that chart No. 1 there. Since it was waste- 
ful to capitalize for emergency periods, thus requiring such capital 
to lie idle during nonemergency periods, the airframe industry is 
capitalized for more normal times, and it is understandable that in 
high-volume periods like the present the earnings-to-net-worth ratio 
will increase. 

However, during these same last 3 years, the airframe earnings-to- 
sales ratio has remained well below other manufacturers, as you can 
see from chart 2. 

If a higher than average earnings-to-net-worth ratio is used as a 
yardstick to measure the reasonableness of earnings, then certainly 
the lower than average earnings-to-sales ratio must be given at least 
equal recognition. One yardstick cannot fairly be used without 
reference to the other, and in the airframe industry, which has been 
plagued by peak-and-valley operations since its inception, the present 
slightly above average return on net worth is more than offset by a 
much lower than average earnings margin on sales. 

4. The net-worth theory overvalues capital, undervalues human 
creativeness, and increases costs: Recent attempts to gear earnings 
to net worth assume that the airframe industry has, like a public 
utility, limited or no competition, and that earnings are ‘‘guaran- 
teed’”’—I put that in quotes—and should be based on invested capital. 
This theory is false. There is tremendous competition in airframe 
design and production. It is not the competition of several shirt 
manufacturers, all producing approximately the same quality to the 
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same delivery schedule, trying to obtain a Government order under 
an advertised bid. Theirs is primarily the competition of price only. 

Ours, or the other hand, is the competition of creativeness, quality, 
ability to produce, speed of deliveries, and price; and generally it is 
all or nothing competition. If you lose, you lose big. Today, in 
spite of the tremendous defense budget, about half of the major 
airframe manufacturers are hungry—at least seven of them have 
actively sought subcontracts in the past year. 

Charts 1 and 2 show that there is no guaranty of earnings in this 
industry. In 1947, for example, airframe earnings were minus 12.1 
percent as a percent of net worth, and minus 7.7 percent as a percent 
of sales. The illusion of “guaranteed” earnings probably arose from 
the fact that experimental work is often performed under cost plus 
fixed fee contracts, where earnings are in a sense guaranteed. How- 
ever, earnings under this type of contract are very low, and in any 
case the great majority of airframe work is performed under incentive 
fixed price contracts. 

Under this type of contract, the parties initially negotiate the target 
earnings, the target cost, how any costs over or under the target cost 
will be shared, and ceilings on costs and earnings. 

For example, the target earnings may be $8 million, the target cost 
$92 million and the cost sharing 80 percent for the Government and 
20 percent for the manufacturer. When the contract is completed it 
is settled in accordance with this predetermined formula. If the actual 
cost is $87 million, or $5 million under the target, the Government 
keeps 80 percent of the saving, or $4 million, and the manufacturer 
keeps 20 percent, or $1 million. 

Conversely, if the actual cost is $97 million, or $5 million over the 
target, the Government pays 80 percent of the overrun, or $4 million, 
and the manufacturer pays 20 percent, or $1 million. 

Further, if the actual cost is over the ceiling (e. g., $110 million) 
the manufacturer pays all costs over the ceiling. Thus earnings are 
not guaranteed under incentive fixed-price contracts merely because 
any costs above the target estimate are shared with thr Government. 
This sharing simply reflects the fact that airframe costs are much 
more difficult to estimate than the costs of less complex equipment; 
and the risks inherent in an airframe incentive fixed-price contract are 
just as great as the risks in a straight fixed-price contract for a product 
which is less complicated and the cost of which can be estimated more 
accurately. 

Further, net worth is a relatively minor factor in this creative line 
of endeavor where the human element is by far the most important. 
Undue stress on net-worth over-values the capital in capitalism, and 
undervalues human creativeness in the highly technical field of air- 
craft design and production. Significant contributions to this Nation’s 
defense, resulting from research and development, cannot be evaluated 
in terms of invested capital. Such contributions stem primarily from 
engineering initiative and technical skill, which represent investments 
in people and cannot be reflected on books of account, and only 
secondarily from the physical facilities represented by invested capital. 

The net-worth theory also increases costs by vitiating the incentive 
to reduce costs. About 90 percent of our work has been under incen- 
tive fixed-price contracts where earnings are increased by sharing in 
the savings as costs are decreased (and vice versa); and the limitation 
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of earnings to a fixed dollar amount, which in effect is the result of 
the current renegotiation practice of overemphasizing net worth, lessen 
the financial incentive to reduce costs once this earnings limitation has 
been reached. This is important. Of every dollar spent with us for 
airpower in 1954, only 3 cents was in company earnings, and 97 cents 
in costs. The lowering of these earnings, even by 10 percent would 
increase the airpower dollar by only 3 mills, or less than one-third cent; 
whereas a 10 percent lowering of costs would increase the airpower 
dollar by 97 mills, or almost 10 cents. At present there is too much 
emphasis on earnings rather than on obtaining the best product at a 
reasonable price. 

5. Inadequate facilities delay the development of aircraft and in- 
crease their cost: During World War II and the Korean war, the 
principal emphasis was on production—turning out in quantity the 
best aircraft already designed and tooled. Today we are in a cold 
war, and our planned strength levels are being approached. There- 
fore, qualitative superiority must be wien 9 with the production 
quantities necessary to maintain adequate defensive and deterrent 
airpower in being. This new emphasis on maintaining qualitative 
superiority can be accomplished only by: 

(a) a continuing heavy research and development program; 

(b) constant incorporation of changes to improve aircraft al- 
ready in production; and 

(c) production of entirely new aircraft to replace older pro- 
duction models. 

One indication of the trend away from production toward continual 
development and change is that, although total employment in the 
aircraft industry declined from 790,000 on October 31, 1954, to 740,000 
on October 31, 1955, 9 percent of all employees are engineering per- 
sonnel, compared to 4 percent during World War II; and the aircraft 
industry now employs about 25 percent of the total research and de- 
velopment personnel employed by American industry as a whole. 

This shift from quantitative to qualitative superiority, and the 
added complexity of modern equipment, has resulted in a major 
change in the method of procurement. Before the Korean war, 2 or 
3 experimental models of a new aircraft were built and flown, and 
then a production design was evolved. This procedure worked rea- 
sonably well in the days of the 500-mile-per-hour day fighter of 1946; 
and although time-consuming was probably less expensive than any 
other method. 

During the Korean war the entire procurement cycle had to be 
speeded up, and in several cases aircraft were ordered into production 
before flight testing of the prototype was sufficiently complete to as- 
sure that the major components would be relatively free of trouble. 

Now that we are in a twilight zone between war and peace, a combi- 
nation method has been developed by both the Air Force and Navy 
which compresses development and production into one continuous 
cycle. Under this method the airplane is initially designed, to the 
maximum practicable extent, for production, and then there follows a 
prolonged period during which only 1, 2, or 3 aircraft are built per 
month; and these go through development and testing before large- 
scale production is ordered. This is known as the production-develop- 
ment system, under which 30 to 60 fighter airplanes may be built for 
development. This new method keeps us as far ahead qualitatively 
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as possible, and at the same time gives us a production quantity nu- 
cleus that maintains a defense in being; and seems to be the best com 
promise yet devised to meet the cold war situation. 

However, the very nature of this type of procurement, which 
involves initial preproduction quantities before the bugs have been 
worked out, means that changes or corrections found to be necessary 
as a given program develops, are going to be much more expensive 
because they involve reworking of more aircraft already built or in 
production. This places a heavy premium on initially correct de- 
sign, because changes found to be necessary later in the program 
involve expensive rework. 

The basic problem facing the aircraft manufacturer is how to 
develop each aircraft model from inception to combat-readiness in 
the least time. Major new technical difficulties are created by con- 
tinued rapid evolution in one or more elements of aircraft design, 
and this requires solutions in other elements in order to exploit such 
advance. 

For example, a combination of greater jet engine thrust, thinner 
wings, and other advances such as the “area rule’ (coke bottle or 
Marilyn Monroe) concept 

Mr. Hfépertr. What is the coke bottle or Marilyn Monroe? 

Mr. Cuartes [indicating by hands]. That is the fuselage that is 
narrow at the waist and then comes out again. 

For example, a combination of greater jet engine thrust, thinner 
wings, and other advances such as the “area rule’ (coke bottle or 
Marilyn Monroe) concept permits fighters of much higher speed, but 
this in turn produces a new generation of unsolved problems such as 
disintegration of aircraft skins due to higher temperatures and more 
intense buffeting, much greater difficulty in controlling and stabiliz- 
ing the airplane in flight, and far more difficulty in preventing struc- 
tural disintegration when maneuvering. 

The solutions to these technical problems must be found as early 
as possible, either analytically, in laboratories, or in flight testing, in 
that order; and the cost of dev eloping aircraft will vary “geometrically 
with the time required to obtain these solutions. Many of these 
solutions cannot be obtained via analytical methods (which incident- 
ally require expensive facilities such as electronic computers), and 
must be sought in laboratories, including wind tunnels. Finally, the 
remaining problems not solved by analytical and laboratory methods 
are worked out in development flight testing. This latter method is 
of course not only the most expensive but comes last in point of 
time, so that any changes not found to be necessary until flight test- 
ing are much more expensive to incorporate into the aircraft than if 
they had been found earlier. Therefore, any constructive action 
that can reduce the necessity, or compress the time schedule for 
changes, by getting the design right in the first place, will save the 
taxpayers millions of dollars each year. 

Because we are in a cold war with the Nation’s security at stake, 
an airplane development program cannot be delayed until conclusive 
data is obtained, and decisions must be made on the basis of the best 
data then available. Each key decision affects other later decisions 
throughout the development program, and if the early decision is 
wrong many subsequent decisions will also be wrong. This means 
that many otherwise unnecessary changes, some of them extremely 
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expensive, must be made later in the program. This procedure is 
wasteful, not only in terms of money and scrapped parts, but more 
importantly in terms of valuable engineering man-hours. 

Many of these expensive changes would not be necessary if adequate 
facilities were available to the airframe industry. Examples of facili- 
ties that save time, money, and engineering man-hours, because they 
provide early solutions to technical problems, are electronic data 
computers, engineering laboratories, and wind tunnels. For illustra- 
tion, let us look at the wind-tunnel situation, particularly supersonic 
wind tunnels. We now have a low-speed wind tunnel in St. Louis, 
and are a one-sixth owner of the transonic cooperative wind tunnel 
at Pasadena. We badly need a supersonic wind tunnel. We build 
the F—-101 for the Air Force, which as you probably know operates 
far into the supersonic range. We are also developing the F4H for 
the Navy, which is designed to be even faster. And the missiles with 
which we are connected nearly all fly at several times the speed of 
sound. 

Aside from NACA (National Advisory Committee for Aeronautics) 
research tunnels, in which there is insufficient time for development 
tests by industry, there are at present no tunnels available to us 
capable of performing some of the higher supersonic tests we need to 
make. There are only three tunnels currently available for lower 
supersonic tests, and these are so badly overcrowded that only a 
fraction of the testing required can actually be performed. Further, 
the rate at which industry needs are increasing exceeds the rate at 
which added facilities are becoming available. Although 3 new Gov- 
ernment-owned supersonic wind tunnels should be available in the 
next 3 years, there will be so many more supersonic aircraft and 
missiles under development by then that the shortage will be even 
greater in 1959 than it is in 1956. 

The type of delay, and the extensive nature of a change that may 
be necessary as a result of late wind-tunnel testing, can be illustrated 
many times, on our F3H, F—101, and F4H programs. I single those 
out because I am familiar with them. Every company has the same 
problem. For example, due to delays getting into, and to troubles 
at the tunnel after the tests were scheduled, the testing of one high- 
speed model was delayed 4% months after the model was ready, and 
then only a portion of the program was completed because of other 
tunnel commitments. These tests, incomplete as they were, disclosed 
that the dihedral of the outer wing panel, and the overall area of the 

vertical fin, had to be changed. Such modifications, particularly 
where the size of an airplane section is increased or decreased, affect 
not only that area, but also the strength and other provisions of the 
areas around it. Had this information been available shortly after 
the model was ready for test, instead of 44 months later, a large 
number of the engineering man-hours that went into the detail design 
of the wing and tail, which subsequently had to be scrapped, could 
have been saved, and the resulting delay in the program could have 
been prevented. 

A similar situation developed on a stabilator, not because wind- 
tunnel testing was delayed, but because no transonic tunnel was avail- 
able during the development period, and the trouble was not en- 
countered until the airplane was built and flown at Mach 0.95, which 
is 95 percent of the speed of sound. Also, a 10-month delay in wind- 
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tunnel availability made it necessary to start a redesign of the aft 
fuselage of one of these airplanes without complete data at supersonic 
speeds, and similar delays in tunnel programs needed to solve other 
problems have delayed the development of this airplane. In each of 
the above cases the delay was directly chargeable to the unavail- 
ability of a wind tunnel for a specific program. In each case the 
decision concerning the necessity of the wind tunnel test had been 
made, and a model was available. It is clear that the F3H and F--101 
would have been brought to combat readiness many months sooner, 
and the development cost appreciably reduced, if adequate laboratory 
test facilities had been available. 

The overall situation is so critical on the F4H and F-101 programs 
that our engineering division has considered building duplicate models 
in some cases, one for tests at the cooperative wind tunnel where not 
more than one-third of the remaining supersonic tests can be con- 
ducted, and one for tests at Government tunnels, where the remaining 
two-thirds will have to be conducted. When you consider that a 
duplicate model may cost over $50,000, you can appreciate the 
importance of having wind tunnels readily available. 

The above is corroborated by the following statement, by a repre- 
sentative of the Government-owned Arnold Engineering Developmert 
Center, speaking at a meeting of the St. Louis section of the Institute 
of Aeronautical Sciences on January 25, 1956: 


Two engines of the same model were tested at the center for the manufac- 
terer * * *. We recently received a letter from the manufacturer * * * saying 
that data which had been obtained in engine tests at AEDC helped point the way 
to the cause of failures which had resulted in several airplane crashes. 

The significant thing about this is that it shows conclusively that we are able, 
through tests on the ground, to pinpoint weaknesses that previously were obtain- 
able only through hazardous and extremely expensive flight testing * * *. 


I have touched, incidentally, only on the cost bere. You also have 
the hazard to the pilot, which is very important. 

Within the limitations of their financial ability, we believe that. 
wind tunnels should be financed and operated by the airframe com- 
panies, either individually or collectively as in the case of the coopera- 
tive wind tunnel at Pasadena. There is a need for Government-owned 
wind tunnels, but these tunnels should be devoted to the purposes for 
which they were intended: basic research, and development tests that 
require the very expensive tunnels like those at Arnold Engineering 
Development Center, which private industry cannot afford. In this 
connection, the newspaper account of the Institute of Aeronautical 
Sciences meeting referred to above also stated: 

All agreed there is a critical need for additional wind tunnels, particularly those 
operating at and beyond the speed of sound. At present, they pointed out, much 
of the operating time of tunnels of the National Advisory Committee for Aero- 
nautics is occupied with production and development tests instead of the pure 
research for which they were intended. This may result, in hindering the design 
of advanced aircraft types 5 or 10 years hence. 

The type of wind tunnel which should be privately financed and 
operated costs only a fraction as much as the new tunnels now under 
construction by the Government. 

I should interpolate there that even so, they are very expensive. I 
mean a Mach 5 wind tunnel, we will say a 4-by-4-foot test section, 
will cost four or five million dollars. So they are not toys. 
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If adequate privately owned tunnels were available, they could 
handle 80 percent to 90 percent of our supersonic testing. This would 
remove most of the present heavy pressure for development testing 
from those very expensive Government facilities, and would free those 
facilities for the research work for which they were intended. 

I believe, if I am not mistaken, that AEDC has about a quarter 
of a billion in those very expensive tunnels. 

6. Low earnings and slow depreciation deter investment in badly 
needed facilities. The facilities needed to expedite airframe develop- 
ment and reduce costs can come from only two sources: the Govern- 
ment or the airframe industry. 

With respect to Government-furnished facilities, we deplore the 
huge investment of Government money in such facilities, and we 
strongly believe in the traditional American free-enterprise system 
under which each manufacturer owns its own facilities. To illustrate 
our belief in this principle, we committed $19,377,619 to a facilities 
program on July 1, 1951, when the company’s net worth was only 
$9,967,338. Putting almost twice the company’s net worth into 
nonsalable fixed assets, the usefulness of which could not be foreseen 
after 5 years, caused raised eyebrows in the financial fraternity, and 
was made possible only by our willingness to take this risk, by the 
fast depreciation then available both for tax and contract cost pur- 
poses, and by paying out to the owners of the business only 19.5 
percent of the company’s net earnings from July 1, 1951, through 
June 30, 1955. 

The above facilities program is now substantially complete, and of 
the total McDonnell Aircraft Corp. and Government-owned floor 
area, we now furnish 67% percent. For the 32% percent furnished by 
the Government, we pay a going commercial rent of 67 cents per 
net square foot. 

That is at the present time. That is based on our present payroll. 
I should explain that that lease is predicated on a percent of payroll. 

As of December 31, 1954, our net investment in facilities was 2.7 
times as large as the average for the 12 largest airframe manufacturers 
in terms of working capital, and 2.2 times as large in terms of net 
worth; and the percentage of company-owned facilities to total facili- 
ties was 65.4 percent greater for us than for the average of 7 very 
large airframe companies for which data is available. The above is 
not intended to belittle the efforts of other companies to acquire their 
own facilities, but simply to show that, even for a company like 
McDonnell Aircraft Corp., which feels so strongly on the subject of 
private ownership, very great efforts along these lines have been in- 
sufficient to accomplish the desired result. 

The above situation is not the result of paying out large dividends 
to shareholders. The aircraft industry as a whole, and McDonnell 
Aircraft Corp. in particular, has consistently plowed back into the 
business an unusually high percentage of earnings. 

Dividend figures for the last 3 years available are: For 15 largest 
United States corporations, in 1952, 55.2 percent; in 1953, 52.5; and 
in 1954, 53.9 percent. 

For the 15 largest aircraft companies: 1952, 38.8 percent; 1953, 36 
percent; and 1954, 35.3 percent. 

As you will note, those are very substantially smaller figures than 
for other United States corporations. 
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And for MeDonnell Aircraft Corp.: 1952, 23.4 percent; 1953, 20.7 
percent; and 1954, 19.2 percent. Those are much smaller than even 
the average for the airframe industry. 

From inception of our company through June 30, 1955, only 17.5 
percent has been paid out in dividends. 

If the required additional facilities are to be provided, not by the 
Government but by the airframe companies, the funds therefor can 
come from only two sources: 

(a) From retained earnings of those companies, and 

(b) From investors who have confidence in the ability of those 
companies to make earnings sufficiently reasonable to attract 
such investment. 

In either case, reasonable earnings are required, and the main 
reason for inadequate facilities, and for the Government having to 
supply a majority of what facilities there are, is that earnings have been 
too low. This industry must either be permitted to make the reason- 
able earnings necessary to finance new facilities, or must be further 
socialized by being furnished such facilities by the Government. 

A secondary reason for the present facilities condition is that the 
best previous incentive for new facilities, namely fast depreciation, 
has been largely eliminated. For example, in 1951 the owners of the 
cooperative wind tunnel in Pasadena agreed to spend $8 million in 
making it transonic. This was made possible by a 90 percent certi- 
ficate of necessity, and by the Navy and Air Force agreeing that this 
amortization represented true depreciation, which in fact, it did and 
constituted a proper cost under aircraft contracts. 

Recently, however, the Office of Defense Mobilization refused to 
grant more than 60 percent on a supersonic wind tunnel, and today 
such a small amount of true depreciation is granted for cost purposes 
that most companies do not even make the effort to obtain it. The 
implication behind this reversal is that a transonic tunnel was more 
needed in 1951 than a supersonic tunnel is now. That is not true. 

There has been much confusion on the subject of rapid depreciation. 
There is a feeling that somehow business is getting 1t twice, once as 
a tax deduction and again as a product cost. That of course is absurd, 
because all proper costs, such as labor, materials, and depreciation, 
are a cost of the product and as such may be deducted for tax purposes. 
Fast depreciation simply recognizes that specialized equipment depre- 
ciates more rapidly than standard equipment, and allows the cost to 
be charged off in accordance with a realistic view of the facility’s 
usefulness in later years. 

If in fact, the facility is fully charged off in 5 years, and is used 
thereafter, no further depreciation can be recovered. Actually, 
facilities for the development and production of combat aircraft have 
no appreciable value except for that specific purpose, and they have 
little if any resale value. 

I might point out here parenthetically, that there were 23 airframe 
plants and aircraft engine plants that were sold by the Government 
after World War II. They tried to get the best price they could for 
them, but they averaged 36.2 percent of the cost of those facilities. 
That was at a time when we had had a sharp inflation. 

The actual sales price was substantially less than 36 percent of the 
replacement value. 
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Mr. Courtnry. Mr. Charles, isn’t it true that a great many of 
those plants were sold under facilities contracts, where by prior con- 
tract the Government and the company had agreed on a rate of depre- 
ciation, in some cases a very high rate of depreciation? 

Mr. Cuar.zs. No, sir. 

Mr. Courtngy. As a part of the contract the companies were 
permitted to buy the facilities at the conclusion of their work under 
the contract? 

Mr. Cuarues. I know of none in this particular list. I have the 
list with me, if you would care to go into it. 

Mr. Courtney. I am just asking for a general question. 

Mr. Cuarues. I don’t think that is correct. 

Mr. Courtney. We have the information—— 

Mr. Cuaruss. There were, I will grant, some in that category. 
I know of one in particular. 

Mr. Courtney. The subcommittee has the information. 

Mr. Cuaruegs. Right. 

Mr. Courtney. I thought I would ask you the general question. 

Mr. Cuarues. The need for enlightened thinking on depreciation 
is vital, particularly in defense industries, because the continued 
modernization and efficiency of our defense plants require it, and 
because such facilities will develop aircraft more quickly and _ less 
expensively. 

There are many facilities, including a supersonic wind tunnel and 
expanded engineering laboratories, that we would like to finance. 
If we had the capital to do so and could depreciate 90 percent or more 
of the cost for tax and product cost purposes, and not both I might 
add, over 5 years, we might consider them. But we don’t have the 
capital because our earnings are low, and under present ODM and 
DOD practices we would not be permitted to depreciate 90 percent 
in 5 years. 

Further we are now in the midst of a second building program, and 
have obtained certificates of necessity on about $12 million of this 
program. However, all of these certificates are basically at 60 
percent, and try as we will we cannot obtain higher certificates. 

As a consequence, we have to date started construction on only a 
portion of that program; and even if we do proceed with the balance, 
doing so under those conditions will delay further the obtaining of 
needed research facilities such as a supersonic wind tunnel. 

In this connection, we were required by the Renegotiation Board 
to refund $1,500,000, which amounted to $693,940 after the applicable 
1951 tax rate was applied, for our fiscal year 1951. Not only did this 
refund represent $693,940 less money available for investment in 
facilities; but it was not finalized until 4 years after the year in ques- 
tion, which meant that we could not with assurance plan our financial 
program. If renegotiation is necessary at all, the law should be 
clearly stated, and should be administered so that, in evaluating the 
services of the aircraft industry, standards are used which are not only 
fair, but which will encourage efficiency. 

7. Conclusion: We are convinced that if Congress approaches the 
matter of aircraft procurement, not from the standpoint that the 
industry’s earnings, which have represented little more than 2 cents 
out of every airpower dollar, are too high, but from the standpoint 
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that the overall price, of which costs represent almost 98 cents out of 
the airpower dollar, can be reduced, the American people will be 
saved millions of dollars annually, and our airpower will be better 
airpower. If this approach is not made, the 2-cent tail will continue 
to wag the 98-cent dog—at the people’s expense. The desired result 
can be accomplished, not by criticizing this industry which stands 
with our military services between us and Russia, not by restricting 
earnings already well below United States manufacturing averages, 
but by permitting reasonable earnings and realistic depreciation, 
thereby enabling the aircraft industry to become strong enough to 
handle its manifold and complex seeblons efficiently. 


Mr. Hépert. Thank you very much, Mr. Charles. 

Mr. Cuarues. Mr. Chairman, I appreciate the opportunity of 
reading that. I know it was long, and I thank you for your 
indulgence. 

Mr. Hépert. It undoubtedly is a very forceful and persuasive 
argument from your point of view. 

(The charts referred to are as follows:) 
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Mr. Hépert. Mr. Charles, is your firm a member of the National 
Security Industrial Association? 

Mr. CuHar.ss. Yes, it is. 

Mr. Hésert. Did you confer with them on the preparation of this 
brief? 

Mr. Cuaruss. I did not. 

Mr. Héserr. They were not called into consultation at all? 

Mr. Cuaruzs. No, sir. 

Mr. H&sertr. Because I am impressed by the striking similarity of 
the approach which has been taken since the appearance of another 
company here, that the aircraft industry undoubtedly believes that 
the best defense is a good offense. 

Mr. Cuarues. Thank you, sir. 

Mr. Hésert. You have taken the bit and charged that profits are 
low. 

There are 2 or 3 statements in your statement this morning that I 
am particularly interested in. You say that 32 percent is paid— 
rental on Government-owned facilities—as far as your 
concerned? 

Mr. Cuarues. No. I made the statement that of the floor area 
owned by us and by the Government, we own 67% percent and the 
Government owns 32% percent, and that on the Government-owned 
portion, we are paying currently a rent of 67 cents per net square foot. 

Mr. Héserr. You are renting from the Government? 

Mr. Cuaruszs. That is correct; ves, sir. 

Mr. Hésertr. Which is, again, an unusual situation. 

Mr. Cuar.uss. Frankly, I don’t think it makes too much difference 
because I believe that as far as competition is concerned, the Navy 
and the Air Force people know about these relationships and they 
take those factors into account, I am sure. 

Mr. Héserr. But it is charged against the production of the 
airplane. 

Mr. Cuarues. That is correct. 

Mr. Héperr. So it is a factor or a chargeable item in the overall 
cost? 

Mr. Cuarugs. That is right. 

Mr. Hésertr. The committee is very interested in that particular 
statement because heretofore, without exception almost, or very 
negligibly, the point has been ‘made that the aircraft manufacturers 
do not pay rent for the Government facilities, which of course is 
reflected in the ultimate cost of the product. 

So this is chargeable here, where the Government takes from one 
pocket and puts it into the other pocket. But in the ultimate it is, 
again, a bookkeeping device, which in this particular instance, does 
reflect in the ultimate cost of your product? 

Mr. Cuar.es. That is correct. To make a complete statement, I 
should point out that the machinery and equipment owned by the 
Government in our plant is used on a no-rent basis. 

Mr. Hésert. That is the complete picture? 

Mr. Cuar.es. Yes. 

Mr. Héserrt. I find it hard to reconcile your thinking, in that you 
advocate private ownership of facilities on one hand and then on the 
other hand you indicate that most of these facilities would not be of 
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use except in the performance of these Government contracts, is 
that correct? 

Mr. Cuares. That is correct. 

Mr. Hésert. What benefit would it be to the Government to 
allow you to charge or have a certain rate of profit whereby you 
would ultimately own the facility which would not be a facility to 
be utilized except for Government business, or in the production of 
fighter or bomber planes, defense articles of war? 

Mr. Cuar.es. I happen to believe in the concept of private owner- 
ship of facilities, regardless of whether the product is a show or an 
airplane. 

Mr. Hésert. But we are dealing with a peculiar industry here. 
We are dealing with a security device. 

Mr. Cuarues. That is correct. 

Mr. Hésert. We are not dealing in general business terms. So, 
except by some ruse or subterfuge, wouldn’t it be just as logical for 
the Government to give you the facilities and say “Take them, you 
own them’, instead of getting them through the subterfuge or ruse 
of getting a higher rate of profit where you would acquire them in 
time? 

Mr. Cuarves. Begging your pardon, I don’t think it is a subter- 
fuge. 

Mr. Hépert. Let’s call it by any other name. In the ultimate 
you would own it? 

Mr. Cuar.es. That is correct. 

Mr. Hésert. Why not cut the governmental redtape of Washing- 
ton and just say, “Here are our facilities, take them, you own them, 
we give them to you.” 

Mr. Cuarues. Let me express it another way. Why not cut the 
Government redtape or what have you, and give us the earnings 
that other manufacturing companies have, and then the Government 
will not have to supply us those facilities. 

Mr. Hésert. Yes, but the whole crux of this situation revolves 
around the fact that we are engaging in the manufacture of a security 
article, the defensive airplane, which is not a private business propo- 
sition. Now mind you, I subscribe to your free-enterprise system, 
and I subscribe to the idea of profit, in the capitalistic system. But 
we are dealing in a peculiar or limited area, and I am trying to recon- 
cile your statement with this fact, that the proposition or the argu- 
ment has been made that you can’t attract private capital to an 
industry which might be cut off tomorrow in its output. 

I think that is a fact. And that is one of the drawbacks of the 
ability, or rather evidences the inability to attract private capital to 
an industry which could be cut down tomorrow if the Government 
contracts were cut off. 

Mr. Cuarues. That is correct. That is one of the risks in this 
situation. 

Mr. Hfésert. That is a risk and a risk which apprently the 
investing public is not willing to take except in the area of a gamble 
that you will continue with Government production and Government 
contracts. Yet in the face of that, you advocate a system whereby 
you would ultimately own all of these facilities which are in effect 
facilities of defense? 

Mr. Cuartes. That is correct. 
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I think in addition to the reason that you have mentioned is the 
major factor shown on these charts, namely that our earnings are 
low compared to other manufacturing industries, and, therefore, 
when you take those two factors together, you don’t find people 
running around trying to invest in these companies. 

Mr. Hésert. Of course not, because the other industries are 
engaged in business which is applicable to our own way of life, our 
own existence. But this is an industry to the major part and in 
most instances, 99 percent and above, an industry which has for its 
ultimate purpose the defense of the country. You are not manu- 
facturing ice boxes or radios or television sets. You are manufacturing 
a weapon of war, a weapon of defense. 

(Mr. Charles nods.) 

Mr. Hf&sert. So how can you justify your position that the 
Government should give you these facilities? 

Mr. Cuar.zgs. I don’t take that position. I say the Government 
should not give us the facilities. They should give us the earnings 
that other companies are entitled to make and do make and with 
those earnings we will buy our own facilities. 

Mr. Héserr. Of course. What is the difference in the ultimate if 
you get it. 

Mr. CuHar.Es. One is the free American system, the one I am 
advocating. I don’t see much difference, really, between a product 
that happens to be for defense and a product that does not happen to 
be for defense. 

Mr. Héserr. I differ on that. Because, now, supposing—wouldn’t 
it be just as logical for the Government to set up an agency whereby 
they would finance some individual to manufacture television sets or 
automobiles and allow them a profit whereby they could acquire all 
facilities for the purpose of manufacturing, without cost to them in 
the ultimate? 

Mr. Cuartzs. In that case the profit necessary for the manu- 
facturer to get his facilities is paid for by the customer, that is all I 
am advocating. 

Mr. Hésert. The customer in this instance is the Government. 

Mr. Cuar.es. Is there a difference? 

Mr. Hésert. There is a great deal of difference. 

Mr. CuarteEs. The Government is the people. The Government 
is the buyer. 

Mr. Hésert. Supposing I as an individual—and this is strictly a 
supposition—am a man of wealth and wants a particular article man- 
ufactured. I go to you and I say, for instance, “I need this glass 
manufactured. I am going to let you manufacture this glass and I 
am going to give you such a high rate of profit that in the ultimate 
you are going to own the company and still supply me, who will be 
your sole purchaser.” 

Isn’t that the same situation in which you find yourself with the 
Government? The Government alone has the necessity of the mili- 
tary craft for the defense of the country. So the Government goes 
to you says, ““Manufacture these articles and when we come out in 
the end you are going to have your high rate of profit or you are going 
to own the facilities which we furnish you to sell us.” cb 

Mr. Cuartues. I would like to answer that this way. In the first 
place, I think defense like shelter, like food, like anything else, is 

74721—56——54 
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one of the necessities of this country. It is one of the products that 
we need. The mere fact that we happen to sell that to a Govern- 
ment customer, to my mind, is no different from selling it to any 
other customer. 

Mr. Héserr. But you have no other customer. 

Mr. CuHarues. Quite true, but does it make a difference? When 
you buy shoes, for example, you pay for the depreciation of the factory 
making that shoe, in the cost of that shoe. Why is there a difference 
between the shoe manufacturer who is allowed to make a reasonable 
profit and the aircraft manufacturer, who is not? 

Mr. Héserr. But the shoe manufacturer has a wide field for selling 
the shoe. 

Mr. Cuarves. Granted. 

Mr. Hésnerr. He has more customers. He has millions of cus- 
tomers. 

Mr. Cuarues. We wish we did. 

Mr. Héperr. Well, of course. Under those conditions I would— 
no, | would be satisfied with the one customer if he was going to give 
me everything and I could make the money. Because then I wouldn’t 
be put in that competitive field. However, I am not going to beg 
that particular question. I just wanted it brought out. 

Mr. Hess. 

Mr. Hess. Mr. Charles, I would like to refer to your conclusions 
and ask if you wouldn’t explain them a little more fully. I can’t 
quite understand when you say Congress should not look at this 
picture from one standpoint that the earnings are too high, but should 
look at it from another standpoint, that the cost of the article could 
be reduced and that the taxpayer would benefit in the end. I wish 
you would explain it a little more fully. 

Mr. Cuarues. The point I have been trying to make is that the 
existence of facilities will reduce the cost of aircraft because the 
answers to technical problems can be found early in the game rather 
than late when you have very expensive R-work to perform. 

Mr. Hess. You say if you owned your own facilities you could 
do it more readily than you can through Government? 

Mr. Cuartes. I didn’t say that. On this particular point, I say 
that you have to have more facilities if you are going to reduce costs. 
That is one major point. 

The second major point is that we believe in the American free- 
enterprise system under which individual companies own their own 
facilities. But they have to get the earnings somewhere with which 
to buy those facilities. 

Mr. Hess. How is* that going to reduce the unit cost of an article? 

Mr. Cuarues. The facilities themselves, whether they are sup- 
plied by the Government or the industry, will reduce the cost of the 
article. The ownership does not have much bearing on that point. 

Mr. Hess. You are going to be permitted to earn a larger per- 
centage on your sales, for example. 

Mr. Cuarues. Correct. 

Mr. Hess. That is going to increase the cost. 

Mr. Cuarves. Correct—no, that is my major point. I think that 
the increase in earnings necessary to finance these facilities is so 
minor compared to the cost savings by having those facilities that 
it would be much wiser to go ahead and let us have the reasonable 
earnings with which to finance those facilities. 
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Mr. Hess. Let me put it this way, Mr. Charles. If you are or if 
you were permitted to earn, say, 4.4 percent on your sales, rather 
than 2.2, you could then reduce the unit price of the product to the 
Government? 

Mr. Cuaruszs. I believe so. 

Mr. Hess. I can’t get that through my head. 

Mr. Cuartugs. I think we have been penny wise and pound foolish 
here. The penny is really the 2 cents in earnings and the pound is 
the 98 cents that it costs. We have been concentrating too much on 
the very small element of earnings and not concentrating enough on 
the great big element of costs. 

Mr. Hess. Evidently you are not getting as much efficiency out of 
your plant as you should be getting. 

Mr. Cuaruss. No, I quite disagree with you. I am saying we 
could get much more efficiency—and this is a question of efficiency 
that I am arguing this morning, anyway. I am arguing this point: 
If we had the development facilities we could save millions of dollars 
every year. 

Mr. Hess. For example, wind tunnels or something of that kind. 

Mr. CHarues. Wind tunnels, that is correct. 

Mr. Hess. In that way you could develop these things a little 
faster than you are developing them. 

Mr. CuHar.uegs. Yes, sir; and more correct initially. 

Mr. Hess. You wouldn’t have the changes during the process. 

Mr. Cuarues. Exactly. 

Mr. Héserr. Mr. Cunningham. 

Mr. CunnineHam. Mr. Charles, I would like to pursue what our 
chairman was questioning you about. 

If you were to furnish these facilities yourself in the first instance 
and then deal with the Government, you would have to charge the 
higher price for the product you sell to the Government because you 
are putting up the facilities with your own money. 

Mr. Cuares. Yes. 

Mr. CunninGHAM. But the Government doing it for you enables 
you to sell the end product to the Government at a lesser price, is that 
correct? 

Mr. Cuarues. Assuming that the facilities were the same in each 
case. 

Mr. CunNINGHAM. And assuming 

Mr. CuHar.es. I won’t even go along there, and I will tell you why. 
Our particular price might be less in that case, but if you take all the 
costs into consideration, if the Government furnishes those facilities, 
it has the cost of those facilities and the depreciation on those facil- 
ities. So the cost is not reduced. 

Mr. CunniNGHAM. I am trying to find out whether or not it is any 
advantage to the Government to furnish the facilities or would the 
Government be better off to pay you your price and let you furnish 
the facilities. What is your answer to that? 

Mr. Cuar.es. I think the Government would be much better off 
letting us earn reasonable earnings with which we could buy those 
facilities. 

Mr. Cunnincuam. And furnish them all yourself? 

Mr. Cuarues. That is correct. 
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Mr. Cunnincuam. If that were true, if they did that, would the 
Government be able to secure itself as it is now—wouldn’t that throw 
it open to more danger from enemy espionage, and so forth? 

Mr. Cuartes. I do not believe so. 

Mr. Cunnincuam. You believe you could protect the secrets of 
the Government just as well as you are doing with the aid of the 
Government? 

Mr. Cuarves. Without question, and in any case there would be 
the same number of Government personnel, including security per- 
sonnel, in our plants. 

Mr. Cunnrncuam. If the Government loses out on this arrange- 
ment as against the arrangement, however, which you would prefer, 
it is because the Government negotiators or renegotiators do not take 
into consideration all the factors, is that not correct, in dealing with 
you, or any competitor? 

Mr. Cuaruzs. I don’t want to criticize the Government negotiator 
too much. 

Mr. CunninGcuaM. Let me do the criticizing. You just answer my 
question. 

Mr. Cuar.es. They do reflect that, but they also reflect the wishes 
of Congress. That is why I am bringing this case here. 

Mr. Cunnincuam. Does anyone know the wishes of Congress? 

Mr. Hépert. Particularly the bureaus. 

Mr. Cuaruss. I decline to answer that. 

Mr. CunninGHaM. I appreciate your answer. They are trying to 
carry out what they understand do be the will of the Congress, which 
is the will of the people. 

Mr. Cuartes. Correct. 

Mr. Cunninauam. Which brings me back to this final question. I 
think you made a mistake when you said you had one customer. 
I think you have 160-some million customers. 

Mr. Cuartes. Thank you for that correction. 

Mr. CunninGHAM. But you deal with the agent of those customers 
collectively. 

Mr. Cuarues. Exactly. A very good point. 

Mr. CunnincHaM. That is one of the advantages we have in our 
form of government. 

Mr. Hépert. Mr. Hardy. 

Mr. Harpy. Mr. Chairman, I would like to explore this question 
of reasonable earnings and try to see if there is any relationship 
between the reasonableness of earnings and the amount of capital 
that is invested. 

I would like to distinguish, if I could, between the relationship of 
earnings to sales and the relationship of earnings to capital employed 
or capital invested. 

I think that we might also profit by thinking of private enterprise 
in terms of risks involved as well as in terms of earnings that are 
permitted. Because if I understand this picture, the risks that are 
involved by your company are comparatively small, or very small 
compared to your volume of business, compared to your annual 
profits, is that correct? 

Mr. Cuar.es. No, sir; it is not correct. 

Mr. Harpy. Then let’s explain that for us. 

Mr. Cuar.es. Were you here when I went into this chart? 
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Mr. Harpy. No, sir, I am sorry I missed that presentation. But 
if we could just relate what your risks actually are as compared to 
your profits. 

Mr. Cartes. I would like to go over this one again. 

Mr. Harpy. Mr. Chairman, I don’t want to have him go over what 
he has been over already. 

Mr. Cuarues. No, I think this is a very important point. Every- 
one has been ducking the issue of the relationship between earnings 
and net worth. And you brought up a good point. 

Mr. Harpy. I certainly don’t want to duck it. That is the one I 
have been wanting explained. From the line of reasoning you were 
using a minute ago, it didn’t look like we were going to get the kind 
of explanation I was hoping to get. 

Mr. Cuarues. The chart shows the ratio of earnings after taxes to 
beginning net worth. 

The thin line is the annual average for other manufacturers. There 
are quite a few of them in that list. There are 1,778 in 1954. This 
is given from published data supplied by the First National City 
Bank of New York. 

This line starts off at almost 10 percent. It goes up to about 18 
percent. 

Mr. Harpy. That is the annual average of earnings based on net 
worth? 

Mr. Cuarues. That is correct. Beginning net worth. And I 
would like to go into that one just one minute. 

All of these figures that you see—and the Renegotiation Board does 
the same thing, so we operate on the same basis—are earnings com- 
pared to beginning net worth. I am not sure that is fair. You 
ought to take average net worth, take the beginning net worth at the 
beginning of the end of the year and ending net worth at the end of 
the year and add them up. 

Mr. Harpy. In the case of your industry, I think it would be better 
to take beginning net worth. 

Mr. Cuartues. I think if we do, we ought to apply it to other 
industries as well. 

This thin dash line is a fairly steady line. Let’s take a look at the 
airframe industry. This was at the tail end of World War II. It 
started up high. It dipped down and went up and crossed over a 
little bit over the other manufacturing rate, and currently, through 
1954, it has. been going up. 

Mr. Harpy. What do you say it is in 1954—3 or 4 times as much as 
the average? 

Mr. Cuar.uzs. I can tell you exactly. In 1954 it was 34.7 percent 
for the airframe industry and 12.4 for the total manufacturing. 

Mr. Harpy. About three times as much. 

Mr. Cuartes. Just to set the record straight, the two larger lines 
show the weighted averages for the airframe industry and the man- 
ufacturing group. 

I feel that you have to take 10 years because that is about the cycle 
time from the beginning of any aircraft model to the time it goes out of 
production. Some of them go even longer than that. 

On that basis you have an entirely different picture and you see this 
thing in perspective. 





2140 AIRCRAFT PRODUCTION COSTS AND PROFITS 


For the airframe industry it has been 13.9 percent—that is the 
weighted average—and for all other industries it has been 14.5. It is 
so close together that the lines practically merge. And look what is 
happening here. In 1955 the trend for the airframe industry is 
sharply down and the trend for the other manufacturers is up. 

Mr. Harpy. I don’t think the comparison is a proper comparison, 
in using your 10-year basis, because your airframe industry was based 
primarily on Government contracts. That is what you are going on 
here. In this 10-year period you have virtually a 5-year period where 
your earnings were ’way down because of reduced governmental 
requirements, isn’t that correct—Defense Department requirements? 

Mr. Cuarues. You have raised one of the very risks that this 
industry faces. 

Mr. Harpy. That is a question of adaptability. Most industries 
are able to adapt themselves to domestic requirements when defense 
requirements fall off. The airframe industry has a more limited 
number of customers if you take the whole group of taxpayers as one, 
and it apparently didn’t adapt itself too well to meeting peacetime 
requirements in that period from 1945 to 1950, is that a reasonable 
assumption? 

Mr. Cuarues. I don’t think so. With all due respect, how do you 
adapt, for example, a supersonic wind tunnel to commercial applica- 
tion? 

Mr. Harpy. You are bringing up the very point that you were 
arguing against a while ago, that the only agency that could afford to 
own this type of facility are the taxpayers, the United States Govern- 
ment. 

Mr. Cuarues. That wasn’t my point. 

Mr. Harpy. But that is the point I think you are making now, that 
you can’t afford to own those things because they are essentially 
required for defense and defense only. 

Mr. Cuarues. No, sir; I am saying we can’t afford it because we 
are not allowed to make the earnings necessary to afford it. I would 
also like to make a further point, before we get through with this 
chart. You notice this large gray area. Renegotiation is still pending 
on all of these earnings, and these earnings are before renegotiation. 
We already know what is happening to a lot of the companies, includ- 
ing ourselves, on renegotiation. 

Mr. Harpy. To be honest about it, I hope renegotiation does get 
some reasonableness in this thing, and I don’t see the reasonableness 
in these figures we have here yet. 

I want to get back to this discussion of risks. 

Your beginning net worth that you used here—and let’s take in 
your own situation—what was the beginning net worth of your com- 
pany back in 1945? 

Mr. Cuarues. The 1945 figure was $959,000. 

Mr. Harpy. $959,000 was your net worth? 

Mr. Cuartes. That is right. 

Mr. Harpy. The 1955 net worth is what? 

Mr. Cuarues. $24,055,990. 

Mr. Harpy. And still you talk about the reasonableness of earnings? 

Mr. Cnaruss. I do. 

Mr. Harpy. In 10 years? 

Mr. Cuartes. I certainly do. 
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Mr. Harpy. So you can multiply your initial capital by more than 
25, in a 10-year period? 

Mr. Cuartues. I certainly do. Jf you will look at the history of 
every successful company in this country, you will find the same thing. 
Why should we be made unsuccessful? 

Mr. Harpy. In the 10-year period they have multiplied their initial 
net worth by 25. 

Mr. Cuarues. Look at the record. 

Mr. Héperr. With their money, though. 

Mr. Cuarues. We would like to have it our money, too. 

Mr. H&épert. I know, but Mr. Hardy is talking about—you are 
referring to general manufacturing across the line, over and above the 
level of the Government business—I mean of this particular industry. 
In these free enterprise systems they risk their own money without 
a contract guaranty from anybody. 

Mr. Cuarues. We don’t think we have any guaranty whatsoever, 
either on the existence of business or on the existence of earnings. 

Mr. Hésert. You don’t have a guaranty of the future? 

Mr. Cuarues. That is correct. 

Mr. Héserr. You certainly have a guaranty of the past. 

Mr. CHaruss. Everyone has that. 

Mr. Harpy. You have a guaranty with respect to every contract 
that is now in existence. 

Mr. Cuarues. That is not correct, sir. 

Mr. Héserr. No. They can cancel. There isarisk. They can 
chop it off tomorrow morning. 

Mr. Harpy. They can cut it off, but I never saw one canceled that 
resulted in any loss to the contractor. You have had to risk a little 
less than $1 million of your own money. 

Mr. Hfésert. Mr. Hardy, may I interrupt in order to keep the 
record straight? 

The other day when Martin was here, Martin practically went 
bankrupt on account of contracts canceled. 

Mr. Harpy. Was that on account of contracts canceled or loss of 
business? 

Mr. Héspert. Loss of business. They chopped them off. 

Mr. Harpy. That was from continued operation, other than with 
respect to specific contracts. 

Mr. Hésert. That is right, but they had their investment. 

Mr. Harpy. If you want to relate this kind of an operation to free 
enterprise in private industry, to which all of us subscribe, I think you 
have to relate it on the basis to the risks that are involved. But the 
earnings that are made in aircraft industry, doing business exclusively 
for the Government, it seems to me are made on the investment of the 
taxpayers of the United States rather than on the risk and the invest- 
ment of the stockholders of the corporations. 

Mr. Cuaruzs. I think that all profits are made by producing a 
better product and having it paid for by the customer. I see no 
distinction between a commercial product and an airplane. I would 
like to point out, following up Mr. Allen’s testimony when he was 
here—he made a reference to earnings on TV sets and Thunderbirds. 
Ford’s ratio of earnings after taxes to net worth in the year just ended, 
if my figures are correct, were 27.4 percent. Which is more important, 
defense or Thunderbirds? 
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Mr. Harpy. I don’t think that is the question we are talking about 
at the moment. 

Mr. Cuarues. I think we were. 

Mr. Harpy. I think the thing we are talking about here now is the 
reasonableness of the prices that the Government is paying and 
whether or not they are related properly to the risks of the people 
who have their money invested. That is all I have, Mr. Chairman. 

Mr. Hésert. Mr. Nelson? 

Mr. Neuson. Mr. Charles, could you tell me what the original 
investment in your company was? 

Mr. Cuarues. I can’t answer your question precisely because I 
don’t have the figures. I can give it to you generally. 

The company was founded in 1939 and it is my memory that about 
$150,000 was put into it at that time. 

Mr. Nextson. The company was originally founded to manufacture 
aircraft to sell to private individuals and not on the basis of a Govern- 
ment contract? 

Mr. Cuarves. No, I won’t say that. It was founded to sell aircraft 
to anyone who would buy it. 

Mr. Netson. Did you at the time the company was founded have 
a contract with the Government? 

Mr CuHar.es. No, sir. 

Mr. Nexson. Did you have one in view? 

Mr. Cuaruss. I don’t think the company would have been founded 
unless there was a reasonable expectation of trying to obtain contracts; 
that is correct. 

Mr. Netson. In what I consider a very fine statement you say 
this, “We committed $19,377,619 to a facilities program, on the first 
of July 1951.”’ Where did you get that money? 

Mr. Cuarues. We got most of it from the banks. We did it two 
ways. 

Mr. Netson. In other words, you mortgaged property that you 
own? 

Mr. Cuar.es. We mortgaged the property that we bought. For 
example, the main portion of the plant was purchased for approxi- 
mately $10 million. We paid $1 million on the purchase price, and we 
still owe a large amount on that mortgage. 

Mr. Netson. Did you get any of that $19 million by the sale of 
stock? 

Mr. Cuar.ezs. No, sir; we did not. 

Mr. Netson. It was all bank loans, from mortgages on your own 
property? 

Mr. Cuaruss. That is correct. 

Mr. Netson. The point you are making to this committee is that 
you are a manufacturing company that has only one customer. 

Mr. Cuarues. I will use Mr. Cunningham’s expression, ‘160 
million customers.”’ 

Mr. Netson. And you think that that one customer should pay 
you a reasonable profit instead of plowing the taxpayers’ money back 
into the facilities and lease them to you? 

Mr. Cuaruzs. I do. 

Mr. Ne son. Is that the point you make? 

Mr. Cuarues. That is one of the points I make; yes, sir. 

Mr. Hfésert. Not lease it, but own the facilities. Where did you 
get that money? 
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Mr. Netson. The point I make, Mr. Chairman, is that if the 
Governmeat doesn’t pay the aircraft companies a reasonable profit, 
then the Government in time of crisis has to buy the facilities and 
build them and lease them back to the companies. 

Mr. Cuartes. Correct. 

Mr. Harpy. I am interested in one point that Mr. Nelson de- 
veloped. Here is a company that began with $150,000 investment— 

Mr. Cuarues. Let me emphasize, it is only a guess. 

Mr. Harpy. I think you are in the best position to guess of any- 
body I know. 

Mr. Cuarues. No. I didn’t start there until 1941. 

Mr. Harpy. Just the same, that was just 2 years after it was 
organized. 

Mr. Cuarues. That is right. 

Mr. Harpy. It started in 1939 with $150,000 and now it is $25 
million. 

Can you think of any comparable industry in private enterprise 
that in these past 25 years has grown from $150,000 to $25 million? 

Mr. Cuaruss. I have no doubt in my own mind that I can find 
scores of examples, yes. 

Mr. Harpy. Relating to the aircraft industry? 

Mr. Cuarues. Not in the aircraft industry, but in commercial 
business. 

Mr. Nexson. Mr. Chairman, will the gentleman yield? 

Mr. Harpy. Surely. 

Mr. Netson. If you hadn’t increased that amount in capital worth, 
would you be able to produce aircraft for the United States defense 
right now? 

Mr. Cuar.es. Certainly not the way we are trying to do today. 

Mr. Harpy. That would certainly be true insofar as net worth is 
concerned. But it wouldn’t necessarily follow that it would all have 
had to come out of earnings. 

Mr. Cnaruss. It has to come from some place. 

Mr. Harpy. That is absolutely correct. But as a usual thing, a 
private industry operating on the magnitude that you are operating 
on starts out with a little bit more invested capital than you started 
out with. 

Mr. Cuaruss. No, sir. If you will go back and see how some very 
large corporations started—they always started the same way. Some 
fellow went around to get his friends to invest money in it. It might 
have been $10,000. It might have been $1,000. I don’t imagine the 
Ford Co. started with much more than about $15,000. 

Mr. Harpy. Yes, but the Ford Co. didn’t start in 1939. 

Mr. Hfésert. May I make the point that Henry Ford didn’t have 
the Government largesse, which is a good word for it; because the 
philosophy of the Government at that time wasn’t as it is now. When 
Henry Ford started his business from the bicycle shop up, or wherever 
he started, no Government hand was given to him. He developed 
that with his own individual ingenuity, and the Government never 
bought any of his products. 

Mr. Cuar.es. | hope you consider that some of the work we are 
doing is ingenious. 

Mr. Héserr. It is ingenious, with the helping and guiding hand —- 
the paternal hand of the Government. 
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Mr. Cuarues. There is the paternal hand of the Government [in- 
dicating chart], 2.2 percent. 

Mr. Netson. Henry Ford had customers who didn’t set his profits. 

Mr. Hésert. I would like to go back to that system. 

Mr. Hess. Mr. Charles, was there at any time any stock offer sold 
by the company? 

Mr. Cuarues. Yes. 

Mr. Hess. You increased your capital? 

Mr. Cuarues. Yes, we did. 

Mr. Hess. It isn’t just the $150,000 that you had invested there? 

Mr. Cuarues. No. It is about $1,950,000. 

Mr. Harpy. Actual paid-in—— 

Mr. Cuarues. Yes. I have the exact figure. 

Mr. Hésert. Mr. Cunningham. 

Mr. Cunntncuam. Mr. Charles, I recall shortly after the end of 
World War I, in the Saturday Evening Post I believe it was, that Mr. 
Armour lost $1 million for 31 straight days because the Government 
canceled his contract. Aren’t companies in your position running the 
same risk? 

Mr. Cuarves. We are running a risk in that respect. 

Mr. CunntncHam. Your whole customer is the Government. If 
they cancel your contract, you are through, is that right? 

Mr. Cuartes. In all fairness I should point out that if a contract 
is terminated without the fault of the manufacturer, he is protected 
from losses on that particular contract because it has been a termina- 
tion for the convenience of the Government. 

But the risk you mention is nevertheless there. If we have invested 
in facilities—and I am advocating that—and then our Government 
contracts are terminated, then you can’t use these facilities. They 
are valueless, they are useless, for anything but producing the contract. 

Mr. Hess. If you have no business, you have no customer. 

Mr. Cuarues. That is correct. I am arguing for taking risks be- 
cause it is the standard practice. 

Mr. Netson. The risk you really run, Mr. Charles, and every 
aircraft manufacturer runs is not the risk of losing on a present con- 
tract, it is just going out of business if you get no future orders? 

Mr. Cuarues. That is certainly one of the major risks. And of 
course there are risks on present contracts. As I tried to point out 
under these incentive fixed-price contracts you have substantial risks. 
The protections are built into those contracts only because the ability 
to predict the costs is not nearly as great or as accurate on that type 
of contract as on a less complex piece of equipment, which can be on 
a straight fixed-price basis. 

Mr. Harpy. Would you agree that the ability to predict costs is 
more pronounced in the experts of the company than in the nego- 
tiating officers of the company? 

Mr. Cuartues. I certainly will not. There is a gentleman sitting 
behind me who knows a great deal more about predicting costs than 
we do, primarily because he has been in it longer and has the advantage 
of knowing what other companies are doing, and he is in Government 
service. 

Mr. Harpy. I am glad to find we have such capable people around 
in our Government service in this particular line of endeaver. It has 
been my experience in some other areas that our contracting officers 
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were much less experienced and less able than the business people 


they were dealing with. 
Mr. CHARLEs. I have never found that to be true. 
Mr. Hésert. Mr. Nelson. 


Mr. Nexson. [ would like to say that I have enjoyed Mr. Charles’ 
statement as much as any I have ever heard. 


Mr. Cuar.ss. | want to thank Mr. Nelson. 
Mr. Hépert. Mr. Courtney. 


Mr. Courtney. Mr. Chairman, following the format we have been 
employing, we will put at one place in the record the essential data 


that we will be discussing. 


Mr. Charles, you observed the other companies as they have gone 


through this subject. 


As of June 30, 1952, you had outstanding 682,120 shares of stock, 


is that right? 


Mr. Cuaruss. That is correct. 
Mr. Courtney. Of a par value of $5 per share? 
Mr. Cuaruss. That is correct. 


Mr. CourtTNEY. 


And a stated value of $3,410,600? 


Mr. CuHarues. Correct. 


Mr. Courtney. What is your explanation of what you call stated 


value? 


Mr. Cuarues. The stated value is simply the par value. 


Mr. Courtney. Simply the par value? 
Mr. Cuarues. That is correct. 


Mr. Courtney. Then you have additional paid-in capital for that 


year, none? 


_ Mr. Cuartes. I would like to explain that. 
includes within it the paid-in capital of $1,950,000 that I just men- 


tioned. 


You can state it either way. 


you would put $1,950,000? 
Mr. Cuar.es. Yes, sir; I would. 


Mr. Courtney. And under surplus and retained earnings for that 


year, you have $8,788,138? 
Mr. CHarues. Yes. Excuse me, Mr. Courtney. 
Mr. Courtney. Yes. 


Mr. Cuartes. For the record, that paid-in capital is $1,977,641. 
Mr. Courtney. Is that paid in from the sale of stock? 
Mr. Cuartes. That is correct, cash and property—cash, $1,733,: 


and property paid in, $244,436. 


Mr. Courtney. That did not come from surplus or earnings? 


Mr. Cuartes. That is correct. 


Mr. Courtney. In the year 19 


) 
revised figures show 1,440,000 shares of stock issued? 
(Mr. Charles nods.) 


Mr. Courtney. How do you explain the difference in the number 


of shares, Mr. Charles? 


Mr. Cuartezs. The difference is this. 
had outstanding 720,000 shares of $5 par value common stock. 


Mr. Courtney. You had sold more stock? 


Mr. CHarues. No, some old warrants were exercised. 


Mr. Courtney. At $5? 
























I think it is fine. 


The stated value 


Paid-in capital is $1,190,000— 
Mr. Courtney. You mean under the heading ‘‘Paid-in Capital’”’ 


5, or at the close of 1955, 


By 1955, early in 1955, we 
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Mr. Cuarues. At $5, that is correct. 

Mr. Courtney. That money was paid into the capital account? 

Mr. CHar.es. Yes, you are right, it was sold, stock was sold. 

In October of last year we split the stock 2 for 1, so the 720,000 
shares became 1,440,000 shares, and we transferred to the capital 
account the additional $5 per share on the additional 720,000 shares 
that were issued. 

Mr. Courtney. Which were sold under warrants? 

Mr. Cuartes. No. That was simply a stock split. 

Mr. Courtney. Under paid-in capital on that account for 1955 you 
would have what? 

Mr. Cuarues. The same figure. 

Mr. Courtney. $1.9 million? 

Mr. Cuarues. That is correct. 

Mr. Courtney. The surplus and retained earnings as of the end 
of this past year were $16,855,999? 

Mr. Cuarues. That is correct. 

Mr. Courtney. During all this period you have been a 100 percent 
Government producer? 

Mr. Cuartes. That is correct. 

Mr. Courtney. And each of the 4 years under consideration you 
have paid $1 a share dividend? 

Mr. Cuarues. Correct. 

Mr. Courtney. Plus the stock split? 

Mr. CHARLEs. Yes. 

Mr. Courtney. The cash dividend was $1 a share per year? 

Mr. Cuarues. Correct. Per year. 

Mr. Courtney. Plus the stock distribution. 

Mr. Cuarues. Correct. 

Mr. Courtney. Which we have just spoken of? 

Mr. Cuartes. Right. 

Mr. Courtney. And your net worth in 1952 was $12,198,738. 

Mr. Cuaruss. Right. 

Mr. Courtney. And at the end of the year 1955, $24,055,999. 

Mr. Cuartes. Right. 

Mr. Courtney. Considering the relationship of Government prop- 
erty or plant to company plant, on January 31, 1956, the Government 
plant represented $37,322,187? 

Mr. Cuartes. Right. 

Mr. Courtney. Are those cost figures to the Government? 

Mr. Cuarues. Those are cost figures. They do not reflect depre- 
ciation. 

Mr. Courtney. The source of the figures is what, Mr. Charles? 
From where did you get the costs? 

Mr. Cuarves. From our own records. 

Mr. Courtney. In other words, these facilities were built by you 
and these are costs which are known to your company? 

Mr. Cuarues. They are known to us. They were either built by 
us for the Government or in the case of machinery and equipment, 
they were purchased by us for the Government. So we know the 
cost figures. 

Mr. Courtney. That figure as it appears for January 31, 1956, 
reflects or accounts for only the property which is now in use or was 
in use at that point at that time by the Government? 
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Mr. Cuarzes. That is correct. 

Mr. Courtney. Any machinery that will have worn out in the 
interval will all have been removed from that total figure? 

Mr. Cuares. Correct. 

Mr. Courtney. As against that we have company-owned property 
—by the way, the date is January 31, 1956. 

Mr. CHARLEs. Yes, sir. 

Mr. Courtney. Of $22,182,962 in cost. That represents both 
plant and machinery, does it? 

Mr. Cuarzezs. That is correct. 

Mr. Courtney. Against which you have been give depreciation 
up to that same point out of earnings of $9,852,916? 

Mr. Cuaruezs. Correct. 

Mr. Courtney. So that your plant account, plant and machinery 
account, as of that date after depreciation is $12,330,046? 

Mr. Cuarves. That is correct. But let me interject one thing if ] 
may, Mr. Courtney. 

Mr. Courtney. Yes, sir. 

Mr. Cuartes. If we used the figure of $12,330,000, it should not 
of course be compared with the figure of $37 million of Government- 
owned property. Because $37 million does not reflect depreciation 
and a large amount of that $37 million was machinery and equipment 
that was furnished at the beginning of World War II and is now about 
15 years old and costs a great deal of money to maintain, just to keep 
it going. 

Mr. Courtney. You don’t maintain it, do you? 

Mr. Cuarues. We do maintain it. 

Mr. Courtney. In any event you have received $9,852,916 out of 
earnings for the return of your capital account? 

Mr. Cuarues. We have depreciated. 

Mr. Courtney. You were paid that in cash out of earnings, 
weren’t you? 

Mr. Cuarues. That is not quite the way it works. 

Mr. Courtney. It is charged against coatracts? 

Mr. Cuar.es. That is correct. 

Mr. Courtney. You have that cash returned capital. 

Mr. Foco. The rental. 

Mr. Courtney. Yes, your rental, Mr. Charles. You spoke of the 
67 cents a square foot. 

Mr. CuHar.ues. Yes. 

Mr. Courtney. For the plant. I believe you have some other 
figure for machinery, don’t you? 

Mr. CHarues. For the machinery we lease from the Government? 

Mr. Courtney. Yes. 

Mr. Cuarues. Zero reat. 

Mr. Courtney. Zerorent. We are dealing only with plant? 

Mr. Cuartes. In that figure, yes. 

Mr. Courtney. You show a rental for the 4-year period that we 

« have been discussing—an average rental—— 

Mr. Cuares. No, sir. That figure there is the rental—— 

Mr. Courtney. First let me for the record show what the figure is. 
You show $496,897 in rental? 

Mr. Cuaruss. Yes. 

Mr. Courtney. You explain the figure, please. 
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Mr. Cuarues. The figure of $496,897 is the rental we are currently 
paying on the real estate we are leasing from the Government. The 
reason I stressed the point current, or the word “currently,” is that 
the rental is based on a percent of payroll and obviously fluctuates 
with that payroll. That is the rental we are currently paying, 
including the long-term maintenance that we are required to perform 
which normally is performed by a lessor—by the owner—but is not 
performed by the owner in this case, but is performed by us. 

Mr. Courtney. By you? 

Mr. CHarues. Yes. 

Mr. Courtney. And charged, of course, against these various 
contracts? 

Mr. Cuarues. Correct. 

Mr. Fogo. May I say, Mr. Chairman, it was used because Mr. 
Charles did not have in his figures a firm figure for each of the 4 years 
which we were considering? 

Mr. Cuarwes. That is correct. However, in the answers to the 
questionnaire I do have the total amount of rent and long-term 
maintenance that has been paid during this period. 

Mr. Courtney. Perhaps you had better supply that at this point 
so our records will be correct. 

Mr. Foco. Does it cover just those 4 years? 

Mr. CHarues. Yes. Rent, including long-term maintenance and 
insurance normally paid by the lessor, that has been paid on Govern- 
ment-owned property, real and personal, for the 3-year period 
beginning January 1, 1952, and ended June 30, 1955, was $4,104,312. 

Mr. Courtney. Mr. Charles, you spoke of renegotiation for the 
year 1951? 

Mr. CHaR.es. Yes, sir. 

Mr. Courtney. I will ask you whether the figures which appear 
on the board and elsewhere in your questionnaire reflect whatever 
changes you were required to make by reason of that renegotiation? 

Mr. Cuartes. All of the figures do reflect those changes. 

Mr. Courtney. In other words, you have given full effect to that? 

Mr. Cuarues. Correct. 

Mr. Courtney. We are discussing then this morning the final 
figures after those deductions or adjustments, as the case may be? 

Mr. Cuartes. Correct, that is right. 

Mr. Courtney. With respect to 1952, you have not been renegoti- 
ated? 

Mr. Cuarues. We have been cleared. 

Mr. Courtney. You have been cleared? 

Mr. Cuartes. There is no refund for 1952. 

Mr. Courtney. I think that is all of a general nature, Mr. Chair- 
man. 

Mr. Héserr. Then the committee will recess until 2 o’clock. 

Mr. Courtney. We will go back to the contracts this afternoon. 

(Whereupon, at 11:54 a. m., the subcommittee recessed to reconvene 
at 2 p. m. of the same day.) 


AFTERNOON SESSION 


Mr. Héserr. (Also present Messrs. Hess, Bates, and Nelson.) 
The committee will come to order. 
Mr. Courtney. 
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Mr. Courtney. Before we get into a single contract, which we will 
go through, Mr. Charles, as we have done in the case of the other 
contracts, there are some general items of administrative expenses 
which are distributed I presume by percentage through the various 
contracts. 

The first has to do with the salaries, and the second has to do with 
contributions and dues. Are these sums included in your general 
administrative expenses? 

Mr. CHARLEs. Yes, sir. 

Mr. Courtney. And they are distributed through the various 
contracts that have been reported on in answer to the questionnaire? 

Mr. Cuartes. Correct. 

Mr. Courtney. Do you have in your company a bonus or incentive 
plan? 

Mr. Cuar.es. No, sir, we do not. 

Mr. Courtney. That answer applies as well to the employees below 
the $20,000 mark as above? 

Mr. Cuarves. Correct. 

Mr. Courtney. The salaries in this instance in respect to the 
$20,000 are fixed by the board of directors? 

Mr. CuHartes. That is right. 

Mr. Courtney. Independently of the individual or is the indi- 
vidual under consideration a member of the board at the time the 
decisions are made? 

Mr. Cuar.tes. In that case the board considers it without the 
benefit of his participating in that consideration. 

Mr. Courtney. Have these salaries been reported to the Navy and 
Air Force, respectively? 

Mr. Cuarues. They have. 

Mr. Courtney. Have you had some contracts determined in the 
interval of the last 4 years? 

Mr. CHaruss. Yes, we have. 

Mr. Courtney. Are you able to state whether or not there have 
been any objections or any questicns raised with respect to any of 
the salaries? 

Mr. Cuarues. No, sir; none of these salaries have been disallowed 
or questioned. 

Mr. Courtney. That holds true with respect to both Navy and 
Air Force? 

Mr. CuHarves. Correct 

Mr. Courtney. Are you aware of the proposed Air Force regulation 
with respect to salaries as of January-sometime, 1956? 

Mr. CHarues. Very well aware of it. 

Mr. Courtney. It has not been made applicable, however, to 
your company, has it? 

Mr. Cuarues. It does not apply. That regulation, the part I 
believe you are referring to, has to do with bonuses, and since we do 
not have a bonus system, it does not apply to us. 

Mr. Courtney. I was thinking especially of the regulation, a 
revised regulation, with respect to salaries over $25,000. 

Mr. Cuarues. That has been in effect for some time. 

Mr. Courtngy. You are not aware then of the revised regulation 
of the 6th of January? 
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Mr. Cuaruzs. I don’t think that that revision affects that part of 
the regulation. 

Mr. Courtney. The officers whose names will be read are: 

Mr. James S. McDonnell, the president; in 1952, $58,130; in 1953, 
$65,210; in 1954, $66,055; and in 1955, $73, 297. 

How does it happen there are odd amounts of dollars? Does that 
result from any calculation? 

Mr. Cuarues. That is the way the salaries of officers are fixed at 
the November board meeting to take effect on the first Monday in 
December of each year. You have in any calendar year two applic- 
able salary rates. You will get an odd figure every time. 

Mr. Courrney. You will get an adjustment in December in gross 
salaries because of that difference in dates? 

Mr. Cuarues. Correct. 

Mr. Courtney. Rather than because of some percentage applicable 
to sales. 

Mr. Cuarues. That is correct. 

Mr. Courtney. Now, Mr. Robert H. Charles, executive vice presi- 
dent: For 1952, $26,700; 1953, $35,092; 1954, $41,454; and 1955, 
$46,923. 

Mr. C. Warren Drake, manufacturing vice president: $30,789 for 
1952; for 1953, $34,954; for 1954, $37,520; for 1955, $41,400. 

Mr. Kendall Perkins, engineering vice president: $24,359 in 1952; 
in 1953, $29,834; in 1954, $32, 251; in 1955, $36,244. 

Mr. John F. Aldridge, Jr., sales and service vice president: Nothing 
for 1952 or 1953; in 1954, $21,208; in 1955, $23,680. 

Mr. Garrett C. Covington, Jr., airplane engineering vice president: 
For 1953, $23,968; 1954, $25214; 1955, $28, 679. 

Don R. Berlin. What is his—— 

Mr. Cuarues. He is no longer with us. He was executive vice 
president. 

Mr. Courtney. For 1952, $50,386. 

William A. Roth. And his business and duties? 

Mr. Cuarues. He was vice president and factory manager and he 
is no longer with us. 

Mr. Courtney. For 1952, $20,908; for 1953, $24,395; 1954, 
$25,500. 

Mr. W. R. Orthwein, Jr., vice president for personnel: For 1 year, 
1955%, 21,402. 

That brings us down to December 31, 1955, is that right? 

Mr. Cuartes. That is correct. 

Mr. Courtney. All of these sums appear as a part of the general 
overhead and are distributed, to repeat the question. 

Mr. Cuar.es. That is correct. 

Mr. Courtney. There are other employees of the company, not of 
the officer class, some of whom receive salaries in excess of $20,000. 

Mr. CHARLEs. Yes. 

Mr. Courtney. Which in turn are charged against the contract. 

Mr. Cuar.es. That is correct. 

Mr. Courtney. With respect to contributions over the number of 
contracts that have been reported upon. I think you have them 
segregated by years, do you not—contributions and dues? 

Mr. Foco. No, they are by contracts, not by years. 

Mr. Courtney. In respect to contracts Nos. NOa(s) 51-6401 and 
NOa(s) 53-204, the contributions listed and charged against this con- 
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tract: Institute of Aeronautical Science, $17,000; Flight Safety Foun- 
dation, $1,000; chamber of commerce, St. Louis, $5,500; chamber of 
commerce, St. Louis County, $1,250; American Society of Metals, 
$1,000; Air Foundation, $1,000; Aircraft Industries Association, 
$74,230; and National Security Industrial Association, $2,000. 

Have these contracts been determined as of this time, as to price? 

Mr. Cuaruss. All of the Banshee contracts—that is the F2H series, 
have been finally redetermined. 

Mr. Courtney. These sums which we have just read off have been 
included in vour allocation of costs in the sum indicated? 

Mr. Cuarues. The sums you read off were the total amounts paid 
during the entire period of the contracts that were listed. I think it 
might be better to—— 

Mr. Courtney. We will go back to the contract NOa(s) 51-640i. 

Mr. Cuaruzs. Yes. 

Mr. Courtney. Which was a contract commencing on March 16, 
1951, and the figures go to June 30, 1955? 

Mr. Cuarues. That is correct. The figures go from March 16, 
1951, to June 30, 1955. 

Mr. Courtney. Contract NOa(s) 53-204, the figures go from 
September 24, 1952, to June 30, 1955. 

Mr. Cuartues. Right. 

Mr. Covrtney. With respect to contracts NOa(s) 9768, NOa(s) 
10481, and NOa(s) 51-0231, with the same explanation, the contracts 
first, the first on May 11, 1948, the second on September 26, 1948, and 
the last on July 14, 1950, in that order, and covering the period in 
each instance up to and including June 30, 1955, the following are the 
contributions and dues charged against these three contracts. Are 
these three contracts finally determined? 

Mr. Cuar.es. They are. 

Mr. Courtney. As to target price? 

Mr. CuHarues. Yes. 

Mr. Courtney. Some of them have been completed, have they not? 

Mr. CuHar.ues. Yes. 

Mr. Courtney. The Institute of Aeronautical Sciences, $22,960; 
Flight Safety Foundation, $1,000; Chamber of Commerce of St. 
Louis, $5,500; Chamber of Commerce of St. Louis County, $1,250; 
American Society of Metals, $1,000; Air Foundation, $1,000; Air- 
craft Industries Association, $123,043; National Security Industrial 
Association, $2,242; Aviation Council of St. Louis, $2,000: and 
National Aeronautical Association, $1,000. 

Mr. Hess. Mr. Courtney, do I understand that these figures you 
just quoted were for the three contracts? 

Mr. Courtney. Yes. 

Mr. Hess. For the life of the three contracts? 

Mr. CuHar.es. No, sir. In the answer to that question are the 
dollars allocated to these contracts of all of these items put together? 
The figures that were just read were the payments made by the com- 
pany throughout the entire period, from May 11, 1948, to June °6, 
1955. The figures for all of those items allocated to contract “7:8 
was $17,376: allocated to 1041, $16.557: and allocated to 51023i. 
$44,929. 

Mr. Hess. Over the life of the contract? 

Mr. Cuarces. That is correct. 


74721—56—_55 
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Mr. Courtney. Now, the third group. 

AF33 (600) 8743, for the period commencing January 3, 1952; AF- 
23393, for the period commencing January 29, 1953; Air Force 26859 
for the period commencing February 10, 1954; and Air Force 29841 
for the period commencing March 3, 1955. 

With the same explanation, and I will read the percentages: Insti- 
tute of Aeronautical Sciences, $14,500; Flight Safety Foundation, 
$1,000; Chamber of Commerce of St. Louis, $5,500 ; Chamber of Com- 
merce of St. Louis County, $1,500; American Society of Metals, 
$1,000; Air Foundation, $1,000; Aircraft Industries Association, 
$63,236; and National Security Industrial Association, $1,500. 

Of these sums, there was against the first contract 20.15 percent 
distributed and charged, or a total of $17,527; against the second, 1.1 
percent, or $574; against the third, 3.52 percent, or $1,267; against 
the last, or the newest, 1955 contract, 0.35 percent, or $55. 

Mr. Cuaruss. I wonder if I might clarify that. There is a lot of 
duplication. 

Mr. Courtney. That is the way it appears to me. Could you 
supply for the record, so we will be entirely clear about it, the annual 
contributions made? 

Mr. Cuarues. That is exactly what I want to do. 

Mr. Courtney. Then we will have, I presume, the correct distribu- 
tion? 

(Mr. Charles nods.) 

Mr. Courtney. In answer to the second part of the interrogatory. 

Mr. Hess. Annually, as per each contract. 

Mr. Cuarues. I have it annually for each different association. 
During the period from May 18, 1948—that is the beginning of the 
first of these contracts—to June 30, 1955, a total of $160,995 was 
paid to those organizations that were enumerated. 

This was an annual average of $22,675, and amounted to 0.029 
percent of our total cost during the period. 

The respective amounts, respective average annual amounts, ‘to the 
different associations were as follows: Aircraft Industries Association, 
$17,330; Institute of Aeronautical Sciences, $3,234; chambers of com- 
merce, both St. Louis and St. Louis County, $951; National Security 
Industrial Association, $316; Aviation Council of St. Louis, $282; 
National Aeronautics Association, $141; Air Foundation, $141; 
American Society of Metals, $141; and Flight Safety Foundation, 
$141. 

Mr. Courtney. In the sums of expenses other than those directly 
expended upon the particular contract by direct labor and materials 
furnished therefor, how do you divide those sums and under what 
categories, so we may follow the questionnaire? 

Mr. Cuarves. We have basically three types of overhead. One is 
manufacturing overhead, which is that overhead directly related to 
the manufacturing division; the second is engineering overhead which 
is that overhead directly related to the engineering division; and the 
third is general and administrative overhead, which 

Mr. Courtney. In which category would be the officers’ salaries? 

Mr. Cuarues. That is correct, and the fiscal division, for example. 

Mr. Courtney. That is right. 

Mr. Cuarues. And the personnel division, and whatnot. 
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The general and administrative overhead is then allocated to the 
engineering and manufacturing divisions, in accordance with the direct 
labor dollars of those divisions plus the overhead of those divisions. 

We end up with 2 overhead figures, 1 for manufacturing and | for 
engineering. Those are the two operating divisions. 

Mr. Courtney. Do the figures that we see here for general and 
administrative overhead include the charges of administrative over- 
head that are directly applicable to that particular division plus a 
percentage of the total company overhead applicable to all divisions, 
is that correct? 

Mr. CuHarues. Exactly. 

Mr. Courtney. How is the general sum allocated? 

Mr. Cuarues. Let’s take officers’ salaries, just to use an example. 
We first get the engineering division direct labor and the engineering 
overhead that is allocable to it. That is one pot, so to speak. 

We then take the manufacturing division direct labor and the 
manufacturing overhead allocable to it. That gives us two pots. 

We then distribute to those 2 divisions the officers’ salaries in the 
ratio that the total dollars here bears to the total of these 2 pots, 
and to this division also in the ratio that the total of these dollars 
bears to the cumulative total of those 2 pots. 

Mr. Courtney. Let me see if I understand you. If the first divi- 
sion had a dollar sum of $100,000 and the other had a dollar sum of 
$200,000 directly chargeable to it, the ratio distribution of general 
overhead would be 2 to 1. 

Mr. Cuarues. That is right. 

Mr. Courtney. That is the practice that we will see executed here 
in the answer to the committee’s interrogatories? 

Mr. Cuarues. Correct. 

Mr. Courtney. With respect to the types of contracts, you don’t 
have any cost-plus-fixed-fee contracts, do you? 

Mr. Cuarues. Yes, we have one. It is the accelerated develop- 
ment program on the F-101. That is contract AF-33(600)26859. 

Mr. Courtney. On the incentive-type contracts, what are the 
percentages allowed to you by Navy and by Air Force? 

Mr. CuHarues. The practice up until the outbreak of the Korean 
war was about 10 percent in both services, I believe. 

Mr. Courtney. Ten percent of what? 

Mr. Cuarues. Of costs—you are talking about profits? 

Mr. Courtney. No, I am not talking about profits. I am talking 
about this incentive. 

Mr. Cuarves. You are talking about the incentive split? 

Mr. Courtney. Yes, the incentive split. 

Mr. CHar.es. That has varied all the way from 75-25 percent split 
on the F2H-1 contract, 9768—F2H-2 contract, 9768—— 

Mr. Courtney. That is a Navy contract of 1948 and following. 

Mr. Cuarues. That is right. 

Mr. Courtney. And that was 75-25? 

Mr. Caartes. That is correct. The split on Navy contract 51023, 
which was also for F2H Banshees, but a different model, was 80-20. 
The split on Air Force contract 8743 was 90-10. 

Mr. Courtney. That contract is not complete, is it? 













































































































































2154 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Mr. Cuarues. That is correct. They vary all over the lot, depend- 
ing upon the complexity of the article and the point at which a firm 
target is established. 

Mr. Courtney. The lowest percentage you have is 90-10? 

Mr. Cuartes. No, it isn’t. There is one that is 95-5. 

Mr. Courtney. Which is that? 

Mr. Cuarugs. That is 51640. 

Mr. Courtney. That is a Navy contract—NOa(s) 51-640? 

Mr. Cuaruzs. That is correct. 

Mr. Courtnry. What type of plane is that? 

Mr. Cuarwes. That is the F3H, Demon. 

Mr. Courtney. That has been in production since 1951? 

Mr. Cuares. We received the contracts then. 

Mr. Courtney. The contract was entered into in 1951? 

Mr. Cuaruzs. Correct. 

Mr. Courtney. The highest of these incentives is 75-25 and the 
lowest 95-5? 

Mr. Cuarues. Right. 

Mr. Courtney. All of those sums of incentive where there has been 
a determination have been reflected in the profit figures which you will 
indicate later on? 

Mr. Cuarves. Correct. 

Mr. Courtney. To get back to the original question, in determining 
profit percentagewise, in the course of negotiations, with respect first 
to the Navy Department so we may keep them separate, what were 
the percentages allowed in determining the contract price in the initial 
negotiations and then at target? 

Mr. Cuarues. The percentages remained the same. 

Mr. Courtney. From the inception of the contract through target? 

Mr. Cuaruss. Yes. 

Mr. Courtney. What do you understand it to be? 

Mr. Cuaruzs. Let’s take a few specific examples. On 51023- 
that is a Navy contract—for 430 Banshees, the percentage was 8 
percent. 

Mr. Courtney. You mutually agreed upon the figures? 

Mr. Cuarwes. That is right. That is established at the time of 
the negotiation of the target cost. Sometimes a figure will be higher 
if the estimated cost appears low. Sometimes the percent will be 
lower if the estimated cost appears high. 

Mr. Courtney. Have you in any of the 5 Navv contracts that we 
have under consideration here a higher percentage of profit than 8 
percent? 

Mr. Cuarves. I don’t think so. On 1041 it was 8 percent; on 
51640 it was 8 percent; on 53204 it is 8 percent. I don’t remember 
on 9768 whether it was 8 percent or not. That is my memory. 

Mr. Courtney. That will appear as we go through. I think that 
is the one we are going to take. 

Mr. Cuarves. No, 51023. 

Mr. Courtney. That is right, 5102: 

With respect to the Air Force <i REN what percentage was 
agreed upon in those circumstances? 

“Mr. Cuarves. On 8743 the percent was 8 percent; on 23393 the 
percent was 9 percent; on 26859 it was 7 percent; on 29841 we are 
negotiating, so I don’t know. 
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Mr. Courtney. Contract 26859 was what type of plane? 

Mr. Cuartes. That is the F-101. 

Mr. Courtney. You now have a new production contract which 
has not been completed on that? 

Mr. Cuaruzs. That is correct. 

Mr. Courtney. Mr. Chairman, if we may go through one of these 
contracts to get the method of distribution by the company applicable 
to the 4 years particularly in question here. 

Now this is a Navy contract, NOa(s)51—023i? 

Mr. Cuarugzs. Correct. 

Mr. Courtney. For what type of plane? 

Mr. Cuarues. There were 400 of 2H3 Banshees and 30 of 2H2P— 
that is photographic versions—Banshees. 

Mr. Courtnry. That contract was awarded with a letter of intent 
and authority to proceed on July 14, 1950 and the target has been 
agreed upon? 

Mr. Cuarzs. That is correct. 

Mr. Courtney. Will you give us the unit costs—has this contract 
been completely performed? 

Mr. CHaRLEs. Yes—it has been finally redetermined. 

Mr. Courtney. It has been finally redetermined? 

Mr. Cuarues. There are still some costs incurred under it, but 
it has been finally redetermined. 

Mr. Courtney. But it won’t substantially affect any of the figures 
we have here or will discuss? 

Mr. Cuarues. That is correct. 

Mr. Courtney. Your unit costs on this contract came out to what? 

Mr. Cuarves. The unit cost came out at 322,000—excuse me, that 
is not the unit cost. That is the unit sales price, $322,482, including 
our earnings. 

Mr. Courtney. Including both profit and percentage of incentive? 

Mr. Cuarues. That is correct. 

Mr. Courtney. Out of that $322,482, which is the final figure, 
what amount of profit in dollars has been charged or has been achieved 
from all sources, both incentive and percentage? 

Mr. Cuarues. I can give you the percent. It is 7.99 percent earn- 
ings on that contract. I can divide the figure by 430 to give you the 
exact earnings per airplane if you wish it. 

Mr. Courtney. It doesn’t make much difference whether we use 
it by unit or of the total contract. 

Mr. CuHartes. I have it, $25,080. 

Mr. Héserr. That is per unit? 

Mr. Cuarves. That is correct. 

Mr. Courtney. Let us get over to the distribution of your per- 
centages under this contract. The overhead charged to this contract 
is 28.26 percent of your company total? 

Mr. Cuartes. Right. 

Mr. Courtney. That is what class of overhead? 

Mr. Cuarues. That is all overhead. 

Mr. Courtney. The next item which you have given is adminis- 
trative overhead, which is included in the preceding figure; is that 
right? 

Mr. Cuarves. Correct. 
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Mr. Courtney. The total of all overhead charged against this 
particular contract was $51,203,548? 

(Mr. Charles nods.) 

Mr. Courtney. Or a total of 28.26 percent of the company’s 
overhead from all 3 sources? 

Mr. Cuaruzes. The company’s overhead during the period covered. 

Mr. Courtney. During the period in question. 

Mr. Cuaruss. Yes. 

Mr. Courtney. And until the contract was performed and finally 
determined? 

Mr. Cuarwes. That is right. 

Mr. Courtney. These figures have been allowed? 

Mr. Cuarues. That is correct. 

Mr. Courtnry. Now, of administrative costs of the class that we 
were talking about, such as salaries, which is included in the prior 
figure, 27.81 percent has been included in the $51 million figure. 

(Mr. Charles nods.) 

Mr. Courtney. 27.81 percent of company total of that class of 
charge has been assigned to this contract and allowed? 

Mr. Cuar.es. That is correct. 

Mr. Courtney. Over the period in question. With respect to 
overtime, $6,562,919 has been allowed. 

Mr. Cuar.es. Including the overtime premium. 

Mr. Courtney. Just explain that so we understand. 

Mr. Cuarues. When a person works overtime he gets paid time 
and one-half. This 6 million figure that you just mentioned includes 
the regular straight time plus the overtime. 

Mr. Courtney. Plus the premium overtime? 

Mr. Cuarues. Plus the premium overtime, which amounted to 
$2,187,640. That is the premium portion. 

Mr. Courtney. With respect to engineering costs, for a total of 
$5,093,036 over the period in question, 13.83 percent of the company’s 
total was charged against this particular plane, which was a produc- 
tion model. 

Mr. Cuarues. Correct. 

Mr. Courtney. And of research and development, you state that 
your accounting records do not differentiate between research and 
development, but the combined costs are charged to the contracts 
and the percentage to company total. 

Therefore, with that explanation of your accounting, 17.04 percent 
of company’s total, or $241,138 was charged against this contract? 

Mr. Cuarues. Right. 

Mr. Courtney. Now of subcontracts in excess of $100,000, the 
total contracted out as against this contract was $24,013,451? 

Mr. Cuarues. There is one little correction there, Mr. Courtney. 

Mr. Courtnry. What is that? 

Mr. Cuarves. The 24 million is the entire total of subcontracts, 
whereas exhibit 1 itemizes items over $100,000. 

Mr. Courtney. That includes all subcontracing on this plane. 

Mr. Cuarues. Right. 

Mr. Courtney. And the scope of the contract was $163,412,958, 
of which $24,013,451 was subcontracted out. 

Mr. Cnarues. That is right. 
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Mr. Courtney. All the rest of the work was done within the 
company’s own plant? 

Mr. Cuartes. That is right. 

ry. 4 © y 

(The information referred to follows:) 


EXHIBIT 1 


Question 81, contract NOa(s) 51-023i—List of subcontractors in excess of $100,000 





"1 | i Purchase : 
Vendor Address Order Ne. Amount 





Alco Valve Co 865 Kingsland, St. Louis 5, Mo 190639 $284, 5: 
Magic Chef 1641 South Kingshighway, St. Louis, Mo 192400 1, 094, 
192401 
Black Sivalls & Bryson 7500 East 12th St., Kansas City, Mo--- 190616 
190617 
190618 
190620 
290292 
Brunswick-Balke-Collender___| 1700 Messler St., Muskegon 82, Mich 192503 
192504 
Davis Electric Co__.._._.._- Cape Girardeau, Mo ; 290525 _. 
Hussmann Refrigerator_._._...| 2401 North Leffingwell, St. Louis, Mo 192600 
192601 
Lennox Furnace Co ..| Des Moines, Iowa__.._-__- ; ee 192333 
291546 
Liquid Carbonic Corp 3100 South Kedzie Ave., Chicago 23, Il] 192478 
Marine Aircraft Corp--_-_-- Fort Worth, Tex__-- Be 190891 
190892 
296375 
Murdock Machine & Engi- | 619-21 East Murdock Ave., Wichita, Kans 291517 
neering Co. 
Selb Manufacturing Co 7818 Maplewood Ind. Center, Maplewood, | 290727 
Mo. 
South Bend Bait Co___..___..| South Bend, Ind as 190889 
Swedlow Plastics Co..._._..._..| 394 North Meridian, Youngstown 9, Ohio 190430 
Zenith Plastic ...---| Box 2278, Terminal Annex, Los Angeles 54, | 295645 
Calif. 295649 
Air Associates, Inc. __- : 5300 West 63d St., Chicago 38, Il]__.__- 296461 
Beech Aircraft. ._..__- 9709 Central Ave., Wichita 1, Kans_.-- 994506 
Bendix Aviation _- : South Bend 20, Ind_. =e ee 294847 
204848 
394849 
490504 
j {90505 
Bristol] Engineering Co__.....| Beaver Dam Rd. and Oak Lane, Bristol, Pa_| 994505 
Brunswick-Balke-Collender___| 623-633 South Wabash Ave., Chicago, II] 293730 
293731 
294476 
390436 
492845 
491804 
491805 
494383 
590501. 
590502 
Douglas Aircraft..............| El Segundo, Calif ; Sas 
430602 _. 
Emerson Electric Mfg. Co__.._| 8100 Florissant, St. Louis 21, Mo 394921 
394922 
992503. 
Hussmann Aircraft Div. of | 819 East Taylor Ave., St. Louis, Mo 
Hussmann Refrigerator, Inc. 
Hussmann Refrigerator, Inc 2401 North Leffingwell, St. Louis 6, Mo. ___. 
Liquid Carbonic Corp_......_| 3100 South Kedsie A ve., Chicago 23, Ml___- 


Magic Chef Corp 2001 South Kingshighway, St. Louis, Mo 


Temco Aircraft.........._....| Post Office Box 5961, Dallas 2, Tex 


491815 
396 108 
396109. 
396110 
396111 
396112_- 
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Question 81, contract NOa(s) 51-023i—List of subcontractors in excess of $100,000— 


Vendor 


Beech Aircraft 


Bendix Aviation...........-- 


Bristol Engineering Co- --- 
Clarke Grave Vault Co 
Douglas Aircraft 


General Electric 
Kellett Aircraft Corp- --- 


Kratz Corp 
Glenn L. Martin 


Northrop Aircraft___- 


Pacific Aeromotive Corp... a 


Prex Forging Corp-- 
Pachmayr Corp 
RCA Victor Division. 


Sundstrand Machine Tools_ - 


Temco Aircraft. 


George E. Wells : 
Weber Aircraft Corp-__- 
Zarkin Machine Co., 


| Beaver Dam Rd. and Oak Lane, 


| 2421 ith St., 
"| Post Office Box 


Inc._..__| 34-19 10th St., 


Continued 





Address 





Purchase 
Order No. 


Amount 





9709 Central Ave., Wichita 1, Kans 


; South Bend 20, Ind-_--- 


Bristol, Pa 
Columbus 1, Ohio_. 


| El Segundo, Calif 
Emerson Electric Mfg. Co-_-_-| 


8100 Florissant, St. Louis 21, Mo.. 


| 818 Olive St., St. Louis, Mo 


Post Office Box 468, Camden 1, N. J 
Kratz Airport, St. Louis 21, Mo-_-- 


| Middle River, Md 


Hawthorne, Calif-- 


2940 N. Hollywood Way, Burbank, Calif.___| 
| 1808 West Berenice Ave., Chicago 13, Ill 


2097 Terminal Ave., Los —— 54, Calif 


__| Camden 3 Nd: 


Rockford, IN) _- 
5961, Dallas 2, Tex 


| 918 South Boyle Ave., St. Louis 10, Mo__- 


2820 Ontario St., Burbank, Calif 


Long Island 6, N. 


..| 394705..__._- | 
| 394706. <a 


491028__- 
500578. - 


| 904010....... 


590721 
590322 


8.12 
. 50 
. 70 
58. 24 
. 76 
. 96 
. 00 
. 00 


716, 611. 
761, 000. 
244, 952. 
141, 301. 
315, 625. 


110, 093. 


102, 841. 


91 
00 
14 
59 
00 
00 
40 


. 46 


. 00 


. 00 
-31 


3, 033, 416. 4: 
208, 07. : 


1, 888, 029. 


1, 753, 471 


1, 967, 465. § 


4, 117, 953. 


100, 000. 


190, 374 


186, 433. 17 


115, 624. 7 


75 





Mr. CourtTNEY 


Are these planes which are manufactured by you, 
these 6 or 7 that we are talking about today, in modification, ‘whic h 
seem to have kind of a trade name here—are they performed i in the 
company plant or are they sent to other installations to be performed? 

Mr. Cuarves. Practically all modification and changes are per- 


formed at the company’s plant. There are certain changes of 
simpler nature which are performed by our company building modi- 
fication kits and shipping those kits and parts to, say, a naval overhaul 
and repair shop where they are incorporated into the airplane. Those 
are simpler types of changes. 

Mr. Courtney. Would it be correct to say that these figures which 
we have given here, particularly with reference to this contract and in 
detail with reference to the others, that they represent substantially 
the total fly-away cost of these planes? 

Mr. Cuarzes. Absolutely, including modification and changes. 

Mr. Courtney. Including modification? 

Mr. Cuartes. Right. 

Mr. Courtney. What little is done in the fashion that you have 
indicated would not materially affect the total figures which we have 
here? 
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Mr. Cuartes. That is right. 

Mr. Courtney. Is that true with respect to Air Force planes? 

Mr. Cuarues. That is true with respect to Air Force planes. 

Mr. Courtney. Now, with respect to the Air Force contracts that 
we have. We have one that has been finally determined. I think it 
is the 

Mr. CuHaruzs. No, we don’t have any Air Force contracts that have 
been finally redetermined. 

Mr. Courtney. You do not have a target on the 8743? 

Mr. Cuaruzss. Yes, we do have a target. 

Mr. Courtney. That is what type of plane? 

Mr. Cuarues. That is the F—101. 

Mr. Courtney. The target has been finally determined upon that 
plane? 

Mr. Cuaruzs. Correct. 

Mr. Courtney. But not final breakage of percentage? 

Mr. Cuarues. The formula has been established. 

Mr. Courtney. The formula is agreed upon, but no distribution 
has been made? 

Mr. Cuaruss. That is correct. 

Mr. Courtney. With respect to the question 31, salaries and fees 
and so forth, charged against any of these eight contracts for services 
rendered by any retired officer of the United States Military Estab- 
lishment. 

In answer to that—and this obtains with respect to all the question- 
naires, does it not? 

Mr. CuHar.es. Yes. 

Mr. Courtney. The same answer is given in each? 

Mr. Cuares. The same answer. 

Mr. Courtney. I will read the answer once: 

In answering this question it is understood that the term ‘“‘retired officer’ means 
only a full-time regular officer of the United States Military Establishment who 
has retired and receives retirement pay and does not include, for example, persons 
who were officers in World War II and have since resigned or retired nor Reserve 
officers who have resigned or retired. Under this definition a search of the com- 
pany’s personnel records of department heads and higher levels of management, 
namely those who could have any influence on the company’s policies, indicates 
that there were no retired officers of the United States Military Establishment 
who received anything for services to the company during the period under dis- 
cussion. However, Lloyd Harrison, rear admiral, United States Navy, retired, 
joined the company on August 1, 1955, as vice president for procurement, (pur- 
chasing and subcontracting) at a salary of $20,800 per year. 

Has the salary from August of this individual, that is August 1, 1955, 
been distributed against contracts in work? 

Mr. Cuarues. Yes. 

Mr. Courtney. In proportion? 

Mr. Cuartes. Yes, just the way all other salaries have been. 

Mr. Courtney. Has it been assigned to any of the Navy contracts 
in work? 

Mr. Cuartes. Yes, it bas. 

Mr. Courtney. Which of those contracts? 

Mr. Cuartes. The going contracts’ now, principally the F3H— 
there are two contracts there, 51640i and 53204—and there is a little 
work still being performed on some Banshee contracts, namely, 510231. 
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Mr. Courtney. For the committee’s and for the record’s benefit, 
state what services are rendered by Admiral Harrison, in nature of 
the services. 

Mr. Cuarues. I would like to read a statement on this subject. 
This was anticipated. 

Mr. Courtney. At the time he was employed or at the time the 
questionnaire went out? 

Mr. Cuarues. At the time I saw you in December. 

Mr. Courtney. Let’s see how you have learned your lesson. 

Mr. Caries. Mr. Chairman, may I read this statement? 

Mr. Héperr. Certainly. 

Mr. Cuarues. Rear Admiral Harrison retired from the United 
States Navy as Deputy and Assistant Chief of the Bureau of Aero- 
nautics on July 31, 1955, and joined McDonnell Aircraft Corp. on 
August 1, 1955, as vice president in charge of procurement from sub- 
contractors and suppliers. This is the background: 

Procurement head urgently needed: On December 3, 1954, W. A. 
Roth, McDonnell Aircraft Corp.’s vice president-factory manager, 
who was then in charge of procurement, among other things, resigned, 
and on March 18, 1955, McDonnell Aircraft Corp.’s procurement 
manager, L. G. Sinning, also resigned. The departure of the two top 
men left a wide hole in McDonnell Aircraft Corp.’s outside procure- 
ment activity, and the situation was aggravated by the necessity of 
greatly increasing the subcontract program to meet new and heavy 
demands for the F-101 which had successfully made its first flight on 
September 29, 1954. 

Therefore, a careful and intensive search was begun for a procure- 
ment director with outstandiag experience and ability in aircraft 
procurement, and with the unimpeachable integrity which is so 
necessary in this particular area of activity. McDonnell Aircraft 
Corp.’s effort in this search was supplemented by retaining an outside 
firm of employment consultants, but this effort was ursuccessful. 

Rear Admiral Harrison’s experience, ability, and moral qualities: 
Having first scoured the aircraft and related mdustries without suc- 
cess, the search turned to experienced experts in Government who had 
already retired, or soon would. It was felt that this experience, for 
which the taxpayer has already paid, should be used in the national 
interest, and that it could very appropriately be used in a capacity 
completely removed from a coatracting or sales relation with the 
Government, such as outside procurement from subcontractors and 
suppliers, that is, other corporations. This search showed that Rear 
Admiral Harrison was in this category, having already passed his 
normal time of retirement and remaining on the active duty list 
because of year-by-year special retention by Navy selection board 
action, but expecting to be finally retired at the end of his then current 
retention period. 

It also showed that he was exceptionally well qualified for the 
vacancy that existed. He had been a specialist in procurement and 
had been supervising the construction, modification, repair, and pur- 
chase of aircraft and related equipment most of his long professional 
life, after graduating from the United States Naval Academy with 
high honors and an engineering degree, and obtaining a master’s 
degree in aeronautical engineering from Massachusetts Institute of 
Technology. 
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I might digress a moment to mention that his nickname is “Savvy, 
and he got it when he was at the Naval Academy because he was wet 
up at the top of his class. 

His early naval experience included work as an aeronautical struc- 
tures engineer, aeronautical overhaul and repair officer, manager of 
the Naval Aircraft Factory, aeronautical procurement officer, and 
duty in production administration and industrial planning. Later he 
was Assistant Chief for Materiel and Services for the Bureau of 
Aeronautics, force materiel officer of the Pacific Fleet Air Foree, and 
finally Deputy and Assistant Chief of the Bureau of Aeronautics. 

It was during this last assignment that the Bureau of Aeronautics, 
through no fault of McDonnell Aircraft Corp. terminated work with 
McDonnell Aircraft Corp. amounting to over $200 million. 

A thorough investigation of Rear Admiral Harrison’s record and 
background resulted in the unanimous verdict, in both Government 
and industry, that his reputation for honesty, moral soundness, and 
trust was of the very highest order. In this connection, the question 
of the propriety of an officer retiring from the Navy and taking em- 
ployment with a company doing business with the Navy was carefully 
considered both by McDonnell Aircraft Corp. and Rear Admiral 
Harrison, because this matter is as important to them as it is to any 
conscientious citizen, and to Congress. Because of the nature of the 
work he would be doing at McDonnell Aircraft Corp., there was no 
question but that his employment in this particular capacity was 
entirely proper. 

Now to answer your specific question. As vice president for pro- 
curement at McDonnell Aircraft Corp., Rear Admiral Harrison was 
handed the difficult task of taking over and reorganizing the company’s 
burgeoning subcontracting and purchasing activities, involving about 
3,000 business firms (most of them small businesses) furnishing ma- 
terials, equipment, parts, and assemblies for Army, Navy, and Air 
Force aircraft and missiles. 

It is a big, important job, and one that is most appropriate for a 
retired officer of Rear Admiral Harrison’s experience, ability, and 
personal and moral qualities. Recently he was elected a director of 
McDonnell Aircraft Corp., and his duties were extended to include 
quality control, which is another function admirably suited to his 
aeronautical engineering background. 

I want to point out right here, which I didn’t mention in this state- 
ment, that this is a full-time job. And I have yet to beat him in, and 
I usually get there at 8 a. m. 

Although Rear Admiral Harrison’s duties involve part of the per- 
formance of Government contracts, including those with the Navy 
(but only after such contracts have been obtained, negotiated, and 
executed by other divisions of McDonnell Aircraft Corp.), no sales or 
contract negotiation activity of any kind with the Government enters 
into his assignment. Instead, it is his responsibility to see to it that 
procurement from subcontractors and suppliers is carried out so that 
material and parts needed by McDonnell Aircraft Corp. to fabricate 
and assemble the end product are acquired on time, at the lowest 
appropriate price, and in accordance with the best procurement tech- 
niques and pertinent Government directives; and to make certain 
that such end product is of the required quality. 
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Legal and ethical considerations: On legal grounds there is no pos- 
sible conflict with the law on this subject, which prohibits a retired 
officer not from being associated with a company doing business with 
the Government, but rather and only from personally dealing with his 
former Government department in a capacity involving duality of 
interest, such as representing that company in a claim against, or 
making sales to, his former department. On ethical grounds, there 
is no question of propriety, because Rear Admiral Harrison’s activities 
are at the extreme opposite end of the spectrum insofar as dealing with 
the Government in the acquisition of contracts is concerned. 

Under the circumstances, it is incredible to consider attributing 
any impropriety—and none has been—to the employment of Rear 
Admiral Harrison by McDonnell Aircraft Corp., just as it would be 
unfair to discredit many other distinguished officers who have gone 
into industry after long terms of honorable and patriotic service to 
their country without engaging in activities which in any remote 
manner might be considered improper either legally or ethically. 
In fact, it is doubtful whether, in periods like the present where 
every valuable national asset should be husbanded, this Nation is 
so wealthy that it can afford to let lie idle the abilities and the accu- 
mulated experience of retired officers. 

Mr. Hésert. I must say that you are a very strong advocate. 
I am very much impressed about the superfluidity, I might say, of 
well-chosen adjectives in the proper places, to impress your advocacy. 

Mr. CuHaruss. I meant every word of it. 

Mr. Hésert. Of course you did. Did you write this yourself? 

Mr. CuHartes. Yes, I did. 

Mr. Hésert. Then I doubly compliment you. How much does 
Admiral Harrison get? 

Mr. CuHarves. $20,800 per year. 

Mr. Hfésert. $20,800 per year. Of course he has no contact with 
his former employees—or rather, his former associates in the Depart- 
ment? 

Mr. Cnarues. That is correct. 

Mr. Hésert. Supposing you fell down on the job and there was 
criticism coming from the Department, would you exclude Admiral 
Harrison from convincing his former associates that you were doing 
a good job? 

Mr. Cuartes. Absolutely. 

Mr. Hfésertr. You would remove him entirely from any negoti- 
ations? 

Mr. CHaR.ges. Yes, sir. 

Mr. Hésert. He would be in charge of accomplishing this pro- 
curement and accomplishing this job? 

Mr. Cuartes. Not this procurement. I want to make this point. 

Mr. Hésnerr. Of accomplishing the job, in other words, the con- 
tract. He would be the man responsible. He would be the man, as 
I gather from his duties, held responsible for the performance of a 
contract. 

Mr. Cuarves. Held responsible by us. 

Mr. Hépert. By you, of course. Suppose the Navy Department 
complained that you were not performing that contract according to 
schedule or according to its specifications. You would then remove 
the responsible key figure from defending its performance? 















AIRCRAFT PRODUCTION COSTS AND PROFITS 2163 


Mr. Cuarues. No. He could defend his performance as far as we 
are concerned. He has nothing to do with the Navy. 

Mr. Hépert. He would defend his performance as far as you were 
concerned and you, in turn, would have to defend your performance 
with the Navy? 

Mr. Cuaruss. That is correct. 

Mr. Hésert. Who would appear and defend your performance 
with the Navy? 

Mr. Cuartes. Not Admiral Harrison. 

Mr. Hépert. In other words, you would exclude your strongest 
witness, and the man who knew about everything that was going on, 
and the one responsible individual in your organization, to defend the 
action of your company—you would remove that individual? 

Mr. Cuaruss. If the Navy requested his appearance, he of course 
would be allowed to appear. 

Mr. Hésert. Why of course he would. And the Navy would 
request his appearance, because he is the keyman. So he would have 
contact with his former colleagues, and knowing » nay very well, isn’t 
it perfectly plausible to think or understand that he could be per- 
suasive with his former colleagues in defending your position or 
performance? 

Mr. Cuar.es. I| don’t think so. 

Mr. Hfépert. Let’s get out of the ivory tower and get down to 
earth. Isn’t that a matter of fact—again I say I am not implyi mg any- 
thing wrong, but I am just not inclined to live in this Utopia area 
that some people are. Asa matter of fact, he would be a very valuable 
asset, wouldn’t he? 

Mr. Cuaruss. In the procurement 

Mr. Hésert. No, I am not talking 

Mr. Cuarues. Parts and supplies to subcontractors, yes. 

Mr. Hésert. In defending the position of your organization against 
any exigency which might arise in connection with the conduct and 
prosecution of this contract? 

Mr. Cuartes. I don’t think you know Admiral Harrison. 

Mr. Hfépert. I am not saying anything is wrong with him, Let’s 
not beg the question. He must be a very fine man. He has a very fine 
record. He attained the nickname of “Savvy” at the Academy, which 
those of us who know the Academy know exactly what that means. 
I am not saying there is anything wrong. I am asking you: Wouldn’t 
he be a splendid advocate if such an exigency arose? 

Mr. Cuarues. We would allow him to testify in defense of himself 
and he would feel the same way, I am sure, only to explain things that 
were wanted to be known, and I doubt very much if that could oceur. 

Mr. Hépert. I am not talking about motives. I am not talking 
about anything except the facts. 

Wouldn’t he be a strong advocate, especially appearing before his 
old classmates? Because you know, whether they like it or not, these 
splendid officers from the Naval Ac ademy and the Military Ac ade my 
always glance at the left finger on that hand to find out what is the 
number of that ring. It is a very impelling argument many times. 

With that background, wouldn’t he be a strong advocate? 

Mr. Cuarurs. He is a very able person. But let me nektthis ques- 
tion. I believe we are dealing in a hypothetical situation. I know of 
no case in the industry where the director of procurement from 
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suppliers and subcontractors has ever had to have any contact with the 
services. It just wouldn’t come up. 

Mr. Hfésert. Who would defend a contract that wasn’t being 
properly prosecuted or carried to its ultimate? 

Mr. CHarves. Not Admiral Harrison. 

Mr. Hésert. I am not talking about Admiral Harrison here. 

Mr. Cuarves. Not the director of procurement. 

Mr. Hésert. Not the director of procurement. If your procure- 
ment fell down on the job, your director of procurement would not be 
responsible. 

Mr. Cuartes. We would get the complete story from him and we 
would defend our own record with the Navy or the Air Force, depend- 
ing upon who it was. 

Mr. Héperr. If the Navy asked for him to appear, he would 
appear, of course. 

Mr. Cuartues. I guess that is so, if they requested it. 

Mr. Courtney. I have a question, Mr. Chairman. 

Mr. Hfépert. Yes. 

Mr. Courtney. The admiral, as you have explained it here, very 
elaborately—is he in charge of the letting of subcontracts? 

Mr. CuHar.gs. Yes, he is. 

Mr. Courtney. Must subcontracts be approved by the Navy 
Department? 

Mr. Cuares. Yes, they must. 

Mr. Courtney. Under your contract? 

Mr. Cuartes. That is correct. 

I would like to explain that any subcontractor purchase order 
exceeding $200,000 must have the approval of the executive vice 
president and any subcontractor purchase order exceeding $400,000 
must have the approval of the president. 

Mr. Courtney. The only question of interest in the record would 
be whether or not the Navy Department must approve those sub- 
contracts as one of the parties to the contract, and your answer to 
that is ‘Yes’’? 

(Mr. Charles nods.) 

Mr. Foco. Anything over $25,000 would have to be approved. 

Mr. Hésert. There are no questions on this subject? 

Mr. Hess. No. 

Mr. Héserr. Mr. Nelson, any questions on this particular subject? 

Mr. Netson. Yes, just one, Mr. Chairman. 

If the Navy Department has to approve subcontracts, what 
contact does the admiral have with the Navy Department? 

Mr. Cuartes. I wish I could ‘answer that question. I am not 
dodging the issue. I don’t know. I don’t think he has any contacts. 

Mr. Netson. But he prepares and approves—— 

Mr. Cuartes. I would be glad to get that answer for you. I am 
not trying to duck the question. 

Mr. Netson. He prepares and approves all subcontracts? 

Mr. Cuarves. That is correct—well, he is in charge of the procure- 
ment division. 

Mr. Netson. Yes. Then after that they have to be approved by 
the Navy Department. 

Mr. Cuarues. Over a certain amount. 
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Mr. Netson. You will get for the record what contact he has with 
the Navy Department with regard to the approval of subcontracts? 

Mr. Cuar.uss. Be glad to do it. 

Mr. Netson. Thank you, Mr. Chairman. 

(The information referred to follows:) 

In Rear Admiral Harrison’s official capacity as head of our outside procurement, 
he of course is responsible for seeing that such Government approval is obtained 
before issuing any purchase order or subcontract requiring such approval. How- 
ever, it is difficult to imagine how the obtaining of Government approval on 
subcontracts and purchase orders involves any duality of interest. 

Mr. Hfésert. Have you concluded, Mr. Courtney? 

Mr. Courtney. That is all of a general nature, Mr. Chairman. 

Mr. Héspert. Do you have any more? 

Mr. Courtney. Mr. Chairman, with the explanation of the wit- 
ness which is applicable to all of the contracts that we have under 
consideration as to the distribution of overhead and other charges 
and as to the accounting practices of the company, I would like to 
place in the record the answers to the questionnaire which have been 
made by this company. We have identified all of the contracts in 
question. Some of the figures have since been supplemented with 
data up to and including December 31, 1955. 

Mr. Cuar.zgs. Yes. 

Mr. Courtney. But in the main the responses relate to the period 
from the inception of the contracts to June 30, 1955. 

Mr. Hésert. Without objection they will be made part of the 
record. 


(The information follows:) 
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2170 AIRCRAFT PRODUCTION COSTS AND PROFITS 


ANSWERS TO QUESTIONNAIRE—Continued 


22. All sales by the company are made on U. 8S. Government contracts or 
subcontracts. 

23. The net worth of the company on June 30, 1952—$12,198,738. 

24. The net worth of the company on June 30, 1955—$21,766,920. 

25. Outstanding stock, June 30, 1952, 682,120, $5 par value common shares, 
at $3,410,600; June 30, 1955, 720,000, $5 par value common shares, at $3,600,000. 

26. The amount of dividends paid per share in the years 1952 through 1955 
are as follows: 


Dividends Outstanding 


Fiscal year per share shares 
| Se eS ee 682, 120 
EE Sk Ser reeee en a ean 1 685, 720 
_ SaaS es See eee 1 720, 000 
| a bee a th ss crugg a ce ee ete ats 1 720, 000 


27. Same as answer 25 above. 

28. Amount of surplus, June 30, 1952, $8,788,138; June 30, 1955, $18,166,920. 

29. As of June 30, 1955, Government-owned property described as follows is 
being used by the company in performance of all Fc Mr contracts and work. 
Buildings and land, $10,149,761, personal property, $26,161,289; a total of 
$36,311,050. These amounts are the acquisition costs without consideration of 
any depreciation whatsoever, although $9 million was acquired over 10 years 
ago during World War II. The company’s records do not indicate the allocation 
of the use of reg! wim annbed to the various contracts; however, all of the company’s 
business was on Government contracts. 

30. Rent (including long-term maintenance and insurance normally paid by 
the lessor) paid on Government-owned property, real and personal, was $4,104,312 
for the 3% year period, begining January 1, 1952 and ended June 30, 1955. 
This does not include rent on $7,763,414 of buildings recently constructed by the 
Navy for use by the company, and included in the $36,311,050 of facilities shown 
in answer 29, which rent begins as of July 1, 1955. 

31. See page 2159. 

32. Balance sheets follow. 


Balance sheet, June 30, 1952 


ASSETS 
Current assets: 
SNE SE IE ee ee ae eet Sean ee eo ee ee $3, 513, 550 
Receivables, principally U. S. Government: 
Billed____-_- eo ae a a eS 
Unbilled____- ein eee) ee 9, 855, 807 
a 11, 869, 597 
SS NRE OR eA EE et OEE 775, 500 


CORE RO RRNNONE © oi. nexcnnnennnneinaen« 48, 384, 238 
Materials and pure Sato parts, at cumulative 


SUD MING: ode nccéeeeacsneanncadhaanus Gen eee: Gee 
Ss ccccewns sehen ea eee on wb eiwaue 58, 394, 730 
Less progress payments ——__--_-_--_- ieieimgieme Co aes 
—————-_ 16, 678, 873 
Total current assets_.......-----. a oe SA ae ee ye 32, 837, 520 


‘ee footnotes at end of table, p. 2172. 




















AIRCRAFT PRODUCTION COSTS AND PROFITS 


Balance sheet, June 30, 1952—Continued 
ASSETS—con tinued 


Property, plant, and equipment: 
On basis of cost: 
Land, buildings, machinery, and equipment 
($7,234,978 being amortized under certif- 
NE ee are aie $11, 921, 926 
Undivided interest in wind tunnel__--____- 333, 215 
Mme chebbnbnntitbebuehednnsonaes 12, 255, 141 
Less allowances for normal depreciation and 
$971,332 for amortization under certifi- 
CRE EROCININT = 5 on one cece esi 2, 049, 117 


in ensidicinanieewensewe 10, 206, 024 
Leasehold improvements, less $42,653 amor- 

eae ee nena ak eee 95, 356 
Construction in progress (additional esti- 

mated cost to complete $5,800,881) ____- 1, 705, 090 


—— $12, 006, 470 
Other assets and deferred charges: 
Advances to Southern California cooperative 
Sn UII er win timo ; 301, 169 
Prepaid i insurance, deposits, and other accounts. 252, 924 
———_—— 554, 093 


45, 506,4 083 


LIABILITIES 
Current liabilities: 
I ee nalbe bikie $6, 000, 000 
Accounts payable and accrued expenses: 
Trade and other accounts payable 


Employees’ payroll deductions -_ __________ 759, 651 
aa Cea EST Sane a aa 1, 824, 591 
Taxes, other than income inl il 316, 302 
—_—— — 9, 232, 801 
Dividends declared _-_-_._....----_- “ 170, 530 
Provision for adjustments under incentive fixed price c contracts, 
less $544,216 withheld by U. 8S. Government *__________- 3, 720, 240 
i Bly La a a a ee a 4, 910, 292 
Portion of long-term debt payable within one year_________-_ 925, 500 


Total current liabilities.....________ ASP DE VES $24, 959, 363 
Long-term debt: 

Balance on purchase of undivided interest in 
wind tunnel, payable $37,500 annually, less 
IPO TING ks. ii ek oti cmeemcnnn 

Notes payable (2 percent interest), maturing 
$74,000 monthly, deed of trust on 48.8 acres 
together with buildings and fixtures thereon 
given as collateral, less current maturities_.__ 7, 171, 093 


$112, 500 


7, 283, 593 


SHAREHOLDERS’ EQUITY 


Common stock, par value $5 per share: Author- 

ized 720,000 shares.‘ Issued and outstanding 
682,120 shares____- at ath 3, 410, 600 
Earnings retained for use in the business ?____- 9, 744, 527 
- — 13, 155, 127 





5, 5 398. 083 


See footnotes at end of table, p. 2172. 





2172 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Balance sheet, June 30, 1952—Continned 


STATEMENT OF EARNINGS, YEAR ENDED 30 JUNE 1952 
Income: 
Sales, including estimated incentive earnings under fixed price 
contracts, and costs and fees under cost-plus-fixed-fee con- 
tracts; less provision for adjustments under uncompleted 
fixed price contracts, net of $500,000 previously. provided 
and no longer required ! 3 $81, 743, 306 
Miscellaneous_______-___- PGT 5. Fe See ‘ 27, 786 


81, 771, 092 
Costs: 
Contract costs (exclusive of the following) ---_ ~~ 
General and administrative expense 
Depreciation and amortization 
Interest 
75, 676, 700 
Earnings before income taxes _ _ —_ ___- f : 6, 094, 392 
Federal and state taxes on income: 
Federal normal and surtax (no excess profits 


030, 149 


064, 243 


ry aia eS eS Ae 
Earnings retained for use in the business: 
Balance at July 1, 1951 
Cash dividends, $1 a share 
)», 680, 284 


Balance at June 30, 1952 ee Z 744, 527 


i Contracts in process: The amount for contracts in process represented costs on long-term contracts plus 
estimated earnings recorded thereon less billings applicable thereto. The company accounts for earnings 
on long-term contracts on a percentage-of-completion basis wherein costs and estimated earnings are deemed 
sales as the work is performed. 

Title to substantially all materials included in contracts in process and to materials and purchased parts 
was in the U. 8. Government as security for progress payments of $41,715,857. 

2 Credit agreement: The company has a bank credit agreement which extends a maximum credit of 
$11,000,000 to be evidenced, as borrowed, by 90-day notes maturing no later than August 23, 1955. The 
company agrees, among other things, to maintain net current assets of at least $2,500,000 through December 
31, 1952 (increasing periodically to at least $5,500,000 on and after January 1, 1954); not toexpend more than 
$100,000 in any fiscal year for the purchase or redemption of its capital stock; not to make expenditures or 
commitments for fixed or capital assets exceeding $500,000 per fiscal year cumulatively (certain plant facilities 
program excepted); and not to declare or pay any dividend, unless payable in capital stock of the company, 
which, together with all such dividends declared or paid since June 30, 1951, would exceed 40 percent of the 
a earnings after June 30, 1951. At June 30, 1952, $543,727 was not restricted under the above dividend 
imitation. 

Moneys due or to become due from substantially all defense contracts are assigned under this agreement. 

’ Contract adjustments: The company has long-term contracts with the Government which are subject 
to price redetermination and under which earnings may be increased or decreased depending on whether 
costs are below or above estimated contractual costs, with a stipulated maximum price. Provision has been 
made for possible adjustments in respect to such contracts based on cost experience to June 30, 1952. 

Substantially all of the company’s sales for the year ended June 30, 1952, are subject to renegotiation. 
Ww _ its effect, if any, cannot presently be foreseen, the management believes that no refund will be re- 
quired. 

‘ Warrants: Under an agreement dated July 20, 1939, James S. McDonnell, Jr., or assigns owned, at June 
30, 1952, transferable warrants to purchase, at various times until June 19, 1955, 37,880 shares of $5 par value 
common stock, at $5 per share. The agreement also entitles James 8. McDonnell, Jr., or assigns to receive 
transferable warrants to purchase, at any time within 5 years from the date of issuance, and at the price of 
issuance, an additional amount equal to four-fifths of the amount of common stock issued for a consideration, 
other than pursuant to the exercise of the above warrants. 





AIRCRAFT PRODUCTION COSTS AND PROFITS 


Balance sheet, June 30, 1953 


ASSETS 
Current assets: 


Receivables: 
U. S. Government (89,4 481,834 unbilled) _ $13, 650, 4 
Other — 808, ¢ 


Contracts in process !__________ —— . 82, 226, 5 
Less progress payments- _-_--___ ache 16, 062, 


Total current assets_________-- 
Property, plant, and equipment, at cost: 
761, 632 
Buildings and fixtures : _.. 14, 610, 299 
Machinery and equipment 1, 376, 256 
Construction in progress (about 50 ‘per sreent com- 
plete) - SA Sn wa 1, 181, 297 


17, 929, 484 
Less depreciation ? : Bae oe 3, 471, 605 


457, 879 
Deposits and prepaid expemses_-_________._------ ie te , 007, 700 


9, 201, 026 
LIABILITIES 
Current liabilities: 

Notes payable to banks 3___ Bee eh ls ase ecdhase eae) a ee 
Trade and other accounts pay able_____- es e , 840, 413 
Payroll and payroll deductions__________________- wwsas SSO re 
Estimated income taxes ?___. =f : Saad ee 4, 626, 642 
Provision for contract adjustments 4_ RP dt al , 858, 649 
Dividends declared _ : 171, 430 
Portion of long-term ‘debt pay able within one year : 888, 000 


Total current liabilities______ ae 26, 194, 925 
Long-term debt: 
Notes payable (2 percent interest), maturing $74,000 monthly, 
secured by deed of trust on 48.8 acres together with buildings 
and fixtures thereon, less current maturities__ 


SHAREHOLDERS’ EQUITY 


Common stock, par value $5 per share: 

Authorized 720,000 shares ° 

Issued and outstanding 685,720 shares_________ $3, 428, 600 
Earnings retained for growth 3_ ____ Stee GAN is ascee 13, 294, 408 


STATEMENT OF EARNINGS, YEAR ENDED JUNE 30, 1953 


Contract costs (exclusive of the following)__ $114, 632, 74 

General and administrative expense___- 7, 927, 380 
Depreciation ?______- eee 1, 485, 377 
ee rurale 658, 687 


124, 


Earnings before Federa! taxes ais ee e 8, 82 


See footnotes at end of table, p. 2174. 





2174 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Balance sheet, June 30, 1953—Continued 
STATEMENTS OF EARNINGS, YEAR ENDED JUNE 30, 1953—continued 


Estimated Federal taxes on earnings (no excess 
profits tax) ? $4, 592, 958 
Net earnings 4, 234, 301 
Karnings retained for growth: 
Balance at July 1, 1952 $9, 744, 527 
Cash dividends, $1 a share 684, 420 
-—— 9, 060, 107 


Balance at June 30, 1953 - 13, 294, 408 





! Contracts in process: The amount for contracts in process represents costs and estimated earnings on 
long-term contracts less billings, and materials and parts inventories of $15,581,946, at cumulative average 
cost, applicable to such contracts. Title to substantially all materials included in contracts in process is in 
the U. 8. Government as security for progress payments of $66,062,122. 

2 Depreciation: For tax purposes $10,355,917 of property, plant, and equipment is being fully amortized 
during the 5 years following acquisition ofeach item. For contract pricing purposes, however, the company 
and the U. S. Government have agreed that the allowable depreciation on these facilities for 5 years is less 
than amortization for tax purposes. The accounts have been adjusted to reflect such depreciation rather 
than tax amortization, and the difference for the 2 years ended June 30, 1953, which was $311,000 (after 
provision for $340,000 of taxes estimated to be payable in future years), has been added to net earnings for the 
year ended June 30, 1953. 

* Credit agreement: The company has a $16 million bank credit agreement extending to August 23, 1955, 
under which receipts from all defense production contracts are assigned. This agreement contains, among 
other things, certain requirements pertaining to net current assets, capital assets, and cash dividends. 
At June 30, 1953, $1,553,027 of earnings retained for growth were not restricted under the above dividend 
limitation. 

¢ Contract adjustments: Most of the company’s business is under long-term incentive fixed price contracts, 
and earnings may be increased or decreased depending on whether costs are below or above estimated con- 
tractual costs. The company accounts for earnings on a percentage of completion basis wherein costs and 
estimated earnings are deemed sales as the work is performed. Provision has been made for possible con- 
tract adjustments based on cost experience. 

Renegotiation proceedings through June 30, 1950 have been concluded with no refund being required. 
Although substantially all of the company’s sales thereafter are subject to renegotiation, the management 
believes that no refund will be required. 

’ Warrants: Under an agreement dated July 20, 1939, James S. McDonnell, Jr., or assigns owned at June 
30, 1953, transferable warrants to purchase, at various times until June 19, 1955, 34,280 shares of $5 par value 
common stock at $5 per share. he agreement also entitles James 8S. McDonnell, Jr., or assigns to receive 
transferable warrants to purchase at anytime within 5 years from date of issuance, and at the price of issu- 
ance, an additional amount equal to four-fifths of the amount of common stock issued for a consideration, 
‘other than pursuant to the exercise of the above warrants. 









AIRCRAFT PRODUCTION COSTS AND PROFITS 









Balance sheet, June 30, 1954 






ASSETS 
Current assets: 


Receivables: 












U. 8. Government ($9,962,472 unbilled) ___-_-_ $14, 886, 629 

TE OT ie is es eg 535, 495 
————————__ 15, 422, 124 

a a ae re 145, 828, 113 

RE I oc cnndwuecaonuscaes 123, 761, 507 


2, 066, 606 








a ee La ee 201, 784 
Property, plant, and equipment, at cost: 
Land a eT ee ee eee $7 761, 632 
Sees GEG WEMINE ool ee eke ; 16, 415, 054 
Machinery and equipment__-_________-._--- pe 1, 478, 960 
Construction in progress (about 50 percent com- 
OS gS SS ee eo eee eee ees 834, 861 










19, 490, 507 
Less accumulated depreciation ?___._..._.____- “ye 5, 871, 050 


aw. co 
IN I CU i eeredhneaeeresnmanns 1, 022, 372 













53, 843, 613 
LIABILITIES 
Current liabilities: 

Notes payable to banks 3_________-_-__--- : eae . $6, 000, _ 
Trade and other accounts payable--_-_-___-__-_ ep aoy ERR RAS 11, 214, 43 
Payroll and payroll deductions __-_-___----_- ‘ : ‘ ; 4, 080, 895 ) 
Estimated income taxes ?_______.._----_-- “ 4, 838, 616 
Amounts received on contracts in excess of costs incurred 2, 621, 509 
DS Ee ee ee een nite 180, 000 
Portion of long-term debt payable within 1 year____________- 888, 000 














‘Tose Current HADiides....~.............-...- 
Long-term debt: 
Notes payable (2 percent interest), maturing $74,000 monthly, 
secured by deed of trust on 48.8 acres together with buildings 
and fixtures thereon, less current maturities___ : 5, 395, 093 








SHAREHOLDERS’ EQUITY 











Common stock, par value $5 a share: 
Authorized and outstanding 720,000 shares °_- $3, 600, 000 
Earnings retained for growth 3_____- Sai 15, 025, 065 

- ——- 18, 625, 065 





3, 843, 613 










STATEMENT OF EARNINGS, YEAR ENDED 30 JUNE 1954 










AER Ry Tee RO ae ee ee ee eT ee ss : _... $123, 091, 691 





Contract costs (exclusive of the camewring) $100, 808, 157 
General and Administrative expense - : : 11, 383, 101 
SONIA 5 5 oe Ue Sr See as - =e 2, 325, 635 
ny geet ee oe ees 


See a ee 503, 381 
- 115, 








020, 


274 








Earnings before Federal taxes ___ -__ . 8, 071, 417 
Estimated Federal taxes on earnings, including 
$233,000 excess profits tax ?.........___-..- relia tahoe 4, 450, 000 










Sao oe ae ue wien wi Baw : 3, 621, 417 


See footnotes at end of table, p. 2176. 


AIRCRAFT PRODUCTION COSTS AND PROFITS 


Balance sheet, June 30, 1954—Continued 
EARNINGS RETAINED FOR GROWTH 


Balance at July 1, 1953 $13, 294, 408 





16, 915, 825 

Less: 

Cash dividends, $1 a share Speers 

Additional Federal income taxes for prior 
years ? 





1, 890, 760 
Balance at June 30, 1954 15, 025, 065 





1 Contracts in process: The amount for contracts in process represents costs and estimated earnings on 
long-term contracts less billings, and materials and parts inventories of $32,039,882, at cumulative average 
cost, applicable to such contracts. Title to substantially all materials included in contracts in process is in 
the U.S. Government as security for progress payments of $123,761,507. 

2 Depreciation and income taxes: For tax purposes $11,663,168 of property, plant, and equipment is being 
fully amortized during the 5 years following acquisition of each item. For contract pricing purposes, how- 
ever, the company and the U.S. Government have agreed that the allowable depreciation on these facilities 
for 5 years is less than amortization for tax purposes. The accounts reflect such depreciation rather than 
tax amortization, and the difference for the 3 years ended June 30, 1954, was $485,000 after provision of $530,000 
($190,000 for fiscal 1954) for taxes estimated to be payable in future years. 

Federal returns for taxes on income through the year ended June 30, 1953, have been examined and adjusted 
by the Internal Revenue Service. Additional normal and surtaxes of $198,369 and excess profits taxes of 
$989,531 for the 3 years ended June 30, 1953, were paid during the year and charged to earnings retained for 
growth. These taxes, totaling $1,187,900, have been retroactively applied to reduce net earnings previously 
reported for the years ended June 30, 1951, 1952, and 1953 by $108,576, $153,873, and $925,451, respectively. 

3 Credit agreement: The company has a $10,000,000 bank credit agreement extending to August 23, 1955, 
under which receipts from all defense production contracts are assigned. This agreement contains, among 
other things, certain requirements pertaining to net current assets, capital assets, and cash dividends. At 
June 30, 1954, $1,867,005 of earnings retained for growth were not restricted under the above dividend 
limitation. 

4‘ Contracts: Most of the company’s business is under long-term incentive fixed price contracts, and 
earnings may be increased or decreased depending on whether costs are below or above estimated contractual 
costs. The company accounts for earnings on a percentage of completion basis wherein costs and estimated 
earnings are deemed sales as the work is performed, and, upon completion of the contracts the amount of 
earnings or loss recorded in such year would include any adjustments finally determined. 

Renegotiation proceedings have been concluded through June 30, 1950, with no refund being required. 
Substantially all sales thereafter are subject to renegotiation; however, the management does not believe 
that excessive earnings have been realized, and no provisions for refunds have been made. 

5 Warrants: An agreement dated July 20, 1939, entitles James 8S. McDonnell, Jr., or assigns to receive 
transferable warrants to purchase at any time within 5 years from date of issuance, and at the price of 
issuance, an additional amount equal to four-fifths of the amount of any common stock hereafter authorized 
and issued for a consideration. 


Balance sheet, June 30, 1955 


ASSETS 
Current assets 
er an ee ee Fae MC Re 957, 039 
Receivables, $8,690,596 unbilled: 
U.S. Government. -_-_- . $14, 378, 214 
6: {eee oe ee ue 1, 934, 145 
—_— 16, 312, 359 
Contracts in process !_ __- wisekeaeetos csnwcens bp, 606, 561 
Less progress payments - - - - _-- ; ._. 132, 156, 059 
a 21, 510, 492 
Total current assets_............- a eee Re 
Property, plant, and equipment, at cost: 
$765, 187 
16, 887, 767 
Machinery and equipment_ 1, 587, 022 
Construction in progress (about 40 percent com- 
plete) - -- Shae 1, 608, 737 
20, 848, 713 
Less accumulated depreciation ? 8, 377, 048 
————_—_—_——— 12, 471, 665 
Deposits and prepaid expenses - 1,011, 051 


54, 262, 606 


See footnotes at end of table, p. 2177. 





AIRCRAFT PRODUCTION COSTS AND PROFITS 


Balance sheet, June 30, 1955—Continued 


LIABILITIES 
Current liabilities: 
Trade and other accounts payable -____ a $9, 878, 615 
Payroll and payroll deductions - _ - ; fess 
Income taxes and renegotiation refunds, estimated ? peiacide , 225, 020 
Amounts received on contracts in excess of costs incurred. : , 592, 646 
Dividends declared ; 180, 000 
Portion of long-term debt due within one year _ - : 888, 000 


Total current liabilities : ere 988, 593 
Long-term debt: 
Mortgage notes payable (2 percent interest), maturing $74,000 
monthly, less current maturities _______ ge , 507, 093 


SHAREHOLDERS’ EQUITY 


Common stock, par value $5 a share: 
Authorized and outstanding 720,000 shares 3 $3, 600, 000 
Earnings retained for growth 4 18, 166, 920 


, 766, 920 
, 262, 606 


STATEMENT OF EARNINGS, YEAR ENDED JUNE 30, 1955 


Contract costs (exclusive of the following)____ $130, 449, 181 
General and administrative expense_____ : 9, 982, 824 
Depreciation ? : 2, 518, 298 
Interest 257, 718 
3, 208, 021 


Earnings before Federal taxes and renegotiation a , 380, 795 
Provisions for Federal taxes on earnings and renegotiation refunds 2_ 825, 000 


Net earnings__ ; PEs. st - 4, 555, 795 > 
Earnings retained for growth: 
Balance at July 1, 1954___-___- oe 5, 025, 065 
Less provision ‘for renegotiation refund 2 693, 940 
14, 331, 125 
18, 886, 920 
Less cash dividends, $1 a share__________ bess ’ 720, 000 


Balance. at, June 30, 1955 Tae eee eed cia 18, 166, 920 


1 Contracts: The amount for contracts in process represents costs and estimated earnings on long-term 
contracts less billings, and. materials and parts inventories of $30,649,136, at cumulative average cost, appli- 
cable to such contracts. Title to substantially all m: ate rials ine luded in contracts in process is in the U. 8. 

Government as security for progress payments of $132,156,059. 

The company accounts for earnings on a percent age of completion basis wherein costs and estimated 
earnings are deemed sales as the work is performed. Most of the company’s business is under long-term 
incentive fixed price contracts, and earnings are increased or decreased when costs are below or above esti- 
mated costs with any final adjust nents being recorded in the year of completion of the contracts 

? Taxes and renegotiation: $12,079,336 of the eost of facilities covered by certificates of necessity is being 
amortized over a period of 5 years for tax purposes, with normal depreciation being provided in the financial 
statements. Consequently, $717, 00 of the amount provided for income taxes applies to future years, in- 
cluding $187,000 of the current year’s provision. 

The Renegotiation Board hes made a fina] determination, and the company has agreed to a refund, net 
of income taxes, of $693,940 for fiscal year 1951. This amount has been provided by a charge against earnings 
retained for growth thereby retroactively reducing previously reported earnings after taxes for that year 
from $3,182,686 to $2,488,746. Management believes that adequate provision is included in the financial 
statements for any refunds that may be required in subsequent years 

3 Warrants: An agreement dated July 20, 1939, entitles J. S. McDonnell or assigns to receive transferable 
warrants to purchase at any tine within 5 years from date of i issu: ince, and at the price of issuance, an addi- 
tional amount equal to four-fifths of the amount of common stock hereafter authorized and issued for a 
consideration. 

4 Credit agreement: Under a $10,000,000 bank credit agreement extending to Mecember 31, 1956, receipts 
from substantially all defense production contracts are assigned and net current assets of at least $8,000,000 
are required to be maintained. No borrowings were outstanding thereunder at June 30, 1955. 





Question 21. 


Changes 


AIRCRAFT PRODUCTION 


COSTS AND PROFITS 


Changes and amendments—Contract NOa(s) 9768 





Description 


Amendment No. 1_-| 
Amendment No. 2 


Amendment No. 
Amendment No 


Amendment No. 5 


Amendment No. 6 


Amendment No 
Amendment No. 
Amendment No. 


Amendment No. 
Amendment No. 


Amendment No. 1: 


Amendiment No. 


Amendment No. lf 


Amendment No. 
Amendment No. 


Amendment No. 
Amendment No. 


Amendment No 


Amendment No. 


Amendment No. 


Amendment No. 2: 


Amendment No, ‘ 


16 


Amendment No. 23 


Amendment No. 


Amendment No. 
Amendment No. 4 
Amendment No. ‘ 


Amendment No. 
Amendment No. ; 


Amendment No. 32 


Amendment No. ; 
Amendment No. 


Amendment No. 3! 
Amendment No. 36 
Amendment No. 37 


Amendment No. 3 
Amendment No. 
Amendment No. 
Amendment No. 


Amendment No. 


Amendment No. 4 


Amendment No. 
Amendment No. 
Amendment No. 


Static testing 


| 


Design, develop, and test a proto- | 


type night fighter fuselage test sec- 
tion and test stand. 
Change in delivery schedule. 


Design, develop, and modify 1 F2H- | 


2 to a prototype F2H-2P. 


| Specification to cover depreserving 


the engine and ground tests of 
model F2H airplanes. 


Study for relocation of composite | 


breathing. 


Study for arresting gear landing car- | 


rier. 


| Change in delivery schedule 
Amendment No. 9_-! 


Revision pages to list of contractor 
furnished equipment. 


| Change in design data 
Pilot ejection seats and guiderails____) 


anc 
controls. 
Parts for F2H flight simulator__-__- 


flight tests of engine 


| Sept. 27 


2.| Confirmation of detail ground han- | 
dling ee ordered (partial). | 
.| Ground 


| 


| Confirmation of detail spare parts | 


5. | 
Ay.. 
18. 
19. 


. 20. 


| Kits, 


ordered and decrease in amount 


available for the procurement of | 


spare parts. 
Kits, 2 red cockpit flood lights 
Kits, edge lighting for consoles 


Eliminate alphabetical indices -- ---_- | 


Contractor-furnished voltameters_ - 
Install 2 short afterburners with 


automatic control system and fur- | 


nish spare parts. 
Confirmation of detailed ground 
handling equipment ordered (par- 


tial). 
fuel system provisions for 
limited inverted flight operations. 


.| Change in delivery schedule- e 
| Confirmation of detail ground han- 


dling equipment. 


Tip tool prototype and flight de- | 
| 


monstrations. 
H: cadbeaks revisions --_-- 
Confirmation of detail spare ‘parts 
a (partial). 
ao_. 
Adjustment in billing price of F2H-2 
Kits of parts to incorporate bomb 


Date 


| 


Monetary 
value 





. 28, 1949 | 


Aug. 


Aug. 


Mar. 
Mar. 


July 


Mar. 
| Mar. 


June 


Apr. 


May 
May 


July 


June 


| June 


} 


July 
Aug. 


| Aug. 


} 


rack and rocket launcher provi- | 


sions. 


he Kits of usta for moc eed onset _ 


| Modification of cabin pressurization 


.| Confirmation of detail spare parts | 


Amendment No. 47 


Amendment No. 
Amendment No. 


Amendment No. 50 


..do_. 
do... 

| 
do... 

eT 
Se 
do. 


system. 
Handbook revisions a 
No amendment negotiated to date_. 


ordered (partial). 


Oct. 


Oct. 
Dec. 
Apr. 


Oct. 
Oct. 
Dec. 


| Dee. 
| Dec. 
| Dee. 


| 


Confirmation of detail special tools | 


and ground handling equipment 
ordered (partial). 


Handbook revisions..........-----.- 
Tests of external stores_..-....--.---- 
}.| Confirmation of detail spare parts 


ordered (partial). 


IC cnfirtaation of detail ground hand- 


ling equipment ordered (partial). 
Confirmation of detail ground hand- 

ling equipment and increase in 

amount available for G. H. E. 


Dec. 
Dec. 
Apr. 


Dec. 


Mar. 


2.| No amendment negotiated to date. -_|......-- 
Mar. 


Feb. 
Feb. 
Mar 
June 
June 
May 


Aug. 


27, 1949 


7, 1949 


29, 1949 | 


2, 1949 


25, 1949 | 


2, 1949 | 


, 1949 


2, 1949 | 


21, 1950 
22, 1950 


25, 1950 | 
31, 1950 | 


14, 1950 


8, 1950 | 


7, 1950 
20, 1950 
26, 1950 
31, 1950 


1. 


Various _.....- 
1 F2H-2 


Various 


| 42 Kits....___- 


179 F2H-2..._-. 
47 F2H-2 


25, 1950 |__. 


6, 1950 

| 96 F2H-2 
19, 1950 | 
25, 1950 | 


31, 1950 | 


16, 1950 
11, 1950 


5, 1950 
1, 1950 


2, 1951 | 


4, 1950 | 


25, 1950 
29, 1950 


6 F2H-2N 


Various. - _- 


27,1950 |____.- 
29, 1950 | 


22, 1950 


27, 1950 | - 


22, 1950 
2, 1951 


7, 1950 


11, 1951 


24, 1951 
16, 1951 
25, 1951 


15, 1951 
14, 1951 
21, 1951 


9, 1951 


178 F2H-2 
3H. B.. 


417, 504. 6 
38, 427. : 


0 
378, 544 
0 


900. 
663. ¢ 


0 
608. 


(12, 964. 
7, 391. 
0 


19, 716. 


11, 435. 92 
(500, 000. 


676. 08 
18, 456. 90 
(356. 00) 
3, 474. 24 
0 


53, 407. 


0 
0 


723, 292. 
12, 192. 
0 


0 
(4, 173, 564. 
141, 202. 6 


8, 027. 
0 
0 
0 
0 
0 
0 
0 
106, 684. 6 


23, 064. 
0 





Question 21. 


Changes 


AIRCRAFT PRODUCTION COSTS 


AND 


Changes and amendments—Contract NOa 


Description 





Amendment No. : 
Amendment No. 5 
Amendment No. & 
Amendment No. ! 
Amendment No. 5: 
Amendment No. ! 


Amendment No. 5 


Amendment No. 58 


A mendment 


P=. 
60. 

Amendment 
61. 

Amendment 

Amendment 
63. 

Amendment 
6A. 

Amendment 
65. 


Amendment 
66. 

Amendment 
67. 

Amendment 
68. 

Amendment 
69 


Amendment 


70. 
Amendment 
71 


ei. 
Amendment 

72. 
Amendment 

73. 
Amendment 


74, 


Amendment No. 


Amendment No. 76_ 


Amendment No. 77. 


Amendment No. 
Amendment No. 7 


Amendment No. ! 


Amendment No. 


Amendment No. 8: 


Amendment No. 8% 


Amendment No. ! 
Amendment No. 


Amendment No. 86_ 


Amendment No. 


Amendment No. 88 


No. 
No. 
No. | 
No. 
No. | 
No. 
No. | 


Confirmation of detail spare parts 
ordered (partial). 


Kits, quick disconnect assembly __-.- 


Kits. changes 
System. 
Kits, AN/APX-4 equipment 


Kits, power 
visions. 
Kits, replacement of high pressure 

eheck valve. 
Kits, changes in oil pressure trans- 
mitters and pressure indicators. 
Kits, AN/APG-30 ranging radar 
equipment. 

Kits, replacement of AM-142/AIC 
mixer amplifiers 

Kits, rear view mirror 


in electrical power 


and starter cireuit re- 


Kits, modification of fuel quantity 


gaging system and service bulletin. 
Kits, replacement of P-3 compass 
with G-2 compass. 
No amendment negotiated to date 


Kits, provisions for fuel flow indica- 
tors. 


Kits, partial production installation | J: 
of provisions for fuel flow indica- 


tors. 
Handbook revisions 


Ist and 2d trial installation ofAN 
APG-36 radar. 

Instrumentation for catapult test- 
ing. 

Confirmation of detail spare parts 
ordered (partial). 


| Confirmation of detail ground han- 


dling equipment (partial). 
Handbook revisions 


Kits, modify gun camera circuit and 
service bulletin. 

Kits and service bulletins for instal- 
lation and removal of emergency 
fuel system check switch and 
light. 


5.; Confirmation of detail spare parts 


ordered (partial). 


Trial installation and provisions for | 


AN/APQ-41 radar. 

Confirmation of detail spare parts 
ordered (partial). 

Tests for F2H-2 wing. - - 

Kits, E-1737-1 inverter and provi- 
sions for space and weight of No 
1725-1 inverter. 


Kits, revised instrument false panels 


Service bulletin to enable fleet activ- 


ities to modify powerplant control 
quadrant. 
Kits for fleet installation of quick 


removable access door for replace- | 


ment of AN/APG-30 radar 
service bulletin. 

Handbook revisions 

Handbook revisions 

Kits, automatic dimming provisions 
for warning lights. 


and | 


| July 


Kits, waterproof limit switch hous- 


ings and service bulletin. 

Kits, modifications to canopy jet- 
tisoning mechinism and service 
bulletin. 

Service bulletin for deletion of tail 
flood lighting. 


July 
June ; 


June 


Sept. 


Date 


Jan. , 1952 
, 1952 
5, 1951 
}, 1951 


Jan. 
June ‘ 
June ‘ 
}, 1951 
7, 1951 
, 1951 
July 16,1951 
.-.do 
do 
Aug. 27,1951 


12, 1951 


Se ey mber 
| 51. 


, 1952 


s) 9768 


PROFITS 


2179 


-Continued 


. Monetar 
scope " ty 
: value 


132 F2H-2 

170 F2H- 2and 
2N 

9 F2H-2 

5 F2H-2N 

76. F2H 2 and 

160 F: 2H-2: 
2N. 

17 0 “ 2H-2 and 


and 


154 ¥ 2H-2 
155 F2H-2 
17 — 2H-2 and 
a F 2H-2and 


ll PSH. 


3,1951 ; 2 


, 1951 


23, 1952 


7, 1952 


§, 1952 


Feb. 29, 1952 


Feb. 15, 1952 


Apr. 


Mar. 
Apr. 


, 1952 


5, 1952 
1952 


Apr. 23, 1952 


Apr. , 1952 


Apr. 25, 1952 


May 26, 1952 
y 1952 
July 30, 1952 


July 31, 1952 


Aug. 12, 1952 


July 31, 1952 


151 F _— 2and 
a kits 
iS B. 


141 F2H-2 


137 F2H-2 
ind 2N. 
5. B 


148 F2H-2 


1H.B 

4H. B 

148 F2H-2 
and 2N 

150 F2H-2 
and 2N 

147 F2H-2 
and 2N 


18. B 
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Question 21. Changes and amendments—Contract NOa(s) 9768—Continued 





| 


Description ‘ Monetary 


Changes 


Amendment No. 89. 


Scope 





Kits, modification of power plant | 
control quadrant. 

Kits, modifying delivered spares for | 
laminated assembly. 


| Kits, modifving delivered spares for | | 


Amendment No. 90 


Amendment No. 91 


Amendment No. 92 


Amendment No. 93 


Amendment No. 94 
Amendment No. 95 


Amendment No. 96 


Amendment No. 97 | 


Amendment No. 98 


Amendment No. 99-| 


Amendment 
100. 

Amendment 
101. 


Amendment 
102. 


Amendment 
103. 


Amendment 
104. 
Amendment 
105. 
Amendment 
106. 
Amendment 
107. 
Amendment 
108 


Amendment 
109. 
Amendment 


110. 
Amendment 
lll 


Amendment 
112 


Amendment 
13. 


Amendment 


A mendment 
115. 


Amendment 
116. 


Amendment 
117. 
Amendment 
118. 
Amendment 
119, 
Change A 
Change B 


Change C 


No. 
No. 


No. 
No. 
No. 


| Confirmation of detail spare 


cover assembly and quadrant 
assembly. | 
Material and services for MK5l 
pylon and aero X61A. 
Additional technical services and 
spire parts for AN/APG-36 radar. 


| 156 F2H-2 
} 


Mar. 2,1953 


Feb. 12, 1953 | 


Trial installation and flight test of | N 


Mark 12 Mod O guns. 

Kits, manual fuel transfer control | 
system and service bulletin. } 

Kits, modifying delivered tip tanks_} 

Kits, modify quadrant assembly 

Confirmation of detail spare parts 
ordered (partial). } 

Confimation of detail spare parts 
ordered (parti). 

Confirmation of detail spare parts 
ordered (parti). 

Confirmation of detail ground han- | 
dling equipment (partial). 

Confirmation of detail spare parts | 
ordered (partial). 

parts 
ordered (partial). 

Spare kits, Incorporate changes re- 


flying hoods. 
Service 
shift device 
system. 
Spare kits, incorporate 
resulting from AN/ARC- 
lation. 


in aileron control 
changes 
27 instal- 


| Price redetermination model F2H-2, 


$525,902.00spare parts ($847,275,64). 


| Refund from subcontract on price 


redetermination basis. 
Kits, 
and service bulletin. 
Spare Kits, electrical changes 
Confirmation of detail spare parts 


able for spares (partial). 
do 


do 
.do 


Handbook revision 


| Kits, ventral armor plate_-- 


Spare 


Kits, microswitch housing- 


Material and services for trial instal- | 


lation of ventral armor and service 
bulletin. 

Kits, 
tral armor. 

Kits, ventral armor plates- -- 

Trial installation of aileron gear ‘shift 
and service bulletin. 

Kits, aileron gear shift in airplanes 

Kits, aileron gear shift in spare parts 

Confirmation of detail spare 
ordered (partial). 

No amendment negotiated to date__- 


True depreciation of emergency fa- | 


cilities. 
Change to contractor-furnished and 
installed C-127/are control box. 


Finishes, insignia, markings and ex- | 


ternal color. 
Improve fire contro] system 


| June 15, 
sulting from installation of blind 
| 


bulletin for automatic gear | 


| July 
blind flying hood provisions | 
| Oct. 


| Dec. 
ordered and increase amount avail- | 


-| Dec. 


| Dee. 


| Jan. 


provisions for attaching ven- | 


"Mar. 
parts 


. 17,1952 
. 12,1952 


7. 10, 1954 
y. 29, 1954 


1953 
....do 
June 22, 1953 


Feb. 12, 1954 
15, 1953 
Oct. 21, 1953 
20, 1953 


1, 1954 


Nov. 14, 
23, 1954 
31, 1954 
18, 1955 
Jan. 11,1955 


. 29, 1954 


24, 1955. 


Dec. 8, 1954 


Mar, 24, 1955 | 
| 


July 
Feb. 21, 1949 


Sept. 


| 165 F2H-2__.- 


1954 | 





26, 1949 | 


28, 1949 | 


80 kits 


52 kits_...._. . $2, 147. 20 


Various 52, 004. 00 
1 F2H-2N_-_-_- 
1 F2H-2N...-- 


163 F2H-2 


20, 104. 37 
136, 992. 00 


358 kits 
54 kits___- 


818. 
49, 400. 
155, 759. 


1, 340. 


10, 203. 


2, 959. 6: 


(321, 373. 6 


108 Kits 


116, 161.7 





ae kite........1. 
150 kits....... 


138 F2H-2 
225 kits_- 


179 F2H- 2and | 
2N 
179F 2H 2and 


123 ¥ 2H-2.. 16, 608. 
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Question 21. Changes and amendments—Contract NOa(s) 9768—Continued 


Changes 


Change D---- 


Change E 
Change F_- 


Change G-.- 


Change H.- 


Change I_- 
Change J 
Change J 
sion No. 1). 
Change K__-- 
Change L 
Change M 
Change N----- 
Change O-_- 
Change P_- 
Change Q 
Change R a 
Change R (Revi- 
sion No. 1). 


Change S---- 
Change T 


Change U 
Change V 


Change W 
Change X 


Change Y 
Change Z_-- 


Change Z (Revi- 
sion No, 1). 
Change AA- 


Change AB- 
Change AC_. 


Change AD 


Change AE 


| Rear 


| Additional 


| AN/APX-6 I. F. 


Description 


Electrical equipment changes 


Modification in mockup board report 

Remove stowage provisions for plot- 
ting board. 

Eliminate iastallation of ash tray 


Fuel system provisions for limited 
inverted flight operations and 
service bulletin. 

vision mirror and 

bulletin. 


service 


oxygen and 


service bulletin. 


cylinder 


Delete service bulletin... -.---- - 


Changes to electrical power system _- 


Replacement of pilots quick dis- 
connect assembly. 


| Replacement of A M/142/A1C mixer__| 


amplifier and service bulletin. 
AN/APG-30 radar (prototype and 
tests). 


| Specification changes 


| Modify CK-1 camera and power-on 


light. 


| Fuel flow meter installation and 


service bulletin. 
Bomb rack and rocket launcher - - 
Provisions for bomb rack and rocket 
launcher combination aero 14A on 
wings. 
Cabin pressure regulating valve 
Replace P-3 compass with G-2 and | 
service bulletin. 
Replace present recorder 


with | 
photographic panel recorder. 


| Provision for emergency fuel system 


check switch and warning light. 


| Trial installation of E 1725-1 inverter. 


Blind flying hood and trial installa- 
tion. 


| Mamual fuel control transfer system - 
| Modify instrument 


panel lighting 
and service bulletin. 

Delete mockup for revised instru- 
ment false panel. 


| Automatic dimming provision for 


warning lights, trial installation, 
ground and flight tests and service 
bulletin. 


| Revise power and starter circuit ___- 


Incorporate items of approved 
mockup board report dated July 
20, 1949. 

Cockpit lighting and service bulletin 


F. radio equip- 
ment and service bulletin and 
delete AN/APX-1 I. F. F. and 
AN/APX-2a I. F. F. radio equip- 
ment. 


Total changes and amend- 
ments contract Noa(s)-9768. 





Oct. 


Jan. 
Feb. 


Apr. 


Aug. 


May 


May 2 


June 
May 
‘ial 
Aug. 
Oct. 
July 


Aug. 


Monetary 


Date A 
value 


31, 1950 


17, 1950 
21, 1950 


18, 1950 


10, 1950 


28, 1951 
, 1951 
, 1952 


28,1951 | 95 F2H 2 


8 F2H-2N 
van - 
24, 1951 
12, 1951 


5, 1951 


Sept. 27 


Feb. 


Oct. 
d 


Dec. 


— 


Dec. 27 


_.do 


12, 1951 


26, 1951 


, 1951 


Dec. :‘ 
Mar, : 


July 


Apr. 


Sept. 


Aug. 


Aug. 


Aug. 


Various 


1 F2H-2 


18, 1952 


25, 1952 
14 F2H-2N 
14,1952 | 16 F2H- 
1 F2H-2 
164 F2H 
14 F2H 


, 946. 


15, 1952 . 680. g 


9 
P 
9 


N 


658 





Amendment 


Amendment 


4 mendment 


Amendment 


Amendment 


Amendment 
Amendment 
Amendment 
Amendment 
Amendment No. 10 
Amendment No, 11. 
Amendment No. 12 
Amendment No. 13 
Amendment No. 14 


Amendment No. 15 
Amendment No. 16 


Amendment No. 17. 
Amendment No, 18_} 


Amendment No. 19 
Amendment No. 20 
\mendment No, 21 
Amendment No, 22 
Amendment No. 23 
Amendment No, 24 
Amendment No, 25 
Amendment No. 26 


Amendment No. 27. 
Amendment No, 28.} 


Amendment Not 29.! 


Amendment No. 30 
Amendment No. 31. 


Amendment No. 32 


Amendment No. 33. 


Amendment No. 34. 


Amendment No, 35. 


Amendment No. 36. 


Amendment No. 37 


Amendment No. 38 
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| 


| 











Changes | Description } Date Scope onto 
| value 
i ‘eran sabia | 
No. 1.| Dee alphabetical specification | May 22,1950 | 227 F2H-2 ($356. 00) 
indices. | 
No. 2.| Additional F2H-2 airplanes, addi- | June 30,1950 | 6 F2H-2....- 983, 400. 00 
tional spare parts, and ground | | 
handling ameneniie | 
No. 3 .do oo al ta .| Dee. 27,1950 | 81 F2H-2 13, 147, 758. 00 
No. 4_| Interim price redetermination of | Jan. 22,1951 | 227 F2H-2 (8, 413, 736. 00) 
F2H-2 airplanes, spare parts and | 
ground handling equipment. 
No. 5_| Delete conversions to F2H-2N and | Mar. 14,1952 | 227 F2H-2--_- 676, 985. 00 
provide for conversions to F2H- | 
2P and increase in price of spare 
parts and ground handling equip- 
ment, 
No. 6_, To provide for change in preserva- | June 5,1951 |_-- 0 
tion, packaging, packing and | 
marking provisions of spare parts. | 
No. 7_| No amendment negotiated to date__|__- : 0 
No. 8.| Kits—replace high pressure oxygen | Oct. 30,1950 | 33 kits € 326. 70 
check valve. 
No. 9_, No amendment negotiated to date __|_. teks ie 0 
Replace contractor-furnished con- | Oct. 6, 1952 | 169 F2H-2__- (915. 00) 
nector with Government fur- 58 F2H-2P--_-- 
nished. 
| Pilot's optical viewfinder _-__- Feb. 8, 1952 | 58 F2H-2P 773, 655. 00 
Change in percentage of progress | Dec. 26, 1951 0 
payments. 
Confirmation of detail ground han- | Feb. 6, 1952 |- a 0 
dling cekanmiabaanne Gee. | | 
do te Feb. 20, 1951 | 0 
| 
! 
No amendment negotiated to date. _|_..... ...--.-2-j...2.--.-- ee. 0 
| Continuous strip aircraft camera, | Feb. 15, 1952 | ire see 24, 156. 00 
conduct ground and fight tests. 
Blind flying hoods__.............-. | Dec. 4,195) | 160 F2H-2__._- 13, 597. 30 
Modify airplanes to incorporate pro- | Jan. 4,1952 | 3 F@H-2._._._. 218, 495. 00 
visions for special] stores and flight | } 
test each plane. Furnish services | 
of one pilot and two observers. | 
Ground handling trucks for load- | | 
ing. | } 
Confirmation of detail spare parts ll 0 
ordered (partial). 
Photo panel recorders --_-- .| Feb. 6,1952 | 8 F2H-2P_-- 6, 216. 00 
Kits—isolating relay and test switch_| Jan. 12,1952 | 49 F2H-2 7 1, 239. 70 
Confirmation of detail spare parts | Feb. 12,1952 |_..........____- | 0 
ordered (partial). 
= nD Ee ET. Sees ebb  kceanddensanceed 0 
0 Sa ee NSO SDs oe Dat eee 0 
eats OR See a eS ee Eee te eee 0 
Revise engineering drawings as a | Mar. 4,1952 -.-........._--- 968. 00 
result of BuAer change request. | 
No amendment negotiated to date--|._......_...__-|_--- cnt 0 
Install AN/APQ-@0 radar_......___| July 28,1952 | 169 F2H-2 am 233, 944. 00 
| i 5S F 9 2P 
Confirmation of detail G. H. E. | Apr. 10,1952 |.____- 103, 146, 27 
ordered (partial). | 
do. BI Me 0 eS Se (668. 98) 
Confirmation of detail G. H. E. | May 7, 1952 1, 206. 37 
| ordered (partial). 
| Confirmation of detail spare parts | May 8, 1952 | oe 0 
| ordered (partial). | 
Negotiated price for incorporation | Apr. 17,1952 | Various 2, 025. 00 
wing leading edge slats in F2H-2 | | 
rior cancellation. | 
Kits—quick removable access doors | Apr. 28,1952 | 50 - 11, 176. 00 
for replacement of AN/APG-30 | 44 spares. 
radar and gun sight servo, replace- | 
ment spares. 
Publication revisions and supple- | Apr. 11,1952 | 4H.B 122, 783. 92 
ments. 
Kits, modify powerplant contro] |__.._-- 142 F 2H-2 and 
quadrant. . 
Kits, modify delivered spares for 25 kits. 
laminated subassembly. 
Kits, modify laminated subassem- | May 12,1952 | 31 kits 694. 10 
bly and quadrant assembly. 
Confirmation of spare parts and | July 22, 1952 ee 25, 174. 30 
G. H. E. packing charge (partial). 
Install aerial camera and conduct | June 11,1952. 1 F2H-2P 11, 648. 03 
ground and flight tests. 
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Changes | Description Date Scope memes 
Amendment No.39_| Confirmation of detail spare parts | July S| ; 0 
| ordered (partial). 
Amendment wee Maas F2H-2 to F2H-2B—project | Dec. 18, 1952 | 25 F2H-2._.__. $1, 825, 994. 84 
napalm, | | 
semanas ye @. Kits, increase strength of nose land- | Aug. 20,1952 | 139 kits. ____ 4, 040. 00 
ing gear. 
Amendment No.42.! Kits, incorporation of fuselage |.....do.__....| 118 F2H-2... 11, 229. 10 
| ventral] armor. | 
Amendment No. | Kits, modification to canopy jet- |_....do__.- 26 F2H-2B 1, 534. 00 
|  tisoning mechanism. and 2P. 
Amendment No. 44.| Kits, in-flight refueling provisions, | ----- a0... 19 F2H-2B._- 155, 610. 00 
| __ project napalm. | 
Amendment No. 45,| Kits, automatic control rate chang- |____-_- oe ee 52 ¥ | Se eee 
| ing device in aileron control. 
Kits, tension plate assembly ________ eos | g3 F 9-4 and |_............_- 
| 2P. 
Kits, modify delivered spares_-- | Sept. 17,1952 | 34 kits 61, 328. 10 
Amendment No. 46.| No amendment negotiated to date_- = 0 
Amendment No. 47_| Rearrange six flight instruments__._..| Oct. 6,1952 | 6 F. I 442. 00 
Amendment No. 48.| Confirmation of detail G. H. E. | July 16,1953 Pog Ee (34, 713, 16) 
ordered and decrease funds avail- 
able (partial). | 
Amendment No. 49.| No amendment negotiated to date_-_|__-- 0 
Amendment No. 50_| Kits, T-73 control system, project | __- 28 F2H-2B_-- es 
napalm. | 
Kits. ae delivered spare panel | Mar. 8,1953 14 kits___- 18, 974. 31 
assemb } 
Amendment No. 51_| No ae negotiated to date-__|-_- . 0 
Amendment No. 52.| Reproducible copy of service bulle- | Feb. 12,1953 18. B : 8, 424, 35 
tin for P-3 autopilot system. 
Amendment No. 53.|| Handbook revisions. _| Apr. 27,1953 | 3H. B 44, 289. 00 
Amendment No. 54.| Final price redetermination of F 2H- | July 29,1953 | 227 F2H-2.- 3, 592, 612. 84) 
2 airplanes. Spare parts and 
ground handling equipment. 
Amendment No. 55.| Handbook revisions---- | Apr. 27,1953 | 1H. B 727.00 
Amendment No. 56_ aoe Eeveny spare for blind flying June 10,1953 | 58 kits 668. 42 
| 
Amendment No. 57. Kits, provisions for AN/ARC-27 |--.---- 216 F2H-2, 2 
5 F. radio. 2P 
Kits, modify delivered spares- -| June 25.1953 | 164 kits 128, 064. 79 
Amendment No. 58} Modify F2H-2 to F2H-2B, project Oct. 15,1953 | 6 F2H-2 517, £37. 00 
napalm. 
Amendment No. 59! Trial installation of provisions for |--- 1 F2H-2P 
night reconnaissance and faster 
| cyclins cameras. 
ke cle sabeebtics wise 18. B 
Mee eS Siesta ines .| 55 F2H-2} 
Drawings and installation instruc- |....----_-- | 1 set 
tions. | 
Night camera panel assemblies......| July 24.1950 | 24 assemblies ], 234, 193. 02 
Amendment No. 60_| Handbook revision. -| June 25,1953 | 5H. B....__- 129, 114. 00 
Amendment No.61.| Confirmation of detail ground han- ft eee 7. 742. 96 


dling equipment ordered and in- | 
| erease available funds (partial). } 

Amendment No. 62_; Confirmarion of detail spare parts | July 28,1954 ____- aeenae 575, 359. 86 
ordered and increase available 
funds (partial). 

Amendment No. 63_| No amendment negotiated to date--_}-.....-..-- ! 


Amendment No. 64_| ----- eek wie i maiecneinice init ca seid fey SREP EN PEELE 

Amendment No. 65 | ----- do. Sein tcabeel dahlia ene cessicand aT : te 

Amendment No. 66_| Handbooks for F2H-2B__.--_.-____- | June 30,1953 | 2H. B___-_- 70, 447. 00 

Amendment No. 67.| Handbook revision_- ‘ Se" “eee +. & 13, 462. 97 

Amendment No. 68_| Kits, modify delivered spares “for. |} Aug. 19,1953 | 98 kits__-. } 4. 789. 26 

canopy jettisoning mechanism, 

Amendment No. | Trial installation of audio alerting | Sept. 21,1953 | 1 F2H-2______. 5, 879. 40 
69. } system and service bulletin. 

Amendment No. | No amendment negotiated to date__|}_.....-..2--- 2) eee 0 
70. | 

Amendment No. | Change in insurance clause......_._- _. = 2 es: 0 
71. 

Amendment No. | Confirmation of detail ground han- | Jan. 6,1954 |_______-_-..- 843. 54 
72. | dling equipment ordered and in- } 

crease available funds (partial). 

Amendment No. | Handbook of operation, mainte-| Feb. 1,1954' 1H. B____._.- | 5, 330. 00 
73. | nance and repair installations. | 

Amendment No. | Flight handbook.__............_...- Apr. 27, 1954 |_.--- | a | 3, 398. 12 
74. | 

Amendment No. | Kits, P-3 autopilot--.-..........-.-- Aug. 24,1954 | 75 F2H-2P____] 25, 599. 01 
75. i 

Ame ndment No. | Handbook of maintenance instruc- | Dec. 27,1954 1H. B___-- ‘ 41, 144, 94 
76. \ tion. 

74721—56 57 
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PROFITS 











Changes Description Date 
Amendment No. | Correction to amendment No. 62....| Oct. 8, 1954 
77. | 
Amendment No. | Additional external auxiliary fuel | Mar. 2, 1955 
78. | tanks and service bulletins to pro- 
vide for special long-range photo- | | 
| graphic missions, 
Amendment No. | No amendment negotiated to date__|_.._........__- 
79. 
Amendment No. | True depreciation of emergency fa- | Feb. 16, 1955 
80. | ¢ilities July 1951 through Decem- | 
- | ber 1954. 
a eee Remove stowage provisions for | Mar. 31,1950 
| knee-pad chart plotting board. 
Ghenge B....-.... Remove ashtrays_.........-.....---- Aug. 18, 1950 
Change C.......... Install lighting provisions and make | May 1, 1951 | 
| changes in mockup board report. 
Change D.....-....- Replace high-pressure oxygen valve | May 28, 1951 
and service bulletin. | 
Change E......-..-.- Quick disconnect in camera vacuum | June 8, 1951 | 
lines in lieu of manual valve. | 
Chanee PF .....25.< Shock mounting for oil pressure | May 28, 1951 
| a and replacement of | 
G.F. E. } } 
Change G........-.. Ro a es aa! do Lae 
2 | ee Replace oxygen cylinder___....-..._|____- do EN 
«> es Replace quick disconnect assembly-__|__-__- Oe 
Oo”: a Install resistance network in lieu of | Aug. 5, 1951 
a mixer amplifier. 
i Eas Provisions for combination bomb | Aug. 3, 1951 
racks and rocket launchers. *| 
Change L 4 Revise fuel quantity gage system_-__.| July 27,1951 | 
Change M_......... Replace servo switch on camera con- Aug. 3,1951 | 
te and change color of power on | 
light. 
Ohange N.......-.. Relocate national insignia__.....___- Oct. 5, 1951 
Change O____......| Modification of cabin pressure reg- | Oct. 12,1951 | 
ulating valve. | 
Chanee ?...<..... Replace Government-furnished oxy- | Dec. 27, 1951 
gen regulator. | 
Change Q Provisions for gun heating system___|__._.do ; 
Change R Install photographic panel-recorder Dec. 8, 1951 | 
Change S Delete arresting cable kickoff cylin- | Jan. 3, 1952 | 
der. 
Change T Install isolating relay and _ test | Dec. 27,1951 
switch in gun camera circuit. 
Change U | Incorporate mock-up hoard changes_|_._..do ‘ 
Change V Install AN/APG-30 radar_____-- Dec. 26,1951 | 
Change W Yaw damping provision in P-3 | Dec. 27,1951 
automatic pilot. | 
ObnNs Ba... ...2.-- Manual contro] fuel transfer system ee 
Change Y _| Changes to accomplish standardiza- ‘s 
| tion of instruments. 
Provide strength provisions for | Dec. 27, 1951 
725-1 inverter. 
Change Z........-- | Quick removable access doors and | Jan. 28, 1952 
| service bulletin. 
Change AA -| Modify powerplant control quad- | Dec. 27, 1951 
rant. 
Change AB _| Replace canopy and windshield_.._.| Feb. 4, 1952 
Change AC Revised instrument false panel Jan. 28, 1952 
Change AD = Automatic yaw damper stabiliza- | Apr. 17, 1952 
tion. | 
Change AE -----| ‘Branch of service’’ markings. Apr. 5, 1952 
Change AF - | Delete tail floodlighting__-_-_- Apr. 28, 1952 
Change AG__-..-.- | Automatic warning light dimming | June 5, 1952 
| provisions. 
Change AH ..--..--- | Provisions for installation of detach- | Aug. 18, 1952 
able lower fuselage ventral armor. 
Change AI........- | Increase strength of nose landing | July 2, 1952 
| gear, 
Change AJ__......-| Removal of kneeling controls and | Aug. 21, 1952 
| service bulletin. | 
Ohange AK _-......- | Modified preejection mechanism _--- iets css 





| 40 F24-2N____ 


| 58 F2d-2P__- 


| 169 F24-2 


-2P__..| 


| 169 F2H-2 


<a 





Scope 


Monetary 
value 





92 F2H-2 " 
8 F2H-2P_...- 
92 F2 1-2 


40 F24-2N.___| 


-2P 


58 F2H-2P__- 


169 F2"I-2_- 


169 F2H-2.. 
58 F2.1-2P. 


50 F2 
169 F24-2 
58 F2.‘-2P. 
117 F2H-2 


58 F2H-2P_.-- 
169 F2H-2 
58 F2H-2P- 
169 F2H-2 


58 F2H-2P _- 
169 F2H-2 


| 58 F2H-2P_- 


91 F2H-2 ee 
46 F2H-2P--- 
117 F2H-2.._-- 
60 F2H-2P-.-- 
181 F2H-2__-- 
52 F2H-2P-_- 


..do 


§5 F2H-2._...-. 
28 F2H-2P- --- 


70 F2H-2.. __.| 


37 F2H-2P-. 
169 F2H-2 


58 F2H-2P___- 


13 F2H-2 


143 F2H-2 
58 F2H-2P 


54 F2H-2P____ 


0 
219, 237. 30 


0 
222, 636. 00 


(1, 657. 60) 


(445. 00) 


10, 986. 80 


888. 80 


(1, 276. 00) 


17, 484. 50 


. 00 
00 
00) 
80 


8. 60 
3. 40 





320. 
210, . 20 
5, 710. 00 
798, 779. 94 
1, 694. 00 
(630. 00) 

55, 868. 50 
39, 086. 00 
23, 968. 
5, 308. 


8, 655. 








AIRCRAFT PRODUCTION COSTS AND PROFITS 


Question 21. 


Changes and amendments—Contract NOa(s) 





Changes 


Description 





Change AL 


Change AM 
Change AN 
Change AO 


| 


ik 


| AN/ARC-77 radio, trial installa- 


tion, ground tests 
bulletin. 
Relocated P-3 autopilot controller 
and service bulletin. 


and service 


matic pilot. 
Automatic gear shift in aileron con- 
trol system. 
artial termination resulting from 
change authorization. 


Total changes and 
mends contract 
10481. 


N Oa(s)- 


esults of flight tests of P-3 auto- | 


amend- 


| 


Date 


Sept. 2, 1952 


Oct. 7, 1952 
Dee. 23, 1952 
Feb. 10,1953 


10481 


117 F2H-2 
50 F2H-2P_ 
Various. 


-<C 








Question 21. 





Changes 


Description 





Amendment No 








Amendment No. 


Amendment No. 
Amendment No. 


Amendment No. 
Amendment No. 


Amendment No. 


Amendment No. 
Amendment No. 


Amendment No. 


Amendment No. 


Amendment No. 


Amendment No. 


Amendment No. 
Amendmertt No. 
Amendment No. 


Amendment No. 


Amendment No. 


Amendment No. 
Amendment No, 
Amendment No. 


Amendment No. 
Amendment No. 


Amendment No. 
Amendment No. 


Amendment No. 


2. 


o oe wr 


o on 


13_ 


~ 


16 


17 





Blind flying hoods---._-....---.--- ~~ 


No amendment negotiated to date 

Wing leading edge slats, prior to 
cancellation. 

No amendment negotiated to date 

Design data for operational flight 
trainer. 

Confirmation of detail ground han- 


dling equipment ordered (partial). | 


..do 


.| Cancelled, no amendment will be 


issued. 

Interim price redetermination F2H- 
2P airplane. 

Study, trial installation, flight test 
gunsight and radar scope recording 
provisions. 

Kits for mounting gunsight and 
radar scope recording installations. 

Materials and services to 
ment F2H-3 for BIS, trials, sta- 
bility and control phase and one 
technician. 

Cancelled, no amendment will be 
issued. 

Rough draft and reproducible copy 
of handbook of special stores in- 
structions and parts catalog. 

Reduction in number of F2H-3 air- 
planes, spare parts and ground 
handling equipment. 

Reproducible copy of handbook of 
overhaul instructions and _ illus- 
trated parts breakdown handbook. 

Change in clause “Termination for 
Convenience of Government.” 

Airframe component for F2H-2 
operational flight trainer. 


18 Confirmation of detail ground han- 


19 
20 


21_| Install and fli 


22 
23 


24 
25 


26- 


} 








| 


dling equipment ordered (partial). 
Naval air maintenance trainer 
No amendment negotiated to date 
ght test aero 6A auto- 
matic fire control. 
Handbook revisions_-_--......------- 
Components for F2H-3 operational 
flight trainer. 
Handbook revisions 


Kits, service installation of M-3 
guns. . 2 
Interim price redetermination 


F2H-3 airplanes, $19,254,000. 
Spare parts and ground handling 
equipment, $4,043,340. 


instru- | 





2, 1953 


Feb. 2, 1953 


9 


Nov. 


1951 


June 30, 


y 26, 


May 20,19 
Apr. 30,19 


1953 
1953 


June 8, 1953 
June 22, 1953 


June 3,1953 


1953 


1953 | 


} 
| 
| 


Scope 


400 F2H-3 
30 F2H-2P 


30 F2H-2P-.. 
1 F2H-3 


399 F2H-3 
1 F2H-3 


400 F2H-3.._. 


~ 


2185 


ontinued 


Monetary 
value 








$19, 599. 00 


27, 092. 00 
84, 879. 00 
168, 189. 48 
22, 803. 49 
10, 690. 55 


180, 896. 03 


15, 986, 521. 71 


| Monetary 


value 


$26, 470. 80 


0 
4, 551. 00 


0 
23, 150. 00 


-| 0 


| 0 
0 


908, 649. 60 


31, 856, 19 


47, 679.00 


35, 783. 00 
| (11, 919, 886. 00) 
(2, 693, 992. 00) 


6, 239. 00 


0 

2, 848. 25 
0 

758, 663. 00 
0 

679, 503.15 


109, 137.00 
15, 467.08 


43, 753. 00 
24, 391.05 


23, 297, 340. 00 
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Changes | 


Description 





Amendment No. 27 | 
| 
Amendment No. 28_| 






















































Amendment No. 29 


Amendment No. 30 
Amendment No. 31 


Amendment No. 32.) 


Amendment No. 33.| 


Amendment No. 34 | 
Amendment No. 35.| 


i 
Amendment No. 36 | 
Amendment No. 37 

| 


Amendment No. 38 | 
Amendment No. 39 


Amendment No. 40.| 


Amendment No. 41 
Amendment No. 42_| 


Amendment No. 44 
Amendment No. 45 
Amendment No. 46 
Amendment No. 4 

Amendment No. 48_ 


Amendment No. 49 


Amendment No. 50 
Amendment No. 51 
Amendment No. 52 


Amendment No. 53.} 
Amendment No. 54_| 
Amendment No. 55_| 


Amendment No. 56_| 


Amendment No. 57 
Amendment No. 58_! 
Amendment Nob. 59 
Amendment No. 60 
Amendment No. 61 


Amendment No. 62 


Amendment No. 43.|- 


Kits, incorporate elevator trim posi- 
tion indicators light and switch. 
Kits, installation of new component 

yaw trim control. 
Kits, installation of Eclipse-Pioneer 
servo adapter. 


Service bulletin and kits, installa- 


tion of dipole antennas on hori- 
zontal stabilizers. 

Design, tool and trial installation 
of vacuum jet ejector system, 
service bulletin and kits. 

Develop, test, demonstrate, incorpo- 
rate in production, and provide 
kits for retroactive service installa- 


tion of, special stores provision and | 


separation devices, inflight refuel- 
ing, and landing gear modification. 
Kits, incorporate provisions for A N/ 
ARC-27 U. H. F. radio equip- 
ment in F2H-2P airplanes, and 
spare parts. 
Handbook revision__- 


Change in specifications of hand- | 


book of overhead instructions with 
illustrated parts breakdown. 
Revision of subparagraph (c) of art. 
32 of the general provisions. 
Confirmation of detail ground han- 
dling equipment ordered (partial). 
Handbook revision---..........--.-- 
Confirmation of detail ground han- 
dling equipment ordered (partial). 
Revision of section T ‘‘Letter of in- 
tent’. 
Arresting cable ejector mechanism, 
prior to cancellation. 


Confirmation of detail spare parts 
ordered (partial). 
_.do ihc rantlaccetactl a 
Reproducible copy of various hand- 
books 


Confirmation of detail spare parts 
ordered (partial). 

Handbook revision..-_........-.----- 

No amendment negotiated to date 

Confirmation of detail spare parts 
ordered (partial). 

Confirmation of detail spare parts 
ordered (partial) and increase in 
amount available for spare parts. 

— eee ee 

No amendment negotiated to date 

Reproduced copies of service bulle- 
tin and drawing. 

Kits, replacements in mobile main- 
tenance trainer to simulate F2H-3 
configuration. 

Handbook revision_---.-.....---- 


and conduct gun fire tests. 

Kits, modification in fuel system 
tank interconnector flapper valve 
assembly in F2H-3 airplanes and 
delivered spares. 

Kits, incorporate C. F. E. starting 
receptacle and undercurrent relay. 

Service bulletin and kits, master di- 
rection indicator. 


Date Scope Monetary 
| value 
| June 25, 1953 | 30 Kits........| $2, 287.50 
| June 26,1953 | 10 Kits_..._._. 337. 50 
| July 30, 1953._| 60 kits......___ | 18, 984. 00 
June 25, 1953.| 255 kits...____ 62, 053. 58 
June 30, 1953_| 76 kits......__- 47, 005. 40 
| 
| 
Dec. 2, 1953 390 F2H-3____- | 7, 377, 450. 08 
| | 
Nov. 3,1953 | 53kits.........| 17, 460.33 
| ! 
| | 
Aug. 13,1953 | 1H. B__._.__.} 2, 589. 01 
Re SS a eae ee | 0 
Oct. 29, 1953 |------2--------- } 0 
a, 0 
Oct. 20,1953 | 1H. B , 15, 142. 70 
Jan. 8, 1954 |- wat vty 0 
ee: A ee Fe 0 
eb: Sh, 1041-5 <- 5525.2. 4, 837. 84 
Nov. 23, 1953 |__- 0 
| Dee. 15,1953 |- ad 
Apr. 5,1954 | 12 H.B 13, 717. 82 
Jan. 14,1064 |......... 0 
Mar. 9,1954 | 1H. B-. : 41, 105. 00 
. neon » a) 
Jan. 7, 1954 ; 0 
May 17, 1954 |..._-- 78, 348. 69 
Mar. 30, 1954 §2, 643. 93 
wee J 0 
Seduce .| 5 copies. - 1, 005. 74 
Mar. 9,1954 | 4 kits * 246. 64 
Mar. 26,1954 | 1H. B_- 11, 717. 32 
Apr. 7, 1954 do it, 445. 01 
Nov. 26,1954 4 F2H-3 3, 394. 96 
Mar. 9,1954 | 411 kits______ 8, 149. 29 
May 9,1954 | 60 kits 1, 886. 40 


Repairs to F2H-4 airplane, Bu. No. 


127563. 
Repairs to F2H-2P airplane, Bu. 
No. 128871 


Repairs to F2H-3 airplane, Bu. No. 


127538. 
Kits, install bomb/rocket release cir- 
cuit modification in spare outer 
wing panel assemblies. 


Mar 26, 1954 | 256 kits 5% 12, 979. 89 


April 7, 1954 | 1 F2H-4 : 21, 007. 65 
April 6,1954 | 1 F2H-2P 5, 771. 85 
April 19,1954 | 1 F2H-3 12, 118. 81 
April 23, 1954 | 44 kits . 1, 264. 12 
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. Changes and amendments—Contract NOa(s) 





Changes 





Amendment No. 


Amendment No. 


Amendment No. 6 


Amendment No. 


Amendment No. 6 


Amendment No. 


Amendment No. 


Amendment No.7 


Amendment No. 


Amendment No. 7 


Amendment No. 
Amendment No. 


Amendment No. 


Amendment No. 


Amendment No. 7 
Amendment No. 7 


Amendment No. 
Amendment No. 
Amendment No. 
Amendment Nu. 


Amendment No. 
Amendment No. 


Amendment No. 


Amendment No. 


Amendment No. 


Amendment No. 


Amendment No. 
Amendment No. 


Amendment No. 
Amendment No. 
Amendment No. 


Amendment No. 
Amendment No. 
Amendment No, 


Amendment No. 


64. 


69 


70 


Lm: . 
| Spare parts and ground handling 


89_| 


90. | 
91_| 


92. 
93 |. 
94. 


98. 





| Confirmation of detail spare parts 


| Alternate manual means of pulling 


| Kits, modify spare horizontal stabi- 


.| Canceled, no amendment will be | 


Description 





Trial installation of aero 1A range | 
adapter and range servo unit 
Service bulletin and kits_._....__.-- 
Service bulletin and kits, install 
bomb/rocket release circuit modi- 
fication in F2H-3, -4 airplanes. 
Confirmation of detail spare parts 
ordered (partial) and decrease in 
amount available for spare parts. 


ordered (partial) and increase in 
amount available for spare parts. 

Kits, provisions for night reconnais- 
sance and new cycling cameras in 
F2H-2P. 

Confirmation of detail spare parts 
ordered (partial) and decrease in 
amount available for spare parts. 

Activate autopilot in conjunction 
with aft fuselage rework program. 

Fabricate kits for a strut between 
stabilizer and aft fuselage fix and 
service bulletin. | 

Incorporate kits in F2H-3, -4 

Kits, revise AC power distribution 
system and service bulletin. 


ejection seat catapult safety pin. 
Kits, angle of attack indicating in 
mobile training units to simulate 
F2H-3 configuration and service 
bulletin. 
Handbook revision............-.--.. 


lizers for APN-1 radio altimeter 
dipole antenna. 

Incorporate low altitude bombing 
system. 

Incorporate local reinforcements in 
outer wing panel for Douglas 
launcher, 

Handbook revision_-_-....--.-- samen | 





issued. 


sac 
Handbook revision--_.....---- slecinig’l 
Final price redetermination F2H-3, ! 

-2P airplanes-_.--__- ($4, 605, 515. 20) 


equipment __.(1, 266, 169. 78) 
No amendment negotiated to date_- 
Kits to install engine fuel disconnect 

assemblies. 

Spare kits for night reconnaissance 
provisions. 
Trial application for converting to 
mineral base hydraulic fluid. 
Service bulletin  -~--- - 
Incorporation of modified elevator 
trim tab actuator bracket. 
Modify spare elevator trim tabs 
Service bulletin and tooling 
Modification of delivered spare 
stabilizers. } 
Handbook revisions- 





M46 seale model of the F2H-2P and | 

F3H-2N aircraft. 
Handbook revision...... .......--- } 
—— re | 


Service bullentin to change U. H. F. | 
antenna. 

Kits for change U. H. F. antenna___ 

No amendment negotiated to date 


Kits to incorporate the changes to | 
increase the pneumatic supply to 
the MK-Gun feeder system. | 


F2H-3 arresting hook. 


| Feb. 


Instrumentation and calibration of 


April 19, 1954 


April 


Aug. 10, 1954 


April 19, 1954 | 


June 


27, 1954 


Sept. 


July 
Mar. 


8, 1954 
19, 1954 
28, 1955 
June 9, 1954 


May 
July 


27, 1954 


June 21, 1954 


June 


July 


7. 26, 1954 


. 30, 1954 


7, 1955 |} 


1, 1954 |_. 


15, 1955 |_ 


2, 1954 | 


18, 1954 | 


7, 1952 | 


Scope | 
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51-023—Continued 


Monetary 


value 





1 F2H-3......-. bis csingestaieasinnitindy 


100 kite....i.... | 

| 206 kits | 
SP ee 
ee 
30 kits....... ? 


340 F2H-3, 7 


$114, 460. 
71, 423. 


(102, 774. < 


310, 979. 


553, 244. 


(8, 997. 


262, 027 


80 


| 369 kits_....... | ccawerecapeece 


| 340 F2H-3, -4.| 
| 376 kits_...._. | 

| 
294 F2H-3, -4_| 
| 386 F2H-2, -3. | 
i eee 


| 34 F2H-2P__.. 
1 F2H-3.... -.| 


11S.B b 
340 F2H-3, -4_| 


130 spares. | 
18.B 


| Sept. 2, 1954 | 
Sept. 13, 1954 | 75 spares_. 
Jan. 4,1955 |1H.B. 
June 25,1954 | 2 models. --- 
Jan. 4,1955 | 1H. B._.__- 
gan,, 14, 1066 .j.......40,.<..i... 
- “he we 
| Noy. 22, 1954 | 27 kits.........} 
Dec. 29, 1954 | 320 kits... ne 
See Bi Pblensensen4-< 


978 F2H-3,-4.| 


1, 214, 856. 
61, 275. 


100, 847. 


| (5, 871, 684. § 


1, 603. 
1, 254. 
1, 663 
54, 274. 


9, 715. 


6, 875. 


115, 049. 2 


44, 279. 


825. 


24, 233. 
19, 814. 37 


2, 765. 


2, 383. 


( 
109, 87% 


4, 103. & 


13 
41 


47 


40 
99 


99g 
20 
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Changes and amendments—Contract NOa(s) 51-023—Continued 





| 


| 





Changes Description Date Scope atenetary 
Delete requirement to restore Bu. | Jan. 3,1955 | 1 F2H-3_--__-- ($6, 778. 94) 


| 

Amendment No. 99 | 
| 

} 


Amendment 
100. 

Amendment 
101. 

Amendment 
102. 

Amendment 
103. 


Amendment 
104, 

Amendment 
105. 

Amendment 
106. 

Amendment 
107. 


Amendment 


Amendment 
109. 

Amendment 
110. 

Amendment 


A mendment 
112. 


Amendment 
113. 


Amendment 
114. 


Amendment 
115. 


Amendment 
116. 

Amendment * 
117 


A mend ment 
118. 


Change A..__. 


Change B 


|: 


Change D. 


Change F 


Change G 


Change H 


rs 


Change J 


Change RII: 


CRORND Binusesecs 


No. 
No. 


No. 
No. | 


No. } 
No. 


No. | 


No. 
No. 


No. 
No. 


No. 


No. 


Change E........- 





No. 12630 to its original configura- 
tion upon completion of the auto- 
matic fire control program. 

Negotiated claim for termination of 
114 F2H-3 and spare parts. 

Kits for service installation of radio 
access door fume sea] and service 
bulletin. 

Handbook revision.................- 

| Confirmation of detail spare parts 

| ordered (partial) and decrease in 
| amount available for spare parts. 

Kits for trailing edge center section 
wing beef-up and service bulletin. 

Kits for modification of main land- 
ing gear door actuators. 

| Service bulletin... __- 

Kits for outboard 

| hinge fittings. 

Service bulletin, tooling and trial in- 
Stallation. 





forward wing | 


No amendment negotiated to date__!___- 


Revise basic LABS system service 
bulletin. 

Kits of miniaturized AN/ARN-6 
tuning contro] in LABS kits. 

Handbook revisions__.........------ 


Arresting hook instrumentation 


No amendment negotiated to date 


Kits to incorporate fuel shut-off 
valves in tip tank fuel lines. 

Kits of above changes for left wing of 
model F2H-2B. 

Service bulletin and service kit tool- 
ing. 

Cost of True depreciation”’ of emer- 
gency facilities eliminated from 
proposals. 

Kits for modification of aileron trim 
tab and elevator feel trim actuator 
circuits, service bulletin and serv- 
ices for trial installation. 

Confirmation of detail spare parts 
ordered (partial) and decrease in 
amount available for spare parts. 


Kits for APN-1 radio 
dipole antenna. 

Confirmation of detail spare parts 
ordered (partial) and increase in 
amount available for spare parts. 

Modification of gun camera -------- 

Provide for interconnection of the 
angle of attack indicator and the 
landing approach lights. 

Branch of service marking ---..----- 


altimeter 


Incorporation of fire detection sys- | 
tem. 

Incorporation of modified fuel gage..| 

Incorporation of automatic gear 
shift in the aileron control system. 

Substitution of G. F. pilots safety 
belt In lieu of contractor’s fur- 
nished. 

Delete arresting cable kickoff cyl- 
inder. 

Incorporate increased strengthening 
of nose landing gear. 

Delete tail flood lighting --........-- 

Installation visual approach switch 
and ground test. 

Substitution of hydraulic pressure | 
gage for indicator and transmitter. 











Dec. 20, 1954 
Feb. 20, 1955 


Dec. 


Mar. 


27, 1954 


8, 1955 


“Mar. 


' 
' 
' 
' 
‘ 


Feb. 7, 1955 


Feb. 14,1955 


June 13, 1955 


May 9,1955 


May 20, 1955 
6, 1955 


15, 1955 


June 


June 


Aug. 
Aug. 


15, 1952 
13, 1952 


Aug. 14, 1952 


Aug. 15, 1952 
Aug. 14, 1952 


| July 9, 1952 


Oe eee eo 


3, 1955 | 














303 F2H-3, - 
220 F2it_2 


318 F2H-3, -4. 
..| 319 F2H 3,-4..| 


270 F2H-3, -4- 
24 F2H-2B.--- 


aa 
“30 F2H-2P_. 
400 F2H-3_. 


do 
"30 F2H-2P___- 
400 F2H-3---- 


30 F2H-2P-..- 





400 F2H-3---- 
aia 





124, 750. 51 
98, 598. 06 


2, 609. 76 
257, 486. 61) 


32, 547. 94 
44, 558. 16 


3, 441. 44 
16, 059. 00 


19, 358. 50 
0 

2, 971. 65 

64, 084. 14 

7, 169. 67 

1, 394. 60 
0 

47, 392. 63 

2, 083. 44 

6, 330. 59 

825. 36 


52, 620. 00 


(1, 683. 55) 


(3, 350. 28) 
1, 411. 51 
3, 896. 28 


12, 915. 00 
5, 225. 00 


7, 781.00 
94, 031. 00 


286, 863. 00 
18, 259. 00 


(2, 029. 00) 


(2, 364. 90) 
2, 040. 90 


(1, 166. 10) 
14, 530. 32 


26, 558. 00 
966. 00 





Question 21. 


AIRCRAFT PRODUCTION COSTS AND PROFITS 





2189 


Changes and amendments—Contract NOa(s) 51—023—Continued 





Changes 


Description 





Chane M........- 
Change N.........- 


Change O..-.-..-..-- 
Cpe 2. ncccwsce 


Change Q.-...-... 


Change R-.------ 





Eee | 


Change T 


Change U.-.--.-- 


a > aes 


Chanee W i .......- 
Change X_--.--- 
Change Y .-. 


Change Z_ 


Change AA-- 


Change / 


Change 


Change 


Change / 


Change / 


Change 


Change / 


Change / 


Change AJ 


Change 
Change 


Change AM 


Change / 


Change 


Change / 











Substitution of standgy compass 
Substitution contractor pilot static 


tube in lieu of Government fur- 


nished. 

Delete kneeling controls except those 
necessary for emergency release of 
nose gear. 


Revision of instrument panel to 


simplify instrumentation of navi- | 


gational radios. 

Mounting rack for equipment of 
AN/APQ radar fire control. 

Install provisions for electronics and 
navigational radio. 

Modification of G. 
panels. 

Substitution of contractor cutouts 
for Government furnished. 

Revision of electrical system—furnish 
and install generator and regula- 
tor; conduct flight test. 

Design and install an extendable 
nose landing gear. 


F. E. console | 


Delete provisions for aero 61A bomb | 


rack, 
Omission of exterior paint 
Substitution of radar equipment, 
conduct flight and ground tests. 


_.| Increase capacity of external auxil- 


iary tanks. 


Delete all provisions and wiring for 


the SA 3/A impact switch. 


| Installation elevator feel trim posi- 


tion indicator light and switch. 


| Service bulletin of installation 


Installation of contractor furnished 
starting receptacle, 

Service bulletin of installation 

Modification of P-3 autopilot 
stallation. 

Install contractor furnished eclipse 
pioneer servo adapter, automatic 
pitch trim interconnector. 

Install Government furnished AN/ 
APQ-41 radar, modify the ballis- 
tics computer. 

Delete the drogue chute installa- 
tions and provisions from ejection 
seat. 

Change in Government furnished 
radio, construct panel for edge 
lightning and a AN/A PG-33 radar 
antenna for radome testing. 


Delete requirements for gun heaters 


system. 
Change in Government furnished 
master direction indicator. 
Modify bomb/rocket release circuit 
Install provisions for Master stores 
stores conversion kits. 

Trial installation of alternate guns, 
conduct ground and flight test. 
Incorporation of provisions for AN 

ARC-27 U. H. F. 
ment. 


| Correct MK-8 gun feeder system 


and provide service bulletin. _ 
Trial installation of the optical 


tracking sparrow I missile system. | 


Conduct ground and flight tests. 

Total changes and amend- 
ments contract NOa(s)-51- 
023. 


in- | 


radio equip- | 


Jan, 


Aug. 14, 1952 
Aug. 25, 1952 


Aug. 14,1952 


Sept. 11, 1952 


Aug. 14, 1952 


Oct. 7,1952 
..do 


pan 


15, 1953 


Nov. 10, 1952 


Dec. 3, 1952 


Dec. 31, 1952 
Feb. 2, 1953 
Feb. 11,1953 
Feb. 20, 1953 
Apr. 27,1953 
Apr. 27, 1953 
Apr. 27,1953 


May 22, 1953 


May 11, 1953 
July 30, 1953 
Aug. 18, 1953 
Oct. 14, 1953 | 
Jan. 20,1954 
Jan. 26, 1954 
Apr. 6, 1954 
Mar. 3, 1954 
July 19, 1954 


Oct. 


18, 1954 | 


Scope 


Monetary 
value 


400 F2H-3-.- 


do 


30 F2H-2P_. 


400 F2H-3 


250 F2H-3 

390 F2H-3 

30 F2H-2P 
do-. 


400 F2H-3 


do 
do 


101 F2H-3 


| 148 F2H-3 


400 F2H-3 
300 F2H-3 
370 F2H-3 


1S. B 
340 F2H-3 


18S. B 
390 F2H-3 


370 F2H-3 


30 F2H-2P 


250 F2H-3 
340 F2H-3, -4 


400 F2H-3 


160 F2H-3, -4 
140 F2H-3 


180 F2H-3___.- 
387 F2H-3, -4 
el ae 
12 F2H-2P.-... 
63 F2H-3 


36 F2H-3 


$622 
17, 912. 


3, 279 


i) 
~I 


, 568, 40 


1, 877, 626. 04 


, 983. 53) 


(64, 817. 15) 
317, 572. 89 


179, 609. 


, 452. 30) 


2, 889. 5O 


2, 595 


&, 887 


92 
20 





53, 020 
685 
(17, 


602 


46, 715. 22 


57, 153 
0 


, 236. 


3, 029. 96 


3, 501. ¢ 


546, 218 


21, 778, 871. 45 
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Question 21. Changes and amendments—Changes NOa(s) 51-640%i 
| | | 
Changes Description Date Seope Menstery 
} | | 
Amendment No. 1..| No amendment issued - --____.-__--- Laced aia TREE arco t et ae San | 0 
Amendment No. 2..| Design data for F3H-1 operational | Feb. 3, 1953 foaemas mane men mR $25, 759. 00 
| _ flight trainer. } | 
Amendment No. 3-..) Flight test instrumentation for B1S |-......-.....-- 1 F3H-1N..._-| 
| trials, carrier suitability test and | | 
conduct flight tests. 
| Flight test instrumentation for B1S aed. Bh 08 4.4.20. ......-} 328, 466. 63 
| _ trials, stability and control tests. | | 
Amendment No. 4..| No contractual instrument having | | 
| this number will be issued. 
Amendment No. 5..| Establishment of firm target price... 17,1955 | 150 a 20, 341, 600. 00 
} | and 2. 
| Incorporate 60 changes, chief of |_...-....---..-. biseau do_.....-.| 15,962,000. 00 
which are: | | | 
| W-21 wing, $11,536,704. | | | 
| Prototype and alternate instal- } 
lation, J-71 engines, $2,592,478. | 
| Angle of attack and yaw com- | 
j pensator, $519,155. | | 
} a refueling provision, | 
Amendment No. 6..| Establishment of spare part orders | may 231056 }..-..;.-.---- 0 
Amendment No.7..| Naval air maintenance trainers, | Jan. 15,1952 | 2 F3H-1 N | 780, 380. 71 
| training classes, and engine run- | trainers. 
| up stands. | 
Amendment No.8_.| No amendment negotiated to date__|.......-..-.-_- ee eee } 0 
ee a RES ee eer RH RP DO WE 2a 0 
oe 9 = ~ Pott avick nase ainaesuebmmediininelie eR |--------2------- 0 
Amendment No. 11-|- SS ae RE ee oe a NE Se A otitis Repco pane’ aa aa 0 
Amendment No. 12.| Flight test instrumentation for naval | Feb 28,1955 | 1 F3H-2N-_-- 67, 323. 53 
| _ air special weapons facilities tests. j 
Amendment No. 13.| No amendment negotiated to date__|_...........--- ‘ay eee 0 
pe a A eee eee err eee eae eee eee 0 
Amendment No. 15_} ----- - PENT LOLA TLE |S ES TEED ee sae | 0 
Amendment No. 16-| - Eee ae Se Dacha deren | Oo 
Amendment No. 17_| Publications for special stores instal- | Mar. 21, 1955 |....-.....------ 82, 376. 76 
ation | 
Change A__.....___| No change negotiated to date......__| PAD cet ie Sa Sa ee 0 
Goes 8.......... HRN-6 control panels_--.--.......-- Apr. 27, 1955 - ee | 10, 828. 22 
j 17 EL « colon “ 
Change C......__.- | GFE fuel flowmeter...............--. Apr. 29, 1955 | 7 73 F3H-2N ..... ~ 2,041.70 
17 -2M__.-|_- 
Change D-.........- | Installation of improved G-3H | May 19, 1955 | 54 F3H-1N._.__| im * 247.97 
| autopilot parts. | = hoy Ad ae bts Se 
| 


Total changes and amend- | 
ments to 30 June 1955. | 





Norte.—Changes on Contract 53-204—Contractor has been advised of cancellation of 248 airplanes on this 
contract, but the contract value reduction has not been negotiated to this date 


Question 21. 


Changes and amendments—Contract AF33(600) 8743 





| | 


| 











. | Monetary 
Cc io } Date 8 
hanges | Description | a | cope | value 
| eet 
Change order No. 1_-.| Increase of funds for mobile training | May 4,1953 1 MTU. hae $200, 000 
unit. 
Change order No. 2 ce, Ee Sennen | May 6,1953 | Training pants | 3, 200, 000 
Change order No. 3___| Revision to contractors’ report -- -- | May 7, 1953 | Various. ___---| 0 
Change order No. 4__.| Engineering changes - --------.----- | May 18, 1953 a (Se 3, 523, 987 
Change order No. 5._.| Amendment of a Form 254 and | May 238, 1953 | ERS _| eat ae 0 
contractors’ report | 
Change order No. 6 Anti G Suit Valve Belt and Switch Aug. 10,1953 | 29 F-101A--.--- 0 
Assembly Boar Study. 29 F-101A_- --| 0 
| Various. . 0 
Change order No. 7__ | Addition of Item 16 (Engineering | Sept. 9, 1953 | 0 
Changes). : 
Supplemental agree- | 2YRF101airplanesand Mock Upof |_...-.------- 2 YRF-101A__| 5,427,000 
ment No. 8. photographic nose of RF 101A 
airplane. 
Design and development of M. A.C, |.....-.--.---- 29 F-101A-- 7, 128, 000 
Model 96 Weapon. | | 
—_ ee ES EST Ee Diees | 118, 198 
cord pole Is and G & E...__-------- “Feb. “15, 1954 | ahead _ ees 44, 988 
Supplemental agree- Shorter ST eee, ee 29 F-101A _.... 0 
ment No. 9. SE eee | ERE SO. chi ad Bi : 
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Question 21. Changes and amendments—Contract AF33(600) 8743 
| 
| | Monetary 
Changes Description Date | Scope value 
Supplemental agree- | Installoxygenregulators._._.._______- (ost ee | 29 F-101A __.- 0 
ment No. 9. ME-1 airspeed indicators_...________ Ree ee aa -ae "ae 0 
Eliminate cock pit indicator light stat Ei decal Ecanadteusdac ac 0 
Eliminate BC-727 indicator box. _..|........._.._-- eae 0 
2 A 0 
Iutaliation of M-39 gun in lieu of |_......-....--- 29 F-101_...-- 0 
T-160. £ & ene 0 
feo) 2S. hia | 0 
G. F. E. for MA-7 fire control sys- |....--..------- | 17-108 ....... 0 
tem (prototype). | 
G.F.E. for E ~4 fire control system.. ae fe | ene 0 
G. F. E. for E-4fire controlsystem___| Dee. 17,1953 Fle fr } 0 
Change order No. 10_-- Decrease in amount allotted for engi- | Feb. 18,1954 | Various ._-----| ($5, 000, 000) 
neering changes (Item15). 
Change order No. 11...| Design, test and install a curved one- |_...--......_--| 1 F-101A_._-.- 
piece windshield. | 
| Install AN/ARN-14 radio in lieu of |___..__-__---_-| 29 F-101A_._.- 0 
| AN/ARN-19radio. | 
| Install AN/ASN-6 (G. P. I.) and de-|_...........-..|_-.-..d0_........ | 0 
a space provision for AN/APN- | 
8l. | | 
Po gy ee ee = 0 
Modify pilot ejection seat_- [Sere eh" “ease 0 
Change order 11___.__- Study for installation AN/APS-54 | Mar. 19, 1954 | 1:F-100A... 0 
| _ radar. | 1 RF-101A_--.} 0 
Change order 12.__..-. | Increase in committed funds for en- ‘i Mar. 23, 1954 | Various. --..--.} 0 
| gineering changes. 
Change order 13_.___-- cc ll ee | Mar. 9, 1954 |. do ..--| (2,000, 000) 
Change order 14.__.__..| Change in type of windshield side |_.......-____-- 29 F-101A _- a 0 
| _ panels and canopy material. | | } 
| Delete AN/AIC-10 intercommuni- |_.........----- 29 F-101A____- 0 
| cation equipment. | | 2YRF-101A - 0 
| Vinylite reproduction._.......-____- May 17,1954 | Various. -_-._- 0 
Change order 15-_...... | Relocation of check-off test_....___- SEAGRASS fy a0) | 29 F-101A____. 0 
| | 2 YRF-101A-- 0 
Installation of intervalometer index |........-...--- 2 YRF-101A__| 0 
| _ light. | 
Long landing gear and remove the |........-...--- 29 F-101A..... 0 
| _ tail skid. 2 YRF-101A - 0 
| Modification of E-4 driftmeter______|..........- ..--| 29 F-101A-.... 0 
| Change C. F. E. fixed type radar |........-....-- _...do saree 0 
| _ magnetron to G, F. A. E. tunable. | 
| Loose equipment. _.........._..--__- July 20,1954 | 29 F-101A__... 0 
2 YRF-101A. 0 
Change order No. 16..| Funds for engineering changes oe ae eee Various. -_- 0 
| Installation of type C-1 amplifier___.|.............-- 29 F-101A__- 0 
2 YRF-101A- 0 
| Liquid oxygen converter --.......-..|-.-.----------- 29 F-101A_. 0 
2 YRF-101A - 0 
Deceeration ciate. ......<..<<<sJa<)ls--0-- ~ 29 F-101A __._- 0 
} 2 YRF- IOLA. 0 
| Provision for type A-17 sextant... -_._|......-..------ | 24 F-101A_- 0 
2 YRF-101A 0 
| Overheat light on warning light | Aug. 13, 1954 20 F-101A 0 
dimming circuit. | 2 YRF-101A - 0 
Change order No. 17_.| Nose wheel door mechanical linkage. | _..| 29 F-101A. 0 
| 2 YRF-101A.. 0 
| Electrical wiring, gun control pane.| - 29 F-101A.___- 0 
Ben do_. 0 
Emergency ‘air bottles—Initial air |____- 29 F-101A____- 0 
change. 2 YRF-101A __| 0 
| External tanks—Fuel indication_-..-- , 29 F-101A- 0 
2Y RF-101A-. 0 
Speed brake locks. .................- 29 F-101A____. 0 
| 2 YRF-101A_. 0 
Landing gear warning indicators-- _- ..| 29 F-101A__-_- 0 
| 2 YRF-101A__| 0 
| Differential cockpit pressurization___| : 1 F-101A_..--- 0 
| Heavy press program. - - -- | Oct. 12, 1954 | 20 F-101A__- 0 
Change order No. 18. .| Cates document not negotiated SS Era eee eae 0 
to date. | 
Change order No. 19..| Deviations 36, 38 and 42, funds for | Nov. 18, 1954 | j 0 
| engineering. 
Change order No. 20..| Contract document not negotiated. .| Sethe in’ : 2 = 0 
Change order No. 21.., Spare parts for fire control.........-- | eG 8 en eee 2, 000, 000 
! 
| Total changes and mandation. id siete itiititat swell ead cs mite praiieliend 15, 542, 173 
| 





tract items 


ditures o: 








miy. 
Contract A F'33(600) 26859, none. 


Note: Changes above which indicate no change in monetary value simply reallocate funds among con- 


Contract 1F33(600)23393 and contract-A F33(600) 29841, changes to letter of intent for limitation of expen- 
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Mr. H&ésert. I just want to ask one question, in conclusion. We 
have to hurry along and I want to recap. 

Your company was organized in what year? 

Mr. Cuar.es. July 6, 1939. 

Mr. Hésert. You had $150,000 to start off with. 

Mr. CHarues. Approximately. 

Mr. Héserr. Approximately, $150,000. 

You had no Government contracts at that time? 

Mr. Cuarues. That is correct. 

Mr. Hésert. When did you get your first Government contract, 
which year? 

Mr. Cuarues. The first prime Government contract was obtained 
in about October of that year and involved about $20,000 of engineer- 
ing services to the Air Force. 

Mr. Hépertr. When did you get your first major contract, what you 
would consider a major contract? 

Mr. Cuarues. We got that in November 1941, and it was for the 
XP-67. 

Mr. Hésert. When did you open negotiations for that contract? 

Mr. Cuarues. About March of 1941. 

Mr. Héserr. You testified this morning, I think, that you had 
sold—how much stock? 

Mr. CHarges. $1,977,000. 

Mr. Hésert. When was that stock issued? 

Mr. CuARLEs. At various times, starting—-— 

Mr. Hésertr. When did it start? 

Mr. Cuarues. At the beginning, when roughly $150,000 was put 
into it, there were gradual sales thereafter; about $500,000 was added 
in 1946, and about $300,000 was added in 1951. 

Mr. Hésert. How much, $300,000? 

Mr. Cuarues. That is my memory. 

Mr. Héserr. So that is approximately $800,000 after 1946? 

Mr. Cuarues. I think that is right. 

Mr. Hépert. How much was added after you got your first Gov- 
ernment contract? 

Mr. Cuarues. That fairly large contract? 

Mr. H&ésert. Yes, I am talking about that. 

Mr. Cuarues. I would estimate about $1.6 million was added after 
that. 

Mr. Hénert. Out of a total of $1,900,000, starting on a capital of 
$150,000, vou got approximately $1,600,000 in your stock venture 
after you had the Government contract and during the course of the 
war? 

Mr. Cuarues. No. A great deal of it was after the war. 

Mr. Hésert. That is right. I mean in 1941—it was just prior to 
the opening of the war, but you had already started on the production, 

What I am trying to point out is the fact that you started with 
$150,000. After you have your Government contract of $1,900,000, 
into the company came $1,600,000; practically the entire amount of 
the subscription of this capital was placed in your company after you 
had the Government contract, and since then you have been practically 
100 percent Government business? 














AIRCRAFT PRODUCTION COSTS AND PROFITS 2193 


Mr. Cuaruss. Yes, sir. 
Mr. Hésert. You have built that up to anet worth of $25 million? 
Mr. CHar.es. $24 million. 

Mr. H&épert. $24 million. 

Mr. Cuartes. That is right. 

Mr. Hépert. The net result is that the Government, with the 
contracts that it has given you, has allowed private enterprise, in 
your instance, to skyrocket from $150,000 original net worth, to $24 
million net worth at this particular time, in 14 years, correct? 

Mr. Cuarues. Correct. I would like to rephrase it a little bit. 

Mr. Hépert. Dollars are dollars. 

Mr. Cuarues. The customer was satisfied with the product. 

Mr. Hépert. I am not denying that. We are not arguing about 
the customer being satisfied. 

Mr. Cuarues. That is the way every business is built up. 

Mr. Hésertr. Wouldn’t it be wonderful if I could go into some 
business and start with $15 and then get a Government contract and 
get somebody to put in $200 or $300 more and in 15 years be worth 
$100,000? 

Mr. Netson. Some dollars are Truman dollars, Mr. Chairman. 

Mr. Hféperr. I never lose sight of that fact, Mr. Nelson. 

Mr. Courtney. You still add them. 

Mr. H&épert. I am just trying to explore, elaborate on the philoso- 
phy which we are discussing here, as to what exteat the Government 
should be in this business and to what extent it shouldn’t. The com- 
parison that we are making—and I am not saying this is wrong in 
this particular business—with this peculiar business, which I like to 
describe as a security weapon, compared to other private enterprise 
and other private businesses, where individuals risk and continue to 
risk their own capital, with their sales dependent over a large area of 
firms or individuals, whereas you have one customer, and that is the 
Government, supplying the taxpayers’ money to an individual firm 
and building that individual firm up from $150,000 to $24 million. 

Mr. Cuarves. With due respect, I would like Mr. Cunningham’s 
expression: ‘“There are 160 million customers.”’ 

Mr. Hféspert. Mr. Cunningham is in line with you with a beautiful 
catchy phrase, that needs examination to see what it really means. 
After all, it is the taxpayers—the 160 million people that Mr. Cun- 
ningham referred to—it is the money which is given by the individual 
taxpayer of this country. As you remarked on the stand just a little 
while ago, the money has to come from some place, and in this system 
under which we have, the money comes from only one place, it comes 
out of the pocket of the individual who contributes to the support 
of his Government, and the only thing that we do with it is distribute 
that money and sometimes I am afraid not too wisely. 

Mr. CuHar.es. I come back to this morning’s simile. When you 
buy a pair of shoes, it comes out of your pocket, too. ‘There is no 
difference. 

Mr. H&éserrt. I know, but I don’t have to buy that pair of shoes 
if I don’t want. I can go around in sandals. I have my choice. 
You have the one product that you are selling. The Government is 
paying for it, and those 165 million stockholders are looking to that 
corporation for a wise distribution of its money. 
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We could argue all day about it, but we both got our thinking into 
the record, which is the important thing. 

Mr. Cuarues. Correct. 

oo Hésert. So we will recess until tomorrow morning at 10 
o’clock. 

Mr. Cuarves. Before you adjourn, I would like to thank the 
committee for its courtesy. Thank you very much. 

Mr. Netson. Mr. Chairman, do I have time for just one question? 

Mr. Hfésert. You have time for any question, Mr. Nelson. 

Mr. Netson. How much of your annual budget, Mr. Charles, goes 
into research and development? 

Mr. Cuartes. That is a very difficult question to answer, because 
we are now developing, for example, the F4H. 

‘ae Nextson. What is the plane, the F4H? Is it a carrier-based 
plane? 

Mr. Cuarues. It is a carrier-based plane for the Navy. We did 
put in about $500,000 of our own money before we received a Gov- 
ernment contract. 

Mr. Netson. When you receive the Government contract, is the 
$500,000 of your own money that you put in reimbursed to you? 

Mr. Cuaruss. Yes. 

Mr. Netson. By the Government. 

Mr. Cuanrtes. If it is a successful product, it is reimbursed. 

Mr. Netson. But you in the first instance determine how much 
money vou shall put into research and development? 

Mr. Cuartes. That is correct. 

Mr. Netson. The Government doesn’t try to dictate that to you? 

Mr. Cuartes. That is right. 

Mr. Hfésert. The Government doesn’t try to dictate, of course not. 

Also, in addition to this $25 million over and above the original 
$150,000, don’t let us lose sight of the dividends that have been paid 
out. 

Mr. Cuarues. Which have been extermely low, namely 17%. 

Mr. Hfésert. Whether they are one-half of 1 percent or like pro- 
hibition beer, it makes little difference. If it is one penny or one 
million pennies, it is still a dividend that has been paid out over these 
years, again, to the individuals who risk—and I use the work “‘risk”’ 
in quotes—their money. 

As indicated, by the time the stock was purchased, after the com- 
pany had the contracts, the huge bulk of this money was invested 
in a sure thing. 

Mr. Cuar.es. It wasn’t any sure thing in September 1945. 

Mr. Hésert. No, it wasn’t a sure thing in September 1945, but 
the indications were pretty good where you were going from there. 

Mr. Cuarues. Not at that point. 

Mr. Hésert. I submit it is good work if you can get it, and it is 
a good field if you can get into it. I am, again, looking forward to 
the day I retire. I am looking around for that kind of business. 

Mr. Nextson. Mr. Chairman, I dislike to argue with you, but I 
hate to hear you complain about Government money on the one hand 
and then hear you complain about paying dividends with Govern- 
ment money on the other. 
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Mr. Hféserr. No, I am not complaining about paying dividends. 
I believe this is a peculiar industry. But let’s be very fair about it. 
It is my own personal inclination at this time, that this committee 
has a very serious decision to make. It has to make a decision of 
just how far we want to go and how much we want it to cost us to 
keep this peculiar industry in. Because I look upon it as a security 
weapon, as I have said. 

Mr. Netson. And might I say I have never seen the Chairman when 
he wasn’t fair. 

Mr. Héserr. Thank you, sir. 

The committee will stand in recess until tomorrow morning at 
10 a. m. 

We will have Douglas tomorrow. 

(Whereupon at 3:30 p. m., the subcommittee recessed, to reconvene 
at 10 a. m., Wednesday, February 29, 1956.) 
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WEDNESDAY, FEBRUARY 29, 1956 


House or REPRESENTATIVES, 
CoMMITTEE ON ARMED SERVICES, 
SUBCOMMITTEE FOR SPECIAL INVESTIGATIONS, 
Washington, D. C. 


The subcommittee met at 10 a. m., Hon. F. Edward Hébert 
(chairman of the subcommittee) presiding, with the following mem- 
bers present: Messrs. Hess, Gavin, Cunningham, Bates, Hardy, and 
Nelson. 

Mr. Hésert. The committee will come to order. 

Members of the committee, we have the Douglas Co. here with 
us this morning. 

Mr. Courtney, will you proceed? 

Mr. Courtnry. Mr. Chairman, in order of appearance before the 
committee, from left to right, is Mr. Frederic W. Conant, the senior 
vice president of Douglas Aircraft Co., and next to him, Mr. 

Mr. Kavanauan. Kavanaugh. 

Mr. Courtney. First name? 

Mr. Kavanauanu. Martin. 

Mr. Courtney. Mr. Martin Kavanaugh, the controller of the 
company, and Mr.—— 

Mr. Touuerson. L. E. Tollefson, assistant secretary and Washing- 
ton representative. 

Mr. Courtney. Thatisright. Formerly you were at the company’s 
plant in—— 

Mr. Touierson. As corporate secretary. 

Mr. Courtney. Corporate secretary, until very recently? 

Mr. Touuerson. Yes, sir. 

Mr. Hésert. Do you have a prepared statement? 

Mr. Conant. Yes, sir. 


TESTIMONY OF MR. FREDERIC W. CONANT, SENIOR VICE PRESI- 
DENT, DOUGLAS AIRCRAFT CO., INC. 


Mr. Conant. Mr. Chairman, we are grateful for the opportunity to 
assist the committee in its important task and have made available. 
for this presentation, additional Douglas personnel familiar with the 
factual and technical details pertinent to your inquiry. 

Extensive data covering numerous subjects in the comprehensive 
questionnaire sent us by the committee last fall has been in your 
possession for some time, and undoubtedly has supplied most, if not 
all, of the information originally desired. 

We believe facts and figures in our answers to the questionnaire 
will clearly present the scope and nature of our business transactions 
with the Government in the period covered by the questionnaire and 
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will disclose that this company has made important contributions, not 
only to the national defense capabilities of the United States but also 
to the economic welfare of several large communities and groups of 
employees. We are confident an impartial evaluation of these con- 
tributions will show the company has served this Nation faithfully 
and well. 

More specifically, in connection with this inquiry, we - believe 
the data previously submitted, and now available to you, will reveal 
that over the years our company has consistently and conscientiously 
built for the United States Government large quantities of airplanes 
of the highest quality for the lowest price possible under the “state 
of the art” and conditions with which it was confronted at any given 
time. 

It may be helpful at this point of the inquiry to summarize briefly 
some of the highlights and pertinent facts reflecting our transactions 
with the Government. 

In the last 5 years our own investments in facilities have increased 
from approximately $33 million to $67.4 million. 

Plans, preparations and estimates currently under way call for 
additional expenditure of our own funds in the next 2 years in excess 
of $50 million. 

By the most conservative estimate, by 1957 we will be operating 
$120 million worth of company-owned facilities. We believe the 
committee’s inquiry will disclose that Douglas has the largest capital 
investment in company-owned facilities in the entire airframe indus- 
try. 

In this connection it may be proper to point out that during the 
period covered by the committee’s questionnaire our profits on the 
military business with the Government averaged approximately 
2.2 percent of sales after taxes. 

Martin Kavanaugh, who is controller of the company, is present 
and available for any technical discussion or elaboration of facts 
and figures presented in the material submitted by our company. 

Mr. Héserr. Thank you very much. 

Mr. Courtney. Mr. Chairman, following the usual practice here, 
at this point in the record we will put in certain figures that are of 
a general nature and which have been verified from the books and 
the answers submitted by the companies and in collaboration with 
staff personnel of this subcommittee, for the period of 4 years covered 
by this inquiry. 

The company’s fiscal year ends on November 30. The figures we 
dealing with here are from November 30, 1951, through November 
30, 1955. 

If you will verify these figures as we go through, Mr. Kavanaugh. 

Mr. Kavanauau. Yes, sir, 


TESTIMONY OF MR. MARTIN KAVANAUGH, CONTROLLER, 
DOUGLAS AIRCRAFT CO., INC. 


Mr. Courtney. At the close of your fiscal year in 1951, or com- 
mencing the period of 1952, there were outstanding 1,200,000 shares 
of stock of the company. 

Does the stock have a par value? 

Mr. Kavanauau. No, sir. 
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Mr. Courtney. The stated value of those shares was $30 million. 

Will you state how that sum is arrived at? What does it represent? 

Mr. Kavanavuau. In 1948 the board of directors stated the value 
of the 1,200,000 shares at $50 a share. That accounts for the $30 
million. 

Mr. Courtney. The $30 million is book value determined in 1948? 

Mr. KavanauaGu. That was the stated value determined in 1948. 

Mr. Courtney. In 1948? 

Mr. Kavanavueu. That is right. 

Mr. Courtney. The surplus and retained, at the commencement 
of your year 1952 were $51,407,521, that is correct, isn’t it? 

Mr. Kavanavueu. That is correct. 

Mr. Courtney. At the end of your fiscal year, on November 30, 
1955, there were outstanding, by number, 3,689,790 shares. Will 
you explain the increase in the number of shares? 

Mr. Kavanauen. In 1953, 2,552 shares were sold, raising the 
1,200,000 shares to 1,202,552 shares. 

Mr. Courtney. They were sold at what market price? 

Mr. Kavanauen. They were sold at an option price, 95 percent of 
market on a certain day, which came to $49.50 a share. 

That 1,202,552 shares, after the stock splits in 1953 and—or in 
1954 and 1955, now represent 3,607,656 shares. 

In 1954, after the stock had been split two for one, we had increased 
the two million four to 2,459,860 shares, by an additional sale of 
stock. 

These stocks were sold at 95 percent of the market value at the 
date of options, some at $49.50 and some at $61.75. 

In 1955, or at the end of—yes, in 1955, the stock was split again 
three to two, which brought these shares up to 3,689,790 shares. 

The difference between the money paid for the stock and the pro 
rata stated value of that stock, which went from $50 to $25 after the 
split to $8.33, the addition over the stated value of the stock comes 
to $811,685, which is carried in additional capital paid in. 

Mr. Courtney. Then the stated value of the 3,689,790 shares, 
originated as you have indicated by stock splits and sales under 
option, is $30,748,250? 

Mr. KavanaueGu. That is correct. 

Mr. Courtney. And in your paid-in capital account you show?in 
that year, originating as you have indicated, an additional $811,685 

Mr. KavanauGu. That is correct. 

Mr. Courtney. Of surplus and retained earnings as at the end of 
November of the past year, you have $102,787 ,332. 

Mr. Kavanauau. That is correct. 

Mr. Courtney. In the relationship of Government and company, 
in the year 1952, your fiscal year, which is substantially a calendar 
year, 86 percent of total sales were sales to the Government? 

Mr. Kavanauau. That is correct. 

Mr. Courtney. In 1953, 88 percent; in 1954, 82.6 percent; in 1955, 
88.9 percent. 

Mr. Kavanauan. That is correct. 

Mr. Courtney. As to dividends on the shares outstanding—is that 
a dividend rate per share? 

Mr. Kavanauau. That is a dividend rate per share. 
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Mr. Courtney. In 1952 on the number of shares then outstanding, 
$3.75 per share; in 1953, $6.50; in 1954, $6.50; and on the 3,689,790 
shares, a dividend of $4 in 1955. 

Mr. KavanauGu. Yes, that is correct. 

Mr. Courtney. That comes in dollars, in 1952, to $4,500,000 total 
dividends; in 1953, $7,811,212; in 1954, $15,953,715; and in 1955, 
$14,759,160. 

Mr. Kavanauau. That is correct. 

Mr. Courtney. From all the operations of the company? 

Mr. Kavanauau. That is correct. 

Mr. Courtney. Which in the latter year was 88.9 percent Govern- 
ment sales? 

Mr. Kavanauau. That is correct. 

Mr. Courtney. Considering the net worth figures in the same 
bracket, at the beginning of your fiscal year 1952, the net worth of 
the company from all sources was $81,407,521. 

Mr. Kavanauau. Correct. 

Mr. Courtney. In 1955, at the close of your fiscal year, 
$134,347,267, from all sources. 

Mr. Kavanaueu. That is correct. 

Mr. Courtney. In Government-owned property, as at the close 
of your fiscal year 1955, you show $167,816,572 in Government plant 
and machinery, is that correct? 

Mr. KavanauGH. $167,816,369. 

Mr. Courtney. 369. We have 572. We must have lost a sewing 
machine someplace. 

That represents what kind of property in general, so the committee 
may understand? 

Mr. Kavanaucu. That represents real property, buildings, ma- 
chinery and machine tools, at the Tulsa, Okla., Long Beach, and El 
Segundo plants. Those figures represent the values at acquisition 
cost as near as we can determine from figures made available to us 
by the services when the properties are turned over to us for account- 
ability. 

Mr. Courtney. That is your accountability figure in terms of 
dollars? 

Mr. Kavanaueu. At the acquisition cost, yes, sir. 

Mr. Courtney. At the time you took possession of and commenced 
to use these properties, and it represents acquisition costs so far as 
you know? 

Mr. KavanauGu. So far as we can determine, yes, sir. 

Mr. Courtney. That was the total sum value of the property in 
work at the end of this year? 

Mr. Kavanauau. At the end of this year, yes, sir. 

Mr. Courtney. The end of 1955. 

Mr. KavanauGu. The end of 1955, yes. I might add that con- 
siderable of that, $40 million, came in in 1955. In other words, it was 
turned over to us in 1955, but it was not in use all during that year. 

Mr. CourrTney. Nevertheless, it would be charged to you as it 
appears in that figure? 

Mr. Kavanauau. At the end of 1955. 

Mr. Courtney. What does that $40 million represent in bulk, the 
largest part of it? 

Mr. KavanaueGu. Additional runway at Tulsa and additional 
machine tools. 
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Mr. Courney. During the 4-year period we are considering, as at 
November 30, 1955, the acquisition costs of company-owned property 
used in this operation, you have $67,265,572? 

Mr. Kavanavuau. That is correct. 

Mr. Courtney. Against which you have in the 4-year period been 
allowed depreciation and amortization of $27,879,687? 

Mr. Kavanaueu. That is a misstatement. 

Mr. Courtney. What is it? 

Mr. Kavanavueu. That is the depreciation and amortization from 
the life, going back to inception. 

Mr. Courtney. Over the useful life of the property? 

Mr. KavanauGu. Yes. That is the accummulated amount of 
depreciation and amortization. 

Mr. Courtney. Not what occurred in 4 years? 

Mr. KavanaueGu. That is correct. 

Mr. Courtney. The total depreciation and amortization from the 
time you acquired this property, at $67 million, as of the last date of 
computation, was $27,979,687? 

Mr. Kavanavuau. That is correct. 

Mr. Courtney. The present value, or the November 30, 1955, 
value of that property as depreciated and in use is $39,285,885? 

Mr. Kavanauau. That is correct. 

Mr. Courtney. In considering the rentals of the property, in 1952 
vou paid $52,935 for the use of Government-owned property, correct? 

Mr. Kavanavau. That is the amount of cash paid for rental, that 
is correct. 

Mr. Courtney. In 1953, $52,225; in 1954, $57,872; and in 1955, 
$81,000? 

Mr. Kavanavuan. That is correct. 

Mr. Courtnry. The $81,000 represents rental on the additional 
$40 million, does it not, that portion of it? 

Mr. Kavanauau. I can’t say as to that. 

Mr. Courtney. Rental from all sources. Roughly how is it 

Mr. Kavanavuau. No, it is not. The rental here represent a 
cash payment of $48,000 a year paid at the El] Segundo plant for the 
use of the facilities. The rent is $5 million—the rent is $600,000 a 
year, for which we are given credit for $552,000 worth of maintenance 
that we put into maintaining the plant, which leaves a cash payment 
of $48,000 that we paid to the Government for the use of the El 
Segundo plant. 

Mr. Courtney. Let’s be clear about that. You pay a total rental, 
over this period? 

Mr. Kavanavuau. Each year for the El Segundo plant. 

Mr. Courtney. Of $600,000? 

Mr. Kavanauau. That is right, and we are allowed a credit of 
$552,000 for the maintenance that we put into the plant. 

Mr. Courtnry. The plant and machinery or just plant? 

Mr. Kavanavuau. Plant and machinery, which leaves a cash pay- 
ment of $48,000 that we make, at the El Segundo plant. 

The difference between the $48,000 and the other figures represents 
a cash payment that we make for the use of the plants at Long Beach, 
principally, for any other than Government work that we might per- 
form in that plant. 
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Mr. Courtney. Would we understand, then, that only Govern- 
ment work is done in the El Segundo plant? 

Mr. Kavanavuau. That is correct. To the extent that there would 
be any other work than Government, we would have to pay a rent 
computed on a rental charge. 

Mr. Courtnry. That rental charge is all a matter of contract 
between yourself and the cognizant facility, whether it be Navy or 
Air Force? 

Mr. Kavanavau. That is correct. 

Mr. Courtney. Part of your contract? 

Mr. Kavanavuen. That is correct. 

Mr. Netson. Mr. Chairman. 

Mr. Héserr. Mr. Nelson. 

Mr. Netson. These rental figures on the board are annual rentals 
that you pay the government? 

Mr. Kavanaueu. They are the amount of cash paid in those 
particular years. 

Mr. Netson. Annually and not monthly? 

Mr. Kavanavueu. That is correct. 

Mr. Courtney. That is the net figure, which accrues to the gov- 
ernment, regardless of this bookkeeping? 

Mr. KavanauGu. That is correct. 

Mr. Courtney. Exchange between maintenance and reimburse- 
ment for maintenance? 

Mr. KavanauGu. That is correct. 

Mr. Courrney. That appears in your report as a part of the rental 
account. 

In considering the other items of general administration and over- 
head—before we come to the distribution of moneys, I would like to 
refer you to a reservation in your report, which I shall read on the 
distribution of profit. 

You make this observation, so we will keep it in mind as we go 
through the various contracts. 


In connection with question 16— 
which has to do with profit, the company says— 


It should be noted that the basis for total profit as requested by question 15 
and as developed in the replies to that question, includes for each contract vary- 
ing amounts of such items as spares, kits, special tools, ground handling equip- 
ment, and so forth. To divide total profit by the number of aircraft would not 
produce consistent results from contract to contract, and, therefore, this com- 
putation has not been made. 

With that reservation as we go—or with that explanation, I should 
say, as we go through these matters of general distribution, we will 
understand and have a clear picture of accounting practices as we 
get to total profit per plane. 

Let us take the items of general overhead costs as they are handled 
in your accounting practice. What are the categories that you con- 
sider of a general nature which are distributed in your accounting to 
the various contracts? 

Mr. Kavanavuau. Our classification of overhead are manufacturing 
overhead, engineering overhead, administrative overhead and so-called 
selling or contract administration. That is broken out—it could have 
been included in administrative. It is akin to administrative, but for 
various reasons, it has been broken out. 
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The manufacturing overhead is allocated to all direct labor in the 
manufacturing division on the basis of the direct labor dollars. 

Engineering overhead is allocated to engineering direct labor on the 
basis of direct labor dollars. 

Administrative overhead is allocated to both manufacturing and 
engineering labor on the basis of dollars. Administrative overhead 
originates from the general office and in the plants. 

The amount of general office expense is allocated to the plants, the 
individual plants, on the basis of total payrolls, thereby arriving at a 
portion allocated to each plant, which then is included with their plant 
administrative overhead and then allocated to the work on the basis 
of the total direct labor in that plant. 

The same thing is true of the contract administration expenses, 
which are allocated out of general office into the plant on the basis 
of total payrolls, generally. There are certain exclusions. Then it 
is to the total labor in that plant. 

Mr. Courtney. On the question of contract administration, which 
is an approach we have not had heretofore, just what class of service 
do you contemplate when you use that term? 

Mr. Kavanauau. Selling expense—contract administration. By 
selling expense it representsthe cost of activities which are labeled 
as selling to fit our accounting statements to the commonly used terms, 
but which are not selling in the ordinary commercial sense. These 
activities are more properly defined as contract administration func- 
tions. Establishing and maintaining liaison with the past, present, 
and potential customers for exchange of technical information con- 
cerning the needs of those customers and how our products and 
services can meet those needs. For the negotiation of contracts 
covering those products and services. For the transmission of data 
concerning the technical and business aspects of the customer’s 
changing requirements. For reports on the status of production. 
For answers to questions relating to new and/or different uses of 
products previously delivered to or in production for those customers, 
and so forth. All of these services are performed for both military 
and other customers. 

Mr. Courtney. How much of the selling expense is applicable in 
your accounting practice to sales to the Government, selling expense 
as such? 

Mr. Kavanauau. Both selling and administrative, all of our 
overhead is allocated as I say, to the plants, and then on the basis of 
the total labor in that plant, it is spread to contracts. That portion 
of the total direct labor in that plant which represents military contracts 
would represent the portion of selling expenses that would be charged 
to those contracts. 

Mr. Courtney. In your answer to the various questions on several 
pages in the document which you have prepared for the use of the 
subcommittee, you have itemized that portion which is advertising, 
that portion which is field service, that portion which is contract 
administration, and another category of miscellaneous. 

Mr. Kavanauau. That is correct. 

Mr. Courtney. So we may follow those figures as they are distrib- 
uted through the various contracts? 

Mr. Kavanaveu. That is correct. 
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Mr. Courtney. Of a general nature, as a part of overhead you have 
your officers’ salaries, your stock rights, consultation fees and the like. 

We can take up first and in that order officers’ salaries by year. 
F-1 is the distribution and F-2 is the detail. (See p. 2356.) 

Mr. Kavanavuau. That is correct. 

Mr. Courtney. May the record show, Mr. Chairman, that the 
first of these schedules is the distribution of officers’ salaries against 
the various contracts which in this particular instance, on question 
No. 9, for our inquiry number—questionnaire No. 97, all relate to 
Navy contracts. 

The same method is employed in answer to the other questions 
with respect to Air Force contracts? 

Mr. Kavanavuen. That is correct. They relate to the extent 
that they participate. 

Mr. Courtney. These are distributed in lesser sums and by 
percentage as you have indicated? 

Mr. KavanauGu. That is correct. 

Mr. Courtney. Let me ask whether you have any incentive or 
bonus plan which is applicable to employees or to officers or both? 

Mr. Tr elecnuash, No sir. 

Mr. Courtney. I notice you have foreign sales, European division 
sales, distinguished and segrezated. Do any of those items relate 
to sales to the Government or to relationships with the Government? 

Mr. Kavanauau. We have assistant secretary, European division. 
Is that what you are referring to? 

Mr. Courtney. Yes, sir. Now many of these officers are engaged 
exclusively in your commercial business, or what of these oificers 
are engazed in your commercial business? 

Mr. Kavanauau. The vice president—this assistant secretary, 
European division: Most of his activity would relate to commercial ; 
the vice president, commercial sales, would be predominantly com- 
mercial; and conversely, the vice president of military relations 
would be 100 percent military. 

Mr. Courtney. Have you taken into account the different duties 
of these officers in distributing the costs of officer salaries to the various 
military contracts? 

Mr. KavanauGcHu. We make. no distinction in our accounting. 
The total of these officers’ salaries are allocated to the plant and al- 
located to the work as I explained without distinction. 

At one time, after the war, we made the distinction and allocated 
only to commercial the salaries of so-called commercial and to the 
military, and it worked not to the advantage of the Government 
and ‘the auditors and the General Accounting Office asked us if we 
would be willing to go back to the one common pool which we said 
was the only way to do it, because it was impossible to pick out and 
make direct charges of things which were interrelated. 

Mr. Courtney. You have agreed—— 

Mr. Kavanauau. Because the functions were similar. So we 
went back to the common pool. 

Mr. Courtney. In conformity with General Accounting Office 
practice— 

Mr. Kavanaucu. They—lI will correct myself. They didn’t”re- 
quest it. The Air Force came to us and said they were willing to go 
back, and General Accounting Office approved it. No, they wouldn’t 
request such a thing. They don’t request. 
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Mr. Courtney. In all events, the accounting system which we are 
dealing with here this morning and in considering the 1 or 2 
officers who may be said to be exclusively commercial, have their 
salaries all been included within the general pool and the distribution 
method which you have indicated here and used in answer to the sub- 
committee’s interrogatories as a system that is approved by the 

Mr. KavanAuGu. The services. 

Mr. Courtney. By the services and by the General Accounting 
Office? 

Mr. KavanauGu. That is right. 

Mr. Courtney. On audit? 

Mr. Kavanauau. That is right. 

Mr. Courtney. And represents an equitable distribution in your 
opinion? 

Mr. Kavanauau. That is correct. 

Mr. Courtney. Dollarwise. 

Mr. KavanauGu. That is correct. 

Mr. Courtney. Now, we can start with the year 1952: The presi- 
dent, Mr. Donald Douglas, Sr., $134,355; Mr. F. W. Conant, senior 
vice president, $68,747; for Mr. A. E. Raymond, vice president for 
engineering, $60,727; for Donald W. Douglas, Jr., vice president for 
military relations, $28,646; for Nat Paschall, vice president for com- 
mercial sales, $23,463, with the explanation you have just made? 

Mr. Kavanauacn. That is correct. 

Mr. Courtney. F. E. Hines, vice president for finance, $26,733; 
Mr. L. A. Carter, vice president and general manager, Santa Monica 
plant, $29,041; T. E. Springer, vice president and general manager, 
El Segundo plant, $29,041; for Mr. K. G. Farrar, $29,041; for Mr. H. 
Woodhead, vice president and general manager at Tulsa, $29,497; 
for Mr. H. W. Strangman, the company treasurer, $23,632. 

Mr. Kavanaugh and Mr. Tollefson do not appear until 1953 and 
Mr. Gelly until 1954. 

Mr. M. E. Oliveau, $24,926 in 1952, distributed and with the ex- 
planation you have made with respect to the general work of the plant? 

Mr. Kavanauau. In the case of Mr. Oliveau, there are certain 
allocations first, but generally the answer would be the same. 

Mr. Courtney. Now 1953. The same officers, and I shall include 
the additions. Mr. Douglas, Sr., $149,674; Mr. Conant, $93,448; 
Mr. Raymond, $70,285; Mr. Douglas, Jr., $37,823; Mr. Paschall, 
$32,404; Mr. Hines, $33,981; Mr. Carter, $34,075; Mr. Springer, 
$34,075; Mr. Farrar, $26,242; Mr. Woodhead, $34,075—in other 
words, each of the plant managers receives the same salary, is that 
correct? 

Mr. Kavanauau. Yes. 

Mr. Courtney. As an observation? 

Mr. KavanavuenH. I might make a correction. In 1952, K. G. 
Farrar was not the man at Long Beach. The man who was there is 
now deceased. 

Mr. Courtney. But that would be the total salary? 

Mr. Kavanauau. It was his counterpart. 

Mr. Courtney. Yes, which will appear in your distribution? 

Mr. Kavanauau. That is right. 

Mr. Courtney. Mr. Strangman, the treasurer, $25,255; Mr. M. A. 
Kavanaugh, $22,191; and Mr. Oliveau, $28,885. 
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In 1954, the same officers, with additions which I willread. For the 
president, Mr. Douglas, $158,125; for Mr. Conant, $105,417; for Mr. 
Raymond, $73,791; for Mr. Douglas, Jr., $44,917; for Mr. Paschall, 
$39,875; for Mr. Hines, $36,896; for Mr. Carter, $36,896; Mr. Springer, 
the same amount; for Mr. Woodhand, the same amount; for Mr. 
Farrar, $34,469; for Mr. A. M. Rochlen, vice president, public rela- 
tions, $35,880; for Mr. Strangman, $26,354; for Mr. Kavanaugh, 
$24,979; for Mr. Tollefson, $21,083; for Mr. Gelly, $22,458; and for 
Mr. Oliveau, $31,020. 

Now for 1955 completed, which do not appear in the answers to the 
questionnaire because the questionnaire was answered prior to the 
completion of the fiscal year. But we do have the figures now and 
they are as follows: 

For the president, $162,528; Mr. Conant, $108,519; for Mr. Ray- 
mond, $76,113; Mr. Douglas, Jr. , $46,794; Mr. Pashcall, $41,979; Mr. 
Hines, $38,307; and for Mr. Carter, Mr. Springer, Mr. Farrar, Mr. 
Woodhead, and Mr. Rochlen, the same amount, $37,807; for Mr. 
Strangman, $27,505; Mr. Kavanaugh, $25,718; ‘and Mr. Oliveau, 
$31,541. 

For the record, a note added to this reference to Mr. Tollefson as 
secretary, until October 1, 1955, at $17,998.50, and since arriving in 
W. ashington, $4,516.68, or a total of $22,515. 18. 

The same explanation with respect to the former Washington rep- 
resentative, Mr. Gelly. While vice president-assistant secretary, rep- 
resenting the company here, $19,284.34. For becoming secretary of 
the company, $1,931.26 and $1,250. <A total of $22,465.60. 

Those are the total salary accounts in response to the committee’s 
questionnaire, and they are distributed as we will see from the various 
contracts as we go through them. 

Mr. Kavanavuan. That is correct. 

Mr. Courtney. Under general expenses of the company under 
contributions and dues. You have them on a single, consolidated 
sheet. 

Mr. Toutierson. Exhibit H. (See p. 2218.) 

Mr. Courtney. For 1952 you show, for the Aircraft Industries 
Association, $57,158; in 1953, $69,751; in 1954, $80,755; and for the 
first 6 months of the company’s fiscal year 1955, ending in this case on 
November 30, $41,825. 

For the Los Angeles Chamber of Commerce in the same year, 
$2,000 a year. 

For the National Industrial Conference Board, $1,000 in 1952, 
1953 and 1954, in each year. 

For the United States Chamber of Commerce, $1,000 in each year. 

For the Research Institute of America: For 1952, $7,995; 1953, 
$15,345; 1954, $14,083; and for 1955, that portion of 1955, $3,618. 

We have not heretofore met the Research Institute of America. 
Would you please explain what organization that is? 

Mr. Conant. That is for contributing services for the foremen’s 
clubs and the education of the supervision. 

Mr. Courtney. It has to do with services in relation to employees 
generally of the foremen class? 

Mr. Conant. That is right. 

Mr. Courtney. Classification and salary adjustments and working 
hours and——— 
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Mr. Conant. It is more of how to be a good foreman. 

Mr. Courtney. California Taxpayers Association, $1,000 in 1952; 
1953, $2,000; 1954, $1,000; and none in 1955. 

California State Chamber of Commerce, $1,000 in each year. 

California Manufacturers Association, $1,250 each in 1952, 1953 
and 1954, and $2,500 in 1955. 

For Long Beach Chamber of Commerce, $1,000 in 1952. 

For the Air Force Association, 1952, 1953 and 1954, $2,500 in each 
year. 

For the Tulsa Chamber of Commerce: For 1953, $2,499; 1954, 
$3,000; and 1955, $2,500. 

The Santa Monica Chamber of Commerce, $1,000 in the first 6 
months of 1955. 

The totals for these years are as follows: For 1952, $75,903; for 
1953, $98,345; 1954, $107,588; and for 1955, 6 months, $55,443. 

Those sums have been distributed as we will see by percentages as 
a part of overhead through these various contracts? 

Mr. Kavanavau. For the purpose of determining the cost of con- 
tracts, they are distributed as I mentioned before. But for the pur- 
pose of arriving at a selling price of an airplane, considerable of these 
items are not allowed by the Government and must be deleted from 
our costs in arriving at the selling price or under a CPFF contract. 

Mr. Courtney. How will that appear in the data we have? 

Mr. Kavanavuau. We have allocated the costs and then in arriving 
at selling prices I have the figure of disallowances against the total 
costs which are taken. 

Mr. Courtney. Those appear in the booklet? 

Mr. Kavanauau. Yes. It would take us forever to carry any one 
item out on that basis. 

Mr. Courtney. You do have the total disallowances which you 
have shown? 

Mr. Kavanauau. That is right. 

Mr. Courtney. Depreciation and amortization we have covered 
in a single sum and it is distributed throughout these booklets. 

Question 31, with respect to retired officers, of a general nature. 

Mr. Chairman, there are three persons mentioned on this pamphlet, 
one of whom is a retired officer of the Coast Guard. 

The Coast Guard, under the statute has a divided status. In times 
of peace it is within the jurisdiction of the Secretary of the Treasury. 
In time of war it can be and is, by a Presidential order, transferred to 
the jurisdiction of the Secretary of the Navy, at which time it is a 
service within the Navy Department, a separate entity, nevertheless, 
but subject to the control of the Secretary of the Navy. 

I doubt very much that at this time we would have any concern 
with any officer retired from that service, since the period we are cover- 
ing is a peacetime service, 1952 to 1955. I suggest it is not proper 
for us to consider that. 

Mr. Hfésert. That observation is in the record, Mr. Courtney. 

Mr. Courtney. We have two of these employees, Mr. J. T. Atchison, 
retired from the Navy. The total salary paid to Mr. Atchison is 
$50,014 over a 7-year period. We, of course, are only concerned with 
4 years. 

And Mr. S. L. MeCroskey, who is retired from the Army, a total 
salary: of $56,368 over a 7-year period. 
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Would you just explain for the record the duties performed by these 
retired personnel, military personnel? 

Mr. Kavanavuau. Mr. Atchison, sir, is the chief of plant protection 
at the El Segundo division. His duties would be—he is in charge of 
all of our policies at that division. 

Mr. Courtney. And Mr. McCroskey? 

Mr. Kavanauen. I think Mr. Conant can better explain Mr. 
McCroskey. 

Mr. Conant. He works with the Ordnance missile engineers, in the 
engineering department. 

Mr. Courtney. Do either of these gentlemen have anything to do 
with the sale of the company’s product or any relationship with the 
department from which they hold a retired status? 

Mr. Conant. Mr. MeCroskey is in some of the meetings that we 
have at the plant, with the Ordnance officers. He is principally con- 
cerned with the design for logistics and the ground-handling equip- 
ment of missiles. 

Mr. Courtney. That is the full scope of his duty? 

Mr. Conant. That is right. 

Mr. Courtney. It has nothing to do with sales of product? 

Mr. Conant. Nothing to do with sales at all. 

Mr. Courtney. In other words, at the time of these meetings the 
product has already been sold; isn’t that right? 

Mr. Conant. That is right. He is the technical adviser in the 
designing of the missile, principally. 

Mr. Courtnry. Those are the only ones that you have in that class. 

Let us then consider the total picture of the company so far as 
contracts are concerned. We will take individual contracts and go 
through to get your method of distribution. 

You have two general types of contracts reported on, the CPFF 
contract with the fixed-fee and the fixed-price incentive contract. 

I believe you tabulated those? 

Mr. KavanauGu. That is correct. 

Mr. Courtnry. So we may have the general picture, would you 
refer to your tabulation of these different contracts and indicate the 
incentive, so we may have a picture of the total number of contracts 
and the kind of contracts referred to in the questionnaire? 

Mr. KavanauGu. I have a tabulation only of the fixed-price 
redetermination contracts. The CPFF contracts are in the book, 
and I felt did not require tabulation and were self-explanatory. 

Mr. Courtney. Very good. 

Mr. Kavanavueu. I can give you the contract number and tell you 
that it is fixed-price determination. 

Do you want the models, too? 

Mr. Courtney. We would like to get the distribution of them, if 
you don’t mind, at this point. 

Mr. Kavanavuau. I have recapped the total contract price as we 
showed it to you, with these changes in exhibits. 

Mr. Courtney. Yes, sir. 

Mr. Kavanauau. In here, what that totaled. 

Mr. Courtney. Yes, sir. 

Mr. Kavanauan. And I have recapped what the final redeter- 
mination contract price was. This was tentative. And what the final 
redetermination contract was, where it has been determined, that is, 
the target price, final target. 
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And the final redetermination, either where it has been finally 
redetermined or as we estimate it to be. 

Then I have the disallowances and the unit price—first, the unit 
target price and the unit redetermined price. That is the recap that I 
have. 

Mr. Courtney. Mr. Chairman, that is in addition to the material 
which is already furnished. It is a condensed statement and may be 
very pertinent, very helpful, certainly, as far as the record is con- 
cerned, because of the very large number of contracts involved. 

Mr. Gavin. May I ask a question, Mr. Chairman? 

Mr. H&épert. Yes. 

Mr. Gavin. Does the Government make progress payments to 
you on these contracts up to approximately 80 percent of the cost 
of the unshipped product? 

Mr. Conant. Approximately 75 percent. 

Mr. Gavin. Approximately 75 percent of the cost of the unshipped 
product? 

Mr. Conant. (Nods.) 

Mr. Gavin. Progress payments are made to you? 

Mr. Kavanauen. That is correct. After the contracts have been 
executed. In other words, before they make a progress payment, the 
contract has been executed and that takes some time after the work is 
started. 

Mr. Gavin. That is right. But the money is advanced after the 
work proceeds, up to 75 percent. 

Mr. KavanauGu. But we spend money considerably in advance 
of the executed document. 

Mr. Courtney. What you are saying is that during the period 
under which you operate under a letter of intent and until you get a 
definitive contract, you do not get any contract— 

Mr. To.uerson. Yes, sir. 

Mr. Courtney. Do you? 

Mr. To.Lerson. Yes, sir. 

Mr. KavanauGu. There are various stages. We can operate under 
a contract without a progress payment to a point, and then when the 
contract—either a letter of intent or a document is executed, which 
allows a progress payment, then it begins. But what I mean: it isn’t 
from the time we spend the first dollar, so that you understand 

Mr. Courtney. But the real payments on the 75 percent basis, 
approximately, commence when you get your definitive contract, in 
full? 

Mr. Kavanauen. Or a definitive letter of intent, that is right. 

Mr. Courtney. That is right. 

Mr. Gavin. But 75-percent progress payments are made on the 
unshipped product? 

Mr. Kavanauau. That is correct. 

Mr. Gavin. That is right. That is the question I asked. 

Mr. Courtney. In view of the fact that some of your business is 
incentive price contracts, or roughly—by number I guess about half 
are incentive and half fixed-price? 

Mr. Kavanavuau. I think approximately half of our Government 
contracts are CPFF and half of them fixed-price. 

Mr. Courtney. By number, but not with regard to amount? 
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Mr. Kavanavuau. I don’t know whether that is true, by number, 
but it will approximate that, I assume. 

Mr. Courtney. In your answer to the questionnaire, have you 
segregated out an item which you reserve in each year or have reserved 
for adjustments under these incentive-type contracts, or redetermina- 
tion contracts? 

Mr. Kavanaueu. If I understand you, before final redetermination 
it is necessary for us to try to determine what the selling price, the 
final selling price will be. 

Mr. Courtngy. So far as you are concerned? 

Mr. Kavanauau. So far as we are concerned, and in that case we 
must base it on the experience—on the basis of the experience, we 
provide a factor what we expect disallowance might be at the time of 
final redetermination. And then of course when the redetermination 
takes place, the figure that we have been using is 

Mr. Courtney. The question is. Do you set up a reserve as you 
compute these costs and your experience in the performance of these 
contracts; immediately you determine there is a likelihood of a repay- 
ment due the Government? 

Mr. KavanauGu. Yes. At any time when we are able to determine 
that it would appear that there would be a refund to the Government 
or any point where we have collected more money and we think we 
are going to have to pay something back, yes, we do. 

Mr. Courtnrey. Do you have a separate item for that in your 
balance sheet? 

Mr. Kavanauau. We do. 

Mr. Courtnrey. And would you refer, please, to the year 1955, 
the latest of those figures? 

Mr. Kavanavuau. 1955. That figure is $6,625,699. 

Mr. Courtney. With that explanation, that sum is a reserve against 
potential disallowances as you compute them but not necessarily final? 

Mr. KavanauaH. No; that sum represents the estimated refund 
under the target price contract when we go in to make a redetermina- 
tion. That would, at that particular point, represent that what we 
have received for the airplanes to date exceeds the amount that we are 
going—the selling price, the real selling price. In other words, we 
would have been paid more than the real selling price will be when we 
go into final redetermination. 

Now, what we do. That takes place sometime during the contract, 
and as soon as we arrive at that figure, we have paid what the final 
redetermination price is going to be in total. Then we shut off our 
billings at the end. We will carry that liability to a point and then we 
will bill out the airplane for nothing. So when we go in to make a 
final redetermination, we don’t owe them any money and they don’t 
owe us any money. 

But for a period in there, because they will be paying us at the target 
price, when the final redetermined price will be something less, they 
will have at that point overpaid us, but we shut off the billings to 
bring it to zero when we go into a redetermination. 

Mr. Courtney. Let me be clear about that. 

The $6 million that we refer to in the balance sheet for 1955 and 
the same item as it appears in the other years is not retained com- 


pletely by the company until the final determination under the 
contract? 
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Mr. Kavanaveu. That is right. 

Mr. Courtney. But as soon as you have reached a point where 
according to your own books you have an overpayment, then you 
continue deliveries under the contract until you have—— 

Mr. Kavanauana. Received all the money. 

Mr. Courtney. You have repaid by way of deliveries the over- 
payment in cash. 

Mr. Kavanavuau. That is what we attempt to do; yes, sir. 

Mr. Courtney. This $6 million figure, that we show for 1954, 
would represent the 
Mr. KavanauGu. That would represent the amount of money we 

received in excess of the selling price for those delivered airplanes. 

Mr. Courtney. It doesn’t necessarily indicate whether it is still 
with the company or not? 

Mr. Kavanauau. No. It was with the company at that par- 
ticular date. 

Mr. Courtney. On that date? 

Mr. Kavanauau. Yes. 

Mr. Courtney. It was with the company? 

Mr. Kavanauau. That is right. 

Mr. Courtney. But would be handled in the way you have indi- 
cated? 

Mr. Kavanavuaeu. That is right. 

Mr. Courtnry. When you say on that date, you mean November 
30, the end of the company’s fiscal year? 

Mr. KavanavuGu. That is correct. 

Mr. Courtney. That is applicable to all of these statements? 

Mr. Kavanauau. That is correct. 

Mr. Courtney. Let us take a single contract of the incentive 
price contract, Mr. Kavanaugh, and go through them to get your 
method of distribution. 

You can take either Army or Navy, whichever one you choose. 

Mr. Kavanauau. I[t doesn’t matter. 

Mr. Courtney. Let’s get one where there has been a redetermina- 
tion in the period. 

Mr. KavanauGH. Where there has been a final redetermination? 

Mr. Courtney. Yes, sir. 

Mr. KavanauauH. Contract NOa(s)51-630. (See pp. 2220 and 
2297.) 

Mr. Courtney. 51-630. What kind of a plane is it? 

Mr. Toiuerson. It is the Navy attack airplane, the AD4 and AD6. 

Mr. Courtney. Each of these computations has been made in 
precisely the same way? 

Mr. KavanauGu. That is correct. 

Mr. Courtney. What we discuss here will be representative and 
will be duplicated in the other instances? 

Mr. Kavanaueu. That is correct. 

Mr. Courtney. This is a contract which was entered into on 
February 10, 1951? 

Mr. KavanauGu. That is correct. 

Mr. Courtney. With an authority to proceed on the same date. 
It is a fixed-price, redetermination, incentive-type contract. 

Mr. KavanauGu. That is correct. 

Mr. Courtney. What is the breakage on the contract, in per- 
centage? 
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Mr. Kavanauau. It is a 9-percent target profit rate and the share 
ratio is 25-75. It has a 125-percent ceiling on costs. 

Mr. CourtneEy. Can you refer, please, to the unit costs of these 
items, of this plane, as it appears in your response to the subcom- 
mittee’s questionnaire? 

Mr. KavanauGu. The firm target price, unit target price, was 
$181,680. That was the firm target price. The final redetermined 
unit price was $173,272. 

Mr. Courtney. With the result being—give us the result. 

Mr. KavanauGu. The total contract price of target was $71,658,- 
641—no, excuse me. I made an error. The firm target price total 
was $74,759,812. The target profit was $6,135,817. The final 
redetermined contract price and total was $71,658,641. 

The redetermined target profit for the redetermination was 
$7,239,260. 

The disallowances at the time of redetermination were $90,337. 

So the actual profit, after the redetermination and disallowances, 
was $7,148,923 in total. 

Mr. Courtney. And in percentage; do you have that? 

Mr. Kavanavuau. I don’t have that percentage there. I didn’t 
figure percentage, but it is $7,148,000, to a contract price of 
$71,658,000. It is slightly under 10 percent. 

Mr. Courtney. Slightly under 10 percent? 

Mr. Kavanauau. Yes. 

Mr. Courtney. And within that 10 percent would be included 
any breakage on the incentive? 

Mr. Kavanauau. That is correct; the difference between the 9 
and that perceatage, close to 10, would represent our share in the 
underrun. 

Mr. Courtney. Your share of the 25 percent. 

Mr. Kavanauau. Yes, sir. 

Mr. Courtney. In the underrun. 

Mr. Kavanauan. That is correct. 

Mr. Courtney. That accounts for the difference of 1 percent, 
roughly 1 percent. 

Mr. Kavanauau. That is correct. 

Mr. Courtney. Will you just refer to the pages on this contract, 
where you have the distribution of general administration and over- 
head items, so that we may understand the practice employed by you? 

General research and development as applicable to this contract 
over the period 1951 to 1954—1954, when it was completed, isn’t 
that right? 

Mr. Kavanauau. That is correct. 

Mr. Courrnry. And all deliveries had been completed and all 
adjustments had been made. You have arrived at the following 
distribution of the general items, with the explanation you have 
given: Overhead from the company’s total, 2.31 percent. 

Mr. Kavanauau. That is a percentage of both shop and engineering 
overhead, combined, the total of both, that is correct. 

Mr. Courtney. Administrative expense, of the classes that you 
have indicated, 1.741 of the company’s total. 

Mr. Kavanauau. That is correct. 
Mr. Courtney. For all of the 
Mr. Kavanaueu. For that period. 
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Mr. Courtney. For the 3 years in question. 

Mr. Kavanauau. That is correct. 

Mr. Courtney. As a matter of general interest, the overtime 
premium on this contract was $771,642? 

Mr. KavaNnauGuH. $777,642. 

Mr. Courtney. That is right. 

Now, of engineering, the distribution was 1.478 percent of the 
company’s total. 

Mr. Kavanauen. For that period. 

Mr. Courtney. And for general research and development, 
0.103 percent. 

Mr. Kavanaueau. I think in this particular case, as I mentioned to 
you yesterday, Mr. Courtney, we may have done this slightly in- 
correctly. Because the amount of company total is more than 
general research. It is all our research and development. I prepared 
a new schedule which would change that percentage, relating the 
$20,000 to only the similar items, and kicked out the other development 
which is not included in this $20,000. 

Mr. Courtney. Then you will 

Mr. Kavanavueu. I have that revised schedule here. If you will 
bear with me. 

Mr. Courtngey. May it be substituted for the exhibit which we 
have. 

Mr. Kavanaucu. We can substitute it, yes, sir. (See p. 2221.) 

Mr. Courtney. Which we— 

Mr. Kavanaueu. It doesn’t change that $20,000. It will change 
that $19 million to another figure. 

Mr. Courtney. Of subcontracting on this contract, the total 
number of subcontracts in dollars was $19,277,652, of a total contract. 
of $71 million. 

Mr. Kavanauau. That is correct. 

Mr. Courtney. Of officers’ salaries and bonuses, there was assessed 
against this contract during the years of performance 1.741 of the 
company’s total. 

Mr. Kavanauau. That is correct. 

Mr. Courtney. Of the selling expenses, under advertising you have 
1.972 of the company’s total. 

Will you explain the item for advertising, please? 

Mr. Kavanaucu. Advertising consists in this case of advertising 
in trade and technical journals and also our institutional advertising. 

We allocated across the board to all contracts, but then as to what is 
included in the final redetermined price I am unable to say. 

In the case of CPFF, no portion of it would be allowed. 

Mr. Courtney. But in any event, so we may understand these 
figures as we go along, of this percentage, which happened to be a total 
of $134,760, of that item, you are not able to say or do not know at this 
time what portion of that was disallowed and included within the 
$90,000 of disallowances? 

Mr. Kavanauau. That is correct. 

Mr. Courtney. Under contract administration, you have 1.911 
percent of the total company’s total. 

Mr. Kavanauau. That is correct. 
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Mr. Courtney. Of contributions and dues of the character that we 
have indicated, you have 1.741 of the company’s total, or $6,821 as- 
signed to this contract over the period? 

Mr. Kavanauau. That is correct. 

Mr. Courtney. Of 3 years. 

Get me the unit profit. 

Mr. Kavanauen. You don’t have it there. It is on this sheet here, 
Mr. Courtney. That was the explanation of 16. 

Mr. Courtney. What? 

Mr. Kavanauau. The unit profit would be—I don’t have the unit 
profit. 

Mr. Courtney. That is all right. We won’t belabor that. 

The other items. You have traveling expenses here, directly assign- 
able to this contract, but no traveling expenses taken from the com- 
pany’s general item of that amount. 

Mr. Kavanaueu. No. The travel expense of $252,761 includes the 
travel which would be charged directly to the contract and the allo- 
cable portion of other travel which is included in overhead, such as— 
well, we are on a travel status now, which will go into overhead, and 
that will be spread just like our salaries would be spread. 

Mr. Courtney. You do not allow anything here for entertainment, 
or have not been allowing any charge. 

Mr. Kavanauau. No, sir, no portion of entertainment is included 
in any of our cost figures. 

Mr. Courtney. We have completed the 31 questions, with the 
distribution on this. 

Each of these questions on contracts has been answered in exactly 
the same way, with percentages applicable in a given instance. 

Mr. Kavanauau. That is correct. 

Mr. Courtney. At this point in the record, Mr. Chairman, so we 
may have the same answers generally throughout this, do you have 
the company’s total sales in dollars and the percentage of earnings 
computed against total sales? 

Mr. KavanauGu. Military business? 

Mr. Courtney. On military business. That is for the 4 years in 
question, if you have it. 

Mr. Kavanauau. For our report to the renegotiation board, we re- 
port renegotiable business, which would be all military business. 

(Mr. Courtney nods.) 

Mr. KavaNnauau. Sales of $449,269,104. 

Mr. Courtney. For 1952? 

Mr. Kavanauau. For 1952. 

Mr. Courtney. Right. With the percentage of profit to sales. 

Mr. KavanauGu. With a percentage to profit before taxes of 5.555 
percent. That is before taxes. Percentage of profit after taxes, of 
1.788 percent. 

In 1953, our report to the renegotiation board is $769,847,847 of 
sales. Profit before taxes of 5.769 percent. Profit after taxes, 1.743 
percent. 

In 1954, $754,399,991 sales. Profit of 5.572 before taxes. Profit of 
2.517 after taxes. 

In 1955, preliminary—this is estimated as well as we can at this 
particular point—$772,818,969 sales. Profit before taxes of 5.231. 
Profit after taxes ? 56. 
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Mr. Courtney. Mr. Kavanaugh, do any of the figures that we have 
considered for the period of 1952 on reflect any adjustments by reason 
of renegotiation, I mean statutory renegotiation? 

Mr. Kavanavuau. No, sir. 

Mr. Courtney. You have not been renegotiated nor assessed in 
any of the years that we are concerned with? 

Mr. Kavanaueu. That is correct. We have been renegotiated 
through 1951. 1952 is in the process. We expect to have it completed 
momentarily, I hope. 

Mr. Courtney. Were you required to make a repayment in 1951? 

Mr. Kavanauau. We were not. 

Mr. Courtnry. And 1952 is still under scrutiny, or still under 
renegotiation? 

Mr. Kavanauau. That is correct. 

Mr. Gavin. What is the amount under renegotiation? 

Mr. Héspert. Total sales of a year. 

Mr. Gavin. How much was it? 

Mr. Hess. In 1952. 

Mr. Courtney. Mr. Gavin asked the total amount under con- 
sideration by the renegotiation board in 1952. 

Mr. KavaNnauGH. $449,269,000 worth of sales. 

Mr. Courtney. Is that the gross value of all of the sales for that 
year? 

’ Mr. Kavanaueu. Those are the sales that we report to the re- 
negotiation board. 

Mr. Courtney. Mr. Chairman, all of these questions have been 
answered in detail in the two booklets presented by the company. 
I would ask that they be made a part of the record. 

Mr. Hézsert. Without objection, they will be made a part of the 
record. 

Mr. Courtney. With the explanation of the witness as to the dis- 
tribution of the various general items as they appear in the individual 
cases. 

(The information follows:) 


GENERAL NOTES 


1. All replies are identified with the same numbers as the questions in the 
questionnaire. 

2. All data is through May 31, 1955, unless otherwise noted. This date is the 
end of the company’s second fiscal quarter for the year 1955. 

3. For purposes of question 8i, subcontracting has been defined as parts or 
assemblies manufactured by an outside contractor in accordance with Douglas 
designs, specifications, or direction, using either Douglas or vendor furnished 
materials. This definition covers the company’s “Outside Manufacturing” and 
“Major Subcontract” classifications, and agrees generally with the definition of 
subcontracting used for the Aeronautical Manufacturers’ planning report (Form 
approved, Budget Bureau No. 22—R131) submitted to the Department of Defense. 

Since the company’s purchasing records are filed by vendor and year only, the 
only method available for listing subcontracts in excess of $100,000, short of read- 
ing individually some 10,500,000 purchase orders covering seven and one half 
hears, was to have the responsible purchasing agents list to the best of their recol- 
lection all orders in the subcontract category exceeding $100,000, and to then verify 
the vendors, amounts, and contract numbers from the files. The material con- 
tained in exhibits E-1 through E-12 was prepared in the above manner since it 
was the only practical method for the requested data to be assembled in the time 
available. In the company’s opinion the results are as complete and accurate 
as possible under the circumstances. If the subcommittee desires further informa- 
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tion regarding a specific vendor, or a specific subcontract to a specifie vendor, 
such information can be furnished promptly from records directly available. 

4. The sales figures used in answering question No. 15 represent, for CPFF 
contracts, the sum of costs estimated to be reimbursable and the fixed fees earned 
through May 31, 1955, and, for the incentive type contracts, the sales values of 
delivered articles determined in accordance with the company’s established 
accounting policies. For both types of contracts, the sales figures will vary from 
the figures shown in answer to questions numbered 6, 7, and 21 because, with one 
exception, the contracts have not been completely performed and because the 
company’s accounting system provides for recording sales of airplanes at each 
airplane’s actual selling price rather than at the contract average prices estab- 
lished for billing convenience. 

5. In connection with question 16, it should be noted that the basis for total 
profit, as requested by question 15 and as developed in the replies to that question, 
includes for each contract varying amounts of such items as spares, kits, special 
tools, ground handling equipment, ete. To divide total profit by the number of 
aircraft would therefore not produce consistent results from contract to contract. 
and therefore this computation has not been made. 


GENERAL DATA 


Question 22. Percentage of Government sales: 
Percent of total sales 


Government 


sales } Other sales 
Oe eats eR eee ero oe ee Eee ee eee 85. 96 14. 04 
ES eka eet oe ie Re enemies mate emes 6 ont 88. 0: 11. 97 
1 elephant da aod eit woke scree «RY a el degen 82. 65 17. 35 
1066 to sume DO, 1056... ~~... nncnsenssnes-..------ 90. 53 9. 47 
Question 23. Net worth, 1952, $87,699,806. 
Question 24. Net worth, 1955, $127,192,206. 
Question 25, Outstanding stock: 
1952, 1,200,000 shares. 
1955 (May 31), 3,689,790 shares. 
Question 26, Dividends per share: 
Amount 
Shares Total amount per share 
EG ee ee oe, ene a 1, 200,000 $4,500,000 $3.75 
LEON Bd ons obebbthaermenintaseenens 3, 689, 790 = 7, 379, 580 2. 00 
Question 27. Paid-in capital: 


1952, $30,000,000. 

1955 (May 31), $31,559,935. 
Question 28. Surplus: 

1952, $57,699,806. 

1955 (May 31), $95,632,271. 


” 1 Government sales include those where Douglas is performing as a subcontractor under Government 
prime contracts. 

Question 29. Government-owned property: 

The various types of property at each facility, such as land, buildings, machine 
tools or related production equipment, are used to a large extent in the performance 
of all contracts at that facility. It is impossible in practically all cases to be able 
to segregate any particular piece or type of property as applicable only to one 
contract or model. Through the application of some statistical method it would 
be possible to approximate the amount and kind of Government-owned property 
being used by the company in the performance of a particular contract. This 
method might be developed by ratioing the manufacturing hours on a given con- 
tract to the total manufacturing hours expended by the plant, and applying that 
ratio to the amount of Government-owned property within the plant. However, 
this method would not allow for the multiple use of the properties which does 
exist. Therefore, the following general statement is made with regard to the 
Government-owned property at the various divisions of the Douglas Co. 


SANTA MONICA DIVISION 


No Government-owned land or buildings are in use at Santa Monica. Various 
special-purpose machine tools and items of test equipment are Government-owned, 
in the approximate amount of $1,250,000. These items were largely purchased for 
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use on missile contracts and have little or no applicability to airplane production 
programs, in which solely contractor-owned equipment is used. 

Following is the record of the total value of Government-owned property at the 
Santa Monica division as of the end of each Douglas Co. fiscal vear noted. Values 
shown are acquisition value on items procured by Douglas under facilities con- 
tracts, and values furnished by the Government for Goyernment-furnished items. 


SS ar eee ee eee FS Meee. Mee ’ $777, 824. 92 
Se ee oe pe eS : 994, 695. 70 
a eae Se ae ee : 1, 179, 957. 31 
Dec. 1, 1954, to May 31, 1955_____- ee. xa Ld or : 1, 257, 668. 77 


EL SEGUNDO DIVISION 


The amount of Government-owned property, real or personal, being used at the 
El Segundo division is approximately $74 million. These properties consist of 
land, buildings, building improvements and machinery, with the Government 
owning the majority of these items at El Segundo. Approximately 15 percent of 
the covered area is contractor-furnished. These facilities are used in the perform- 
ance of all BuAer contracts which are assigned to the El Segundo division. Occa- 
sional assistance is given to contracts assigned to other plants, but this type of 
assistance averages less than one-half of 1 percent of the manufacturing activity 
at this facility. 

Following is the record of the total value of Government-owned property at the 
El Segundo division as of the end of each Douglas fiscal year noted. Values shown 
are acquisition value on items procured by Douglas under facilities contracts, and 
values furnished by the Government for Government-furnished items. 


i A eet ee oe ae an ae ch eee i sas ae he meek eG Te 
i 3 Sa Sas Se See ee Sy er ee ee == 24, 803, 830. 01 
iS eee : Sco oe ie ks a ca oa nc ee tee ieee a eosin _. 61, 989, 354. 06 
Dec. 1, 1954, to May 31, 1955___-_-- ices ees ———P 74, 057, 422. 97 


LONG BEACH DIVISION 


The amount of Government-owned property, real or personal, being used at the 
Long Beach division, is approximately $29 million. These properties consist of 
land, buildings, building improvements, and machinery. Approximately 55 
percent of the covered area is contractor-furnished. These facilities are used in 
the performance of all Air Force contracts assigned to other plants, but this type 
of assistance averages less than one-half of 1 percent of the manufacturing activity 
at this facility. 

Following is the record of the total value of Government-owned property at the 
Long Beach division as of the end of each Douglas fiscal vear noted. Values shown 
are acquisition value on items procured by Douglas under facilities contracts, and 
values furnished by the Government for Government-furnished items. 


1952 fateh : + $15, 892, 648. 00 


1953____- es PEN ee oa 19, 373, 490. 51 
1954 7 _ : 26, 541, 031. 27 
December 1, 1954, to May 31, 1955 : 29, 204, 651. 81 


TULSA DIVISION 


The amount of Government-owned property, real or personal, being used at 
the Tulsa division is approximately $51 million. These properties consist of all 
land, buildings, building improvements, and machinery at this location. These 
facilities are used in the performance of all Air Force contracts assigned to the 
Tulsa division, and with Air Force approval are also used to assist in the per- 
formance of various other Air Force contracts assigned to other divisions of the 
company. The major assistance of this type is being given to contracts of the 
R B—-66/ B—66 series airplanes, which are assigned to the Long Beach division, but 
for which Tulsa assembles all wings and assembles and flight tests the RB—-66C 
version of the series. 

Following is the record of the total value of Government-owned property at 


the Tulsa division as of the end of each Douglas fiscal year noted. Values shown 
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are acquisition value on items procured by Douglas under facilities contracts, and 
values furnished by the Government for Government-furnished items. 


$39, 054, 283. 23 
43, 713, 216. 29 
49, 522, 561. 48 
51, 180, 610, 87 


Exhibit H (refers to question 12)—Contributions or donations to trade organizations 
of public information media 























Dee. 1, 1954 
1952 1953 1954 to 
May 31, 1955 
Aircraft Industries Association ...............--..--.------- $57,158 | $69,751 | $80,755 $41, 825 
Los Angeles Chamber of Commerce........-.......--.----- 2, 000 2, 000 2, 000 , 000 
National Industrial Conference Board_...................-- 1,000 1, 000 a eae * 
United States Chamber of Commerce---.-..-....-.--.-.----- 1, 000 1, 000 1, 000 1, 000 
Research Institute of America..............--..-- bbitcheeneen 7, 995 15, 345 14, 083 3, 618 
California Taxpayers Association... .-....--...-----.----.-- 1, 000 2, 000 BED fevdacetassenue 
California State Chamber of Commerce.._-.-.-.......-.._- 1,000 1, 000 1, 000 1, 000 
California Manufacturers Association - --.....-.-.-.-.-.-.--- 1, 250 | 1, 250 1, 250 2, 500 
Long Beach Chamber of Commerce.--_-.-...-.-...-...-_--- 1,000 g Pilea pe OLE nae” UE sae ee 
Ais Force Association... ........-......... per ee a eee 2, 500 2, 500 1) RAS ae 
ES SE Pa See 2, 499 3, 000 2, 500 
Santa Monica Chamber of Commerce................-.----|----------|----------|---------- 1,000 
Totals by years for period of cher ere under each | 

of the following contracts: NOa(s) 10483; NOa(s) 

12026; NOa(s) 51-020; re 51-021; ; NOass) 51-141; 

NOa(s) 51-630; NOa (s) 51-632; Oa(s) 51-637; 

NOa(s) 51-654; NOa(s) 52-247: Noa) 52-977; 

NOa(s) 52-979; NOa(s) 52-980; NOa(s) 52-981; 

NOa(s) 53-381; NOa(s) 53-382; NOa(s) 54-316; 

NOa(s) 54-320; NOa(s) 54-324; NOa(s) 54-325; 

N Oa(s) wed i 53-693; A F33(600)-5806; 

A F33(038)-934 33(600)-9646; A F33(038)-14765; 

A F33(600)- Brot AT 83(008) 18564; W33-038-ac- 

20260; A F33(600)-22452; AF33(000)- -25669; and | 

eS ee 75, 903 98, 345 | 107, 588 55, 443 





Exhibit K (Refers to question 19)—Amortization in excess of normal depreciation 





1952 


1953 1954 


Dec. 1, 1954 to 
May 31, 1955 








Totals by years for period of performance under each of 
the following contracts: 

NOa(s) 10483; NOa(s) 12026; NOa(s) 51-020; N Oa(s) 
51-021; NOa(s) 51-141; NOa(s) 51-630; NOa(s) 51-632; 
NOa(s) 51-637; NOa(s) 51-654; NOa(s) 52-247; 
NOa(s) 52-977; NOa(s) 52-979; NOa(s) 52-980; 
NOa(s) 52-981: NOa(s) 53-381; NOa(s) 53-382; 
NOa(s) 54-316; NOa(s) 54-320; NOa(s) 54-324; 
NOa(s) 54-325; NOa(s) 55-189; Pein! 53-693; 
A F33(600)-5806; A F33(038)-9345; F33(600)-9646; 
A F33(038)-14765; A F33(600)-16314; A¥33(038) 18564; 
W33-038-ac-20260; AF33(600)-22452; A F33(600)- 








25669; and A F33(600)-28368..........--------------- | $536, 635 | $758, 960 
' ' 








| $1, 009, 631 


$585, 621 
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Amount charged to 
each contract 





















1955 
1952 1953} 1954 (through a 
| May 31 | Percent 
Dollars | of total 
Total general research and develop- | | 
ha elel Gil Shah el Pe ae eee | $525,103 | $906,785 | $1, 691, 867 | $1, 225, 676 | 
| na aes ————__—— — = = — — 

Contracts 
ee 525, 103 | 906,785 | 1,691,867 | 1,225,676 | 111, 064 1. 984 
aes SS | 906,785 | 1, 691, 867 | 1, 225,676 | 287, 730 7. 524 
een on aacwesacsal 525, 103 | 906,785 | 1, 691, 867 | 188, 149 3. 330 
eer ------------| 525,103 | 906,785 | 1,691,867 | 1,: 81, 958 1. 336 
ae Sith ¢ ee SE ee | 525,103 | 906,785 | 1,691,867 | 1, 204, 971 3. 661 
5806___-.- a 525,103 | 906,785 | 1,691,867 | 1, 227, 043 4. 425 
ae _.-..--------| 525,103 | 906,785 | 1,691,867 | 1, 238, 447 5. 482 
18564___ : £ _...-| 525,103 | 906,785 | 1,691,867 | 1, 6, 585 | 128 
aa .-.-----| 525,103 | 906,785 | 1,691,867 | 1, 131, 416 3. 021 
16314___- IE ae ot 525,103 | 906,785 | 1,691,867 | 1, 397, 320 9. 135 
25669__.- geidonctiek sae _..-| 906,785 | 1,691,867 | 1, 44, 184 1.155 
28368 | | | 1,691,867 | 1, 5 | 1, 494 051 
10483 | 525,103 | 906,785 | 1,691,867) 1, 78, 255 1, 276 
12026_... } , 10 | 906, 785 1, 691, 867 | 1, 76) 11,549 . 206 
51-020__- | 525,103 | 906,785 | 1,691,867 | 1, 7 23, 750 124 
51-021 _..- | 525,103 | 906,785 | 1,691,867 | 1, 102, 908 1. 838 
51-630__.--- 525,103 | 906,785 | 1,691,867 | 1, 20, 571 401 
51-632. | 525,103 | 906,785 | 1,691,867 | 1. | 32, 604 "635 
51-637 ss --| 525,103 | 906, 785 | 1, 691, 867 | 1, 76 | 33,867 . 660 
§1-654_...... 525,103 | 906,785 | 1,691,867 | 1, 132, 106 2. 575 
52-247... | 525, 103 906, 785 | 1, 691, 867 | 1,: 51, 397 1.002 
59-077 ....-.. 525, 103 | 906,785 | 1,691,867 1, 43, 062 . 990 
52-979_......_- | 525,103 | 906,785 | 1, 691, 867 s # 14, 863 342 
52-980.....-..- 525,103 | 906,785 | 1,691,867 | 1,: 16, 293 375 
aie seem : | 525,103 | 906,785 | 1,691,867] 1 72, 083 1. 657 
a | 906,785 | 1,691,867 | 1, 34, 891 912 
as eaenes vl | 906,785 | 1,691,867 | 1, 6, 754 177 
EERE Sa c ee | 906,785 | 1,691,867 | 1, 27, 637 723 
SSL Sears » --| 906,785 | 1,691,867 | 1, 1, 648 043 
-< epesea ete fe scmecenc-| ‘OG 700°} 1,008 8871 2 3, 540 . 093 
Cee | ccucunc| SOQ 7808 | 1,601, 80r | ‘1, 5, 639 . 147 
55-189- aac ate : ee deus 1, 691, 867 3. 8, 615 . 295 








This shows company total of general research which compares to amounts charged to contracts while 
original schedule included specific development. 


Mr. Courtney. I think that is all, Mr. Chairman. 

Mr. H&ésert. I would like to ask you just a question here, Mr. 
Kavanaugh, and I will preface it by saying that you do not have to 
answer the question because it is of no concern to the committee in 
connection with the military contracts, but purely as information, if 
you care to answer it. 

The question is this: On your military contracts after taxes your 
profit was 1.77, I think you said. Is that correct? 

Mr. Kavanavuau. 1.788 in 1952. 

Mr. Héserrr. That is correct. It is certainly before the 2 percent 
figure. 

Now, if you care to tell us, what is your percentage of return on 
your commercial contracts? 

Mr. Conant. That is a very difficult thing to say, unless you go 
back to the—go back through the whole development of the com- 
mercial airplane. Because, you see, we sell commercial airplanes 
from the initial development at a flat price. We take the loss until 
we come to what we call the break-even point, and then we make up 
our loss after we cross the break-even point. 

For instance, on DC-6’s, we had over 400 planes delivered before 
we broke even. 
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When you ask me what the profit is on a DC-—6, I will say that the 
profit over the whole DC-6 series is in the neighborhood of 5 percent. 

Mr. Hfperr. Before or after taxes? 

Mr. Conant. Before taxes. 

But the profit that we make when we get below the break-even 
point in any year, like these years here, would be much more than that. 

Mr. Hérert. Would you care to give a curbstone opinion about 
what would be your estimated percentage profit on your commercial 
business? What would be your goal there? 

Of course, your goal would be as much as you can get, which is 
perfectly legitimate. But I mean, do you have any idea what the 
percentage will come out in the ultimate if your complete contract is 
successful on commercial? 

Mr. Conant. It would be around 12 percent, I think. 


Mr. Hfépert. It would be around 12, and after taxes that would 
reduce it to what, about? 


Mr. Conant. Six. 


Mr. Héserrt. About six. That is what I wanted to get. As I 
said, you do not have to answer that question, because that is your 
own business. But by comparison, in your commercial venture, you 
expect it to bring you in round figures 6 percent, while your Govern- 
ment business is 1.77 and 1.78, is that correct? 

Mr. Conant. That is correct. The whole profit in the commercial 
business is when you get just as far as you can by the break-even as 
you lost before. 

Mr. Hépert. I understand that. 

Mr. Conant. On the DC-6 we were $35 million in the hole before 
we started to work out. 

Mr. Hésert. In round figures, again, your profit on commercial is 
thrée times as much as Government? 

Mr. Conant. That is right. 

Mr. Hésert. Commercial of course is not subject to the regula- 
tions and the renegotiation and the other governmental mechanisms 
thrown around the Government contracts? 

Mr. Conant. That is right. 

Mr. Hésert. I wanted to ask you—I point this out to re-emphasize 
this, certainly for the members of the committee and the record. As 
we have been stating right on through these hearings, the military air- 
craft production is a peculiar industry to the country. We don’t 
want to lose sight of that fact. 

Your company is the first company to appear here which has any 
sizable amount of commercial productivity, as compared to your 
military output. So you are in a new field before the committee 
today. That is the reason I bring out these facts here. You are the 
first company to fall below the 99-percent figure. 

(Mr. Conant nods.) 

Mr. Hésert. Up to this time the companies we have heard have 
been practically totaling Government production, whereas you now 
are venturing into the commercial field and as we progress along the 
committee will hear again from other companies in your same area or 
your same category. 

But the thing that I re-emphasize again for the consideration of the 
committee is the peculiarity of the aircraft military industry. Be- 
cause I think we should realize that—in my own way I describe it as a 
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weapon for the security of the country. Certainly all the bombs and 
the hydrogen bombs stockpiled in the world wouldn’t be worth a BB 
shot if we didn’t have the vehicle to deliver those bombs. 

So I personally regard it as a part and parcel of our security in 
offensive weapons. 

I just want to keep that in front of the committee and before the 
witnesses here in connection with these questions. 

There are two items I want to ask you about in connection with the 
salaries. 

With 88 percent—I think 88 percent of your business is Govern- 
ment—you have a public-relations man getting $35,880 and $37,807. 
What public-relations job does he do in connection with the military 
contracts? 

Mr. Conant. He is right here now. 

Mr. Héserr. You can answer it. 

Mr. Conant. He has other jobs besides public relations. Public 
relations is his principal job. But there is a good deal of other rela- 
tions in the inter-relation of the company and the labor relations that 
he plays a large part in. 

Mr. Hésert. Does he handle labor relations for your company? 

Mr. Conant. No; not directly. 

Mr. Hépert. What part does he play in handling that? Because 
that is a field in itself. 

Mr. Conant. When it comes to labor relations, we all play a part 
in it. Because it is so closely related to public relations, too. So he 
plays quite a part in the labor relations, in its relationship to public 
relations. He was in charge of labor relations during some of these 
years. 

Mr. H&ésert. He has been in charge of that. 

Mr. Conant. He has been in charge of labor relations. I don’t 
know what year. 

Up to 1953 he had both labor relations and public relations. 

Mr. H&ésert. Up to 1953 he had both labor relations and public 
relations. I don’t see him here for 1953. 

Mr. KavanavuaH. He became an officer in 1954. Those salaries 
deal with officers. 

Mr. Hfépert. Oh, I see. In other words, then, we are not—— 

Mr. Kavanavuau. He is still in an advisory capacity. 

Mr. Héserr. We are not to understand that his exclusive duties 
are public relations? 

Mr. Conant. Not exclusively. 

Mr. Hésert. You know the high-faluting phrases that find their 
way into use today. In my day the public-relations man was just a 
common pressman who wanted a job on the side. Now they are 
developing public-relations men and public-relations counselors, and 
I don’t know what other. 

Mr. Conant. Mr. Chairman, would you like to hear from Mr; 
Rochlen, himself? 

Mr. H&épert. If he cares to detail his work, because it is very inter- 
esting to find out what his duties are, where his salary is being charged 
against a government contract. 

Mr. Rocuten. I began my duties with Douglas as a public.relations 
officer, but as the years proceeded and especially during the war 
years our employees became a large part of our public, and I took 
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over the employee relations as well as public relations. Then through 
the 18 years that I have been with the company I have become part 
of the management of the company and become a consultant to the 
management in regards to the relations of the public—the very 
things that are concerning your committee, such as the attitude of 
the public toward the company and the company toward the public. 
So all our executive decisions were also viewed through the eyes of a 
public interest, which I, as a so-called expert, assumed to supply. 

Mr. Héserr. I assume you also have a pretty good staff under 
you, too? 

Mr. Rocuien. Not too large. Not large enough, I am afraid. 

Mr. Héserr. No; nobody ever has enough, of some things. 

Mr. Rocuuen. One of our duties is to publish the company publi- 
cations, employee newspaper. The annual report, which is quite an 
important function in our company, is part of my job. I have to 
consult with all the branches of the management, in evaluating the 
annual report, so the stockholders and the Government might know 
what we are doing. 

Mr. Héserr. I am sure you earn your money, but I just wanted 
to know where it is distributed. 

Mr. Rocuuen. Thank you, sir. 

Mr. H&éserr. I see Mr. Donald W. Douglas, Jr., is vice president 
in charge of military relations, to the extent—the last figure of $46,- 
794a year. Exactly what are his duties, when you have one customer 
on 88 percent of your business? 

Mr. Conant. He has all of the military relations sales and service, 
and publications and the military contracts, contract administration. 
So all of our military relations not only include—not as a salesman, 
but as a contract administrator and the service that this personnel 

Mr. Héserr. Would it be fair to say he is a supervisor of the 
military sales or the liaison? 

Mr. Conant. He is on top of military sales, military relations, all 
of the service departments that service all the bases all over the 
world, and all of the publications that we have to make for the mili- 
tary airplanes—handbooks, the manuals, publications. 

Mr. Héserr. Operational publications. 

Mr. Conant. He is also over the flight test division, that tests all 
of the airplanes before they are delivered. 

Mr. Héserr. In other words, he is your liaison between your 
military and your company? 

Mr. Conant. Yes, sir. 

Mr. Kavanavuau. Definitely. 

Mr. Conant. But he also has other duties besides that. 

Mr. Héserr. I understand. 

In connection with Mr. Douglas, Sr., would you please give the 
committee his background? We have asked the same question for 
every head of every aircraft manufacturer. 

Mr. Conant. You want the background of the company as well, 
Mr. Chairman? 

Mr. Hésert. I think that would be very helpful; yes, sir. 

Mr. Conant. I will read the whole thing. 

Mr. Hépert. Yes, sir. 

Mr. Conant. The home office of the Douglas Aircraft Company, 
Inc., is in Santa Monica, Calif. The business was started in 1920 
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by Donald W. Douglas, now president and chairman of the board as 
a partnership. The present corporation was organized in 1928. 

The company operates 5 major plants at Santa Monica, El Se- 
gundo, and Long Beach Calif, Tulsa, Okla., and at Charlotte, N. C. 
A plant of major proportions is located at Torrence, Calif., and is 
being operated as a facility of the El Segundo plant. We do not call 
that a separate plant. Both facilities produce airplanes and parts 
for the Navy. 

The Long Beach and Tulsa plants produce airplanes and parts for 
the Air Force. 

At the Santa Monica plant military cargo transports are produced 
for the Air Force and the Navy. This plant also produces guided 
missiles for the United States Army Ordnance Department. 

The Charlotte, N. C., plant is scheduled for production of guided 
missiles for the Ordnance Department. 

In its major plants and test centers the Douglas Aircraft Co. 
personnel numbers 78,000. At the peak of World War II production 
the company employed 167,000 men and women in six major plants. 

Donald W. Douglas is president and chairman of the board of the 
Douglas Aircraft Co. He was born in Brooklyn, N. Y., attended 
public schools and later the Trinity Chapel School in New York City, 
the United States Naval Academy at Annapolis and Massachusetts 
Institute of Technology from which he was graduated in 1914. Imme- 
diately upon graduation, he was made assistant instructor in aero- 
nauties and helped Prof. Jerome Hunsaker build the first wind tunnel 
at M. I. T. 

Frederic W. Conant is a director and senior vice president of the 
company and is in charge of manufacturing. He is an engineer 
graduate of Cornell. He joined the company in 1933 as a clock 
employe at 35 cents an hour, but it was 40 cents. 

Mr. H&ésert. Is that the price of Cornell graudates? 

Mr. Conant. And my forebears come from Salem. 

Mr. Bares. You are a lucky man, sir. 

Mr. Hépert. Thank you very much. That is the information we 
desire. 

I want to compliment your public-relations department for antici- 
pating these questions. 

Mr. H&sert. | note that Mr. Douglas attended the United States 
Naval Academy. He did not graduate there, I presume? 

Mr. Conant. No; he didn’t. He went there for 3 years. 

Mr. Hféspert. He could not be classified as a retired naval officer? 

Mr. Conant. No. 

Mr. Hésert. Should we take it if you do not graduate you do a 
little better than if you do graduate, comparing the salaries some of 
these people are getting? 

Mr. Conant. I was in the Army for 4 years, but I didn’t graduate. 

Mr. Rocuien. Mr. Chairman, Mr. Douglas left the Naval Academy 
on his own will because he wanted to do more work with airplanes. 
One of the stories is that he used to use the gymnasium for testing his 
models, until one day an admiral stubbed his toe on a nail which he 
had driven down there to anchor his airplane to. He got into a little 
trouble and then he left and went to M. I. T. 

Mr. Hésert. That, of course, was before the Navy heard of the 
B-36, I presume. 
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Do you have the figures—and again this is as a matter of record, 
and obviously comparison, in discussing these matters. Do you 


know the capital with which Douglas started his company in 1920? 
Mr. Conant. $15,000. 


Mr. Hésert. Was it $15,000? 

Mr. Rocuuen. He started with $15,000 in borrowed money. 

Mr. Hépert. $15,000. When was stock first issued in the com- 
pany? 

Mr. Kavanauau. 1928. 

Mr. Hésert. To what extent in 1928? Stock sale and stock issue. 

Mr. Hess. That is when it was incorporated, I presume. 

Mr. Conant. We have that. 

Mr. Kavanauau. I have some figures. 

Mr. Hésert. In other words, I understand from 1920, the organi- 
zation of the company 

Mr. Rocuuen. It was a partnership until 1928. 

Mr. Hésert. Was on the basis of $15,000, to 1928——— 

Mr. Conant. $15,000 in 1920. 

Mr. Hésert. That is correct. 

Mr. Conant. Yes. 

Mr. Hépert. $15,000 in 1920, until 1928. 

Mr. Conant. That is right. 

Mr. Hfésert. For 8 years it operated on that original investment 
of $15,000 as a partnership? 

Mr. Conant. No. It had loans. That was a partnership. 

Mr. Hésert. But that was the capital investment anyway? 

Mr. Conant. No, it was more than that. It was a partnership. 
Davis-Douglas Co. it was called. 

Mr. Hfésert. What was the capital investment of the partnership, 
do you know, in the beginning? Do you have any idea at all? 

Mr. Conant. No. 

Mr. Hésert. Where did this figure of $15,000 in borrowed money 
come from? 

Mr. Conant. That was borrowed around Los Angeles streets. 
$5,000 contribution by three different people, I believe. 

Mr. Hésert. Three different people contributed $5,000? 

Mr. Conant. $5,000. 

Mr. Hésert. To make a total of $15,000 and Mr. Douglas then 
started his company? 

Mr. Conant. Yes, started the Davis-Douglas Co. 

Mr. Hésert. The Davis-Douglas Co. And then evolved and 
became the Douglas Aircraft Co.? 

Mr. Conant. That is right. 

Mr. Hépert. In later years. How much stock has been issued 
now? 

Mr. Hess. Ask first when it was incorporated. 

Mr. Hésert. When was the company incorporated? 

Mr. KAvaNnauGH. 1928. 

Mr. Héperr. 1928. Then the first stock was issued. When was 
that stock issued? 

Mr. Kavanauau. I have it here. The company is a Delaware 
corporation organized in November 1928, taking over the assets of 
the Douglas Co., which was a corporation formed in 1921 to take 


over the assets of a 1920 partnership known as the Davis-Douglas 
Co. 
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As a result of shares issued in exchange for the assets and business 
of the Douglas Co., those issued in 1937 to acquire the minority 
interests of the Northrop Corp. and those sold at different times, 
there were issued and outstanding at the beginning of 1948, 600,000 
shares out of a total of 1 million shares authorized, for which an 
amount of $6 million was carried in the capital stock account and 
$3,993,441 was carried in capital surplus account. 

On February 18, 1948, the board of directors assigned a value of 
$50 per share to the no-par capital stock, resulting in the transfer of 
$3,993,441 from the capital surplus account and $20,006,559 from the 
earned surplus account to the capital stock account, with the latter 
then showing a balance of that $30 million stated capital value. 

Mr. Héperr. Your capital value now is $30 million? 

Mr. Kavanauau. $30 million. 

Mr. Hésert. Without reference to a breakage of dollars and cents, 
in round figures, what amount of money has been invested from out- 
side sources, through the purchase of stock of course, in the Douglas 
Co.? What figure would that reflect? 

Mr. Kavanauau. $11,553,376.22. 

Mr. Hésert. That has been invested. Now your net worth is 
what? 

Mr. Kavanavuau. $134 million. 

Mr. Hésert. Your original stock issue then was in 19——— 

Mr. Kavanauan. 1928. 

Mr. Hésert. 1928. 

Mr. Kavanaueu. That is right. At the end of 1948, we had 
600,000 shares outstanding, worth $9,993,441. That was the amount 
of money paid for that stock. 

Mr. Hfépert. That was the amount of money invested. 

Mr. Hess? 

Mr. Hess. When did you get your first Government contracts, 
from the Navy or at that time the Army, I presume? 

Mr. Conant. When he first started the company in 1920. 

Mr. Hess. He started the company in 1920, and you got Govern- 
ment contracts immediately? 

Mr. Conant. We started to. 

Mr. Hess. That is when it got Government contracts. 

Mr. Conant. 1922, they tell me. 

Mr. Hess. 1922. 

Mr. Conant. That is right. 

Mr. Hess. The first corporation. 

Mr. Conant. Yes. 

Mr. Hess. So the amount that was paid in from earned surplus: 
Some of it was Government money that had been earned on Govy- 
ernment contracts? 

Mr. Conant. That is right. 

Mr. Hess. Let me ask Mr. Kavanaugh just one question here. 
With reference to this rental charge, how long has that been going 
on, that you have been paying the Government rental for the plant 
at El Segundo? 

Mr. Conant. I think I can answer that. About 1947. ‘here 
was quite a time after 1945 that the Navy Department and the War 
Assets or DPC or whoever had cognizance of the plant at that time — 

we could not agree on a rental for the plant. 
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Mr. Hess. Were you paying rental for it during the war? 

Mr. Conant. No. 

Mr. Hess. But at the end of the war, or shortly thereafter, the 
Navy wanted you to enter into a contract? 

Mr. Conant. That is right. 

Mr. Hess. The War Assets Administration. 

Mr. Conant. Not the Navy, the War Assets Division. 

Mr. Hess. Yes. 

Mr. Conant. Or DPC or one of those agencies. 

Mr. Hess. Some governmental agency? 

Mr. Conant. Yes. : 

Mr. Hess. To enter into a contract to pay rent for a Government 
plant? 

Mr. Conant. That is right. 

Mr. Hess. And you have been paying it ever since? 

Mr. Conant. No. At that time they wanted so much rent that 
the Navy Department wouldn’t agree to us paying that much rent. 

Mr. Hess. Because it would have to be added to the contract for 
the Navy Department? 

Mr. Conant. That is right. 

Mr. Hess. And that is what you are doing today on all of your 
governmental contracts? ' 

Mr. Conant. That is right. 

Mr. Hess. Paying that rent? 

Mr. Conant. As part of cost. 

Mr. Hess. As part of costs, naturally. 

Mr. Conant. Yes. 

Mr. Hess. Besides that you are also adding onto your bookkeeping 
costs, in order to take care of that matter? : 

Mr. Conant. That would go into overhead. 

Mr. Hess. A portion of that overhead would go into the Govern- 
ment contract? 

Mr. Conant. Yes. 

Mr. Hépert. Mr. Nelson? 

Mr. Netson. Mr. Kavanaugh, I would like to ask you how much 
of your annual budget goes into research and development. 

Mr. Kavanavuau. In 1954 we spent $4,768,562 on general research 
and development. In 1953, $5,889,924. 

Mr. Netson. How much of that allocation is to commercial aircraft 
of your own and how much on Government contracts? 

Mr. Kavanavuaen. In 1954, $1,619,867 of that $4 million was 
allocated to all contracts, military and commercial combined, and the 
balance was not allocated to military contracts. 

Mr. Netson. Where did the balance of the money come from? Is 
it Douglas’ money or did it come from the Government? 

Mr. Kavanauau. It is Douglas’ money. Douglas’ money. 

Mr. Netson. Was that spent 

Mr. Kavanauau. The whole $4 million is Douglas’ money, but- 

Mr. Netson. The balance: Was that spent in developing your 
own aircraft for commercial purposes or developing aircraft for 
military designs? 

Mr. Kavanauan. In 1954, $600,633 of our own money, and in 1955, 
$1,255,069 of our own money, was spent in the development of a jet 
tanker for the Air Force, and on which we got no contracts. We 
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had to write it off. We have no business from that $1,855,000. And 
the balance would be maybe commercial. 

Mr. Netson. I understand it. 

Mr. Kavanavuau. But the military buy those airplanes, too. 

Mr. Netson. When Douglas develops, for instance, a new carrier- 
based plane to compete with other planes already being bought by 
the Navy, where does that money come from? From Douglas, 
itself, or from the Government? 

Mr. Conant. No, from the Government. 

In previous years, I would say back before the war, we used to 
develop experimental planes, on our own money, but we haven’t 
done that, except in one case, since the war. We did develop what 
we call anE & E plane on our own money after the war. 

Mr. Netson. After the war, you mean World War II? 

Mr. Conant. World War II. 

Mr. Netson. Or the Korean conflict? 

Mr. Conant. We have lost money. Like on the B-19, we lost 
money developing the plane because we took the development on a 
flat price contract of $1 million. But that was—— 

Mr. Neuson. I understand that. But the thing I am trying to 
get at is this. Since World War II, has any military plane been 
developed on private capital or is it all Government financed? 

Mr. Conant. All Government. 

Mr. KavanauGu. The R6D is a gaunt airplane and that was 
developed from the commercial DC—6 

Mr. Conant. If you want to get it a little further, the commercial 
airplanes that we have developed with our own money: We have sold 
$1,400 million worth of them to the Government. 

Mr. Netson. That is the commercial airplane? 

Mr. Conant. Yes. 

Mr. Netson. And you sold it to the Government as a transport? 

Mr. Conant. Yes, that is right. 

Mr. Netson. But I mean a combat airplane? 

Mr. Conant. A combat airplane: The E & E is the only one we 
developed with our money. 

Mr. Netson. That is a carrier-based fighter? 

Mr. Conant. Since the fighter. No, the E & E is an evacuation 
airplane, very slow speed, and short takeoff—evacuation, with 
takeoff of 500 feet. And we developed that with our own mone y, 
and practically gave it to the Government. 

Mr. Neutson. Are your commercial operations in the building of 
these transports, which are recognized as some of the best in the 
world, kept completely separate from your contracts with the Goy- 
ernment? 

Mr. Conant. I don’t get quite what you mean. 

Mr. Netson. You told us about this line you go down. 

Mr. Conant. Yes. 

Mr. Netson. To where you reach the point of selling transport and 
then all of a sudden it picks up. Who pays the losses all the time 
you are going down until you make profits? 

Mr. Conant. We do, unless the Government buys them above the 
line. But Ed Gorman here doesn’t like to do that. 

Mr. Netson. Do you mean, then, that Douglas pays the losses 
right to the point where you start going back up again? 
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Mr. Conant. But if the Air Force or the Navy, or the Government, 
comes in and buys them before we cross the line, why—that depends 
on what kind of a contract we get. 

Mr. Netson. But they start your line going back up, don’t they, if 
they buy? 

Mr. Conant. No. That is one of the troubles we have with 
Ed Gorman. We would like to sell the airplanes to the Government 
at cost, until we get to that line. But Ed wants—— 

Mr. Netson. Does he insist on paying you profit? 

Mr. Conant. No. He insists on buying them the same way as 
the commercial airplanes are sold, except for less. 

Mr. Neuson. Thank you, Mr. Chairman. 

Mr. Courtney. At the wholesale rate, then. 

Mr. Conant. When we are in a loss position, Ed Gorman here 
wants to buy the airplanes on an absolute flat price contract. When 
we are in a profit position, he wants to buy them on a redetermination 
form of contract. 

Mr. Hésert. You should keep your eye on him after he retires. 

Mr. Conant. Yes. 

Mr. Hess. I am glad we have someone like that in the Government. 

Mr. Hféserr. Mr. Bates? 

Mr. Barss. Can you tell us roughly the amount of Government 
contracts which have been subcontracted, roughly? 

Mr. Conant. Well, roughly—we figure about 45 percent sub- 
contracting. But subcontracting is such a hard thing to determine— 
what you call subcontracting. If you call purchasing subcontracting 
or buying aluminum subcontracting, that is what gets 45 percent. 

But when you get into the tiers of subcontracting, where we sube 
contract to somebody and he subcontracts to somebody else. But 
we have roughly the figure of around 45 percent that is subcontracted. 

Mr. Bates. Do you have any idea how much profit you make on 
subcontracts? 

Mr. Conant. Just the same profit as we make on the contract. It 
is part of our cost. 

Mr. Bates. Do you really know that to be true? In other words, 
when you finally renegotiate on a figure. 

Mr. Conant. We don’t know what we get from the renegotiation, 
but that is taken into account when they give us a contract. 

Mr. Bares. In the final analysis, do you really know how much 
profit you made on that portion of it that was subcontracted? 

Mr. Conant. No, we don’t. You don’t, because you don’t know 
how much profit you made on anything when you get through with 
Ed Gorman here or his prototype in the Air Force. 

Mr. Bares. Do you believe you should get the same profit on work 
that has been subcontracted as you do on the work which you do 
yourself? 

Mr. Conant. That depends on what we get for the work we do 
ourselves. Maybe relatively less, but when you add the two together, 
we get a composite profit. 

Mr. Bares. Let’s be specific. When you subcontract work you 
pay a certain amount for that item? 

Mr. Conant. That is right. 
Mr. Bares. That involves many, many things? 
Mr. Conant. That is right. 
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Mr. Bares. It involves cost for the direct and indirect and plant 
and the materials? 

(Mr. Conant nods.) 

Mr. Bares. And it also includes a factor of the profit which the 
subcontractor made? 

Mr. Conant. That is right. 

Mr. Bates. Do you believ e you ought to get a profit on his profit? 

Mr. Conant. Yes. I get a profit on the aluminum | buy. It 
part of the costs. 

Mr. Barss. You really believe you should get a profit on the profit 
which he has made? 

Mr. Conant. I don’t think you can say what you get a profit on. 
You get a profit for doing the job. I used to be in the building 
business. In the building ‘business, sometimes you make allowances 
for lighting, fixtures, or something. Then they come along and they 
have a friend and he wants you to make allowance so they can buy 
their own electrical. Then they want to buy their own plumbing. 
When you get done, you have nothing but a labor contract. 

W ell, should you build a house on a labor contract and get just a 
percentage of your labor, or should you get paid for building the 
whole house? 

It is all taken into account when we subcontract. 

During the war, there was a time when they separated the two 
and said that they based all their prices that we were going to do 
40 percent subcontracting and if we did more than that, they gave 
us a composite figure that was definitive of so much for subcontract 
work above the 40 percent and so much for the contract with the 
40 percent in it. 

It is like unscrambling eggs. It is pretty hard to tell. But the 
bookkeeping part of the thing is that you get a profit on the sub- 
contract. 

Mr. Barss. Yes; I think you should get some profit, but I don’t 
think you ought to get the same as if you assumed all of the risk and 
did all of the work yourself. 

Mr. Conant. Then, Mr. Bates, you go back to what was contem- 
plated when they set the profit to begin with. 

Mr. Bates. Mr. Chairman, I think we ought to get into that par- 
ticular problem with the departments and with the renegotiation 
group, so we know exactly what we are doing here. I don’t think 
that you really know in the final analysis—— 

Mr. Conant. We don’t. 

Mr. Bates. From whence you receive your profit. You finally 
wind up with a figure, which is computed and a percentage formed 
as a percent of sales. 

Mr. Conant. That is right. 

Mr. Bares. But just where that money came from, you don’t 
really know, specifically. 

Mr. Conant. That is right. 

Mr. Héserr. Anything further? 

Mr. Hxss. That is all. 

Mr. Courtney. Mr. Chairman, we have some additional data 
here which has been supplied by the company and several other 
companies having to do with change orders. 

Mr. Hess. Put it in the record. 
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Mr. Courtney. Mr. Chairman, this company and a number of 
others, but this company, in particular, has covered the subcom- 
mittee’s questionnaire in detail on the significant changes and the 
progress of those changes in the performance of contracts, several of 
them. They are a pertinent part of the record. I should suggest 
they be included. 

Mr. Hézert. They will be included at this point. 

(The data referred to is as follows:) 


Dovetas ArrcraFrt Co., INc.—Answers to questionnaire 


Exhibits referred to in contract NOa(s) 51-141 and other Douglas contracts 
will be found on the following pages: 

Exhibits A, B, and C, page 2345; exhibit D, page 2221 of testimony; exhibit E, 
pages 2345-2355; exhibit F1, page 2205 of testimony; exhibit F2, page 2356; 
exhibits G, G1—4, page 2358; exhibit H, pages 2206 and 2218 of testimony; - exhibits 
I and J, page 9358: exhibit K, page 2218 of testimony; question 32, balance 
sheets, pages 2358-2363; general notes, data, and answers to questions 22 through 
29, pages 2215-2218. 

Footnotes 1 through 17 (p. 2233) to contract NOa(s) 51-141 are applicable to all 
following Douglas contracts. 


Models C-118A, R6D-1, and R6D-1Z—Contractual data 


Question 2. Contract No., NOa(s) 51-141. 

Question 3. Type of contract, fixed price—redetermination. 
Question 4. Date of contract, August 18, 1950. 

Question 5. Date authorized to proceed, August 18, 1950. 
Question 6. Total sales price agreed upon (per original contract). 





] 
Contract prices 











| | | Allocated 
Contract Santi | | funds, spares, 
item Description Spares and and miscel- 

| | Airplanes | miscellansous laneous 

} | | 

| | | 
Be | Design data—R6D-1.............-...- ee () () SOV Se 
a ae Ce See eee 1 +) SRS, edi ake tenee 
ccna ee IR a chddan -énes<<iseseeeele \ fl Cie SoG, Weel 
€. icc0 SE SAE RE Ae eee ‘SRV SRS Se | $2, 837, 091 
re | Special tools and GHE_________- 1 = dt. deh toeeab a enscst RESO i ei ul 113, 484 
Bisatasiace Publications—R6D-1. -___-_..__-- ml (1) (1) Lc STi oa 
7...-.----| Design data—C-118A-..-..-- 1 (?) (?) s 
8.........} 36 O-USA aiplenes.............-- hainsa bine pion 20, 389, 050 |..---- Peek NYEP EM YP 2 
ooo. a ee ees a ateaaaets re ae bee -| 4, 485, 591 
10__- fae os 2 0 bd om iient tet SN 4,077,810 
ae re eae ae Fe ee ae ‘eae 307, 781 
12_____...| Special tools and GHE  . ARMRSARES be MSGS ‘ RSA 186, 562 
CR a ear eas eet Rey Rae, 2 ESSE VE STS 35, 000 
__ hes ea | Publications—C-118A__._..........._-- } (3) (3) eee ee ee 

OS ee ee ee ee On 33, 688,815 |......_-- 
| 


Seba } 12, 043, 319 





1 Included in items 2 and 3, 
2 To be negotiated. 
3 Included in item 8. 


—- 


Question 7. Unit sales price (excludes spares and miscellaneous items) : 


Per airplane 


Senn TI ghee Wemameunan Ki ciel eietinadte as $1, 170, 700 
Rene UNG oo ACS Re eRe ee ee Rnd ebm elena es 1, 592, 765 
eet ea See I eo eee dne eee cen ne haem on ee necncne 1, 132, 725 


NoTE.—Based on contract items 2, 3, 8 in original contract. 
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Contract cost 


Question | incurred to 














No. M: ay 31, 1955 
| 
' 
eS I ial $2, 012, 918. 01 
| ee eee SES eae ey Sita near 6, 743, 777. 32 
eo Ae ERS eee 6, 033, 958. 28 
a ee Administrative expense. -............---... 802, 590. 69 
RAE Ro Overtime premium ‘____.........-.._- eae 528, 789. 13 
MOS GS) 2a 1, 263, 050. 35 
sg, h_______| General research and deve lopment eee 111, 064. 39 
"ee As = i ae 1, 021, 171. 75 
PRE... | Officials’ salaries and bonuses §_.___._____- 31, 318. 29 
| Ss Og | a a 0 
Se > | Selling expense: 
Pe a 84, 47 3.14 
} UT - 135, 258. 39 
| Contract administration. ____......____ 33, 266 60 
} Miscellaneous other. .................- 4,719 > 
} 5. ee eee — 257, 717.7 
19. ...<..-.] Gamteibetions of dues 5. =. .......... § 4, 692 a 
13__.......| Consultation or advisory fees !!____..___- 4, 608. 10 
14 .| Srevenne expenes ................. 99, 008. 87 
15 ea i ee eo 
1G. ..2c.2.) Sane 1 SI ae : 
| ee i Se en te Se nee 219, 275.07. 
18_________| No other depreciation reserves Ser 
19___......| Amortization in excess of nor mal depre- 9, 435. 43 
ciation.'5 
| ee | No other amortization reserves__........._)...---- - 
er | Payment to retired military officers '*_ ___ 1, 877. 85 





{Computation of profit: 

Sales recorded to May 31, 1955 (per contract terms, 

of development costs incurred in prior years) __-____- as 
Costs incurred during contract performance to May 31, 1955 

Less: Costs related to undelivered articles 


Costs incurred during performance related to sales. _- 


Profit recorded in books during contract performance (before reduction for develop- 


ment costs incurred in prior years) 
Less: 
opment) 


Profit for contract performance per contract terms 
Less: Allocable portion of other costs of doing business. 


Net profit before taxes 


1 Raw material only per contractor’s material classifications. 


2 Shop and engineering direct labor including overtime hours at straight-time rates. 


’ Shop and engineering overhead. 

4 Premium paid for direct and related indirect labor overtime. 

5 Engineering direct labor, overtime premium, and overhead. 

6 Combined under contractor’s accounting policy. 
specific products which are not allocated to contracts. 

7 See exhibit E for subcontracts in excess of $100,000. 

§ See exhibit F-1 for further detail. 

* See exhibit F-2. 

10 See exhibit H for detail of individual items. 

1! See exhibit I . 


2 Includes travel charged direct to contracts and allocable portions of other travel. 


3 


18 See paragraph 4 of general notes, p. 2215. 
4 Includes only normal depreciation. 
5’ Amount included in contract cost is limited to the excess of ‘‘t 
Navy Emergency 
16 See p. 2207 of testimony. 


’ Represents the net of certain other income and deduction items not used in establishing prices under 
Government contracts, but properly includible in determining true contract profits 


of emergency facilities. 
etc., not otherwise allocated to contracts. 


General in nature 


Per- 
cent to 
total 


0. 865 
1.051 


. 862 
. 519 
1.051 
0 

1. 106 
4. 591 
1. 088 
1. 106 
1. 832 
1. 051 


includes $1,856,000 


~ $30, 228, 855. 79 
33, 349. 48 


Development costs incurred in prior years (contract allowance for prior  devel- 


rue depreciation”’ 
Facilities Depreciation Board) over normal depreciation. 


Includes such items as discounts earned, interest, development of specific products, 


Sh TR 124) 317. 8! 


and excludes development ¢ 
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"$697, 670,928 | A 
76, 340, 483 | B 
146, 591,834 | OC 


21, 419, 474 DD 


2 979,856 | F-' 


7, 636,204 | G-1 
2, 946,129 | G 
3, 057, 488 | 

426, 644 G-4 


14,066,465 | OG 
446, 456 H 
855, 004 I 
- $epegea gs 


8,041,819 | K~ 


$35, 028, 654. 03 


30, 195, 506. 31 


4, 833, 147. 72 
1, 856, 000. 00 
2, 977, 147 


—— ‘ 2, 852, 
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Question 6. 


1953. 


AIRCRAFT PRODUCTION COSTS AND PROFITS 


Model C-—118A—Contractual Data 


Question 2. Contract No. NOa(s) 53-693. 

Question 3. Type of contract, fixed price—redetermination. 
Question 4. Date of contract, January 29, 

Question 5 


Date authorized to proceed, January 29, 1953. 
Total sales } price agreed upon. 




































1 Included in item 2 


Question 7. Unit sales price (excluding 
C-—118A airplanes, $896,881 per airplane. 


Norte.—Based on contract item 2 in original contract, 


Contract prices 
Contract = Allocated funds, 
item Description spares and 
Airplanes Spares and miscellaneous 
miscellaneous 

— = - - — —EE — 

Ie obec I i Dee ieee t ees (1) ee ee ee 
oe Re 0 Gee oR Noses Agee 
- ea Rese a ee a ee ECAR CEE EERIE TAR $11, 987, 737 
eed (ONTO ees SOEs EE 2, 068, 194 
Ee Eee Ses: (1) Oe +.  Apstceusmecscccke 
| EEE Aenea ee ae ee 74, 441, 123 |---2------------ 14, 055, 931 





spares and 
































Question 
No. 
sa.... de Re ae epee ie = 
5D... Direct labor__- 
ae EES Ae ea ee, 
1 ‘ Administrative expense 


le Overtime premium.... 
Engineering. 

General research and dev eapenens 
Subcontracts_- 








9 A ~ enc salaries and bonuses. - 
10 Value of stock rights. 
11 | Selling expense: 
Advertising 
Field service 
Contract administration. | 
Misc. other : 
| Total akan : } 
. ..| Contributions or dues. oa 
3... | Consultation or advisory fees... - 
| ae | Traveling expenses_- oa e 
15 | Profit (see t below). 
16_. ..| Unit profit ides napelg es" 
a | Depreciation é | 
18 ee Other depreciation reserves. __- 
19 ..| Amortization in excess of normal deprecia- | 
| tion | 
20._.__....| Other amortization reserves __- : 
31 ...| Payments to retired military officers... ___| 





t Computation of profit: 
Sales recorded to May 31, = 
Costs incurred to May 31, 
Less: Costs related to han ts ~ ‘ered articles_ 





eh a a eee ae 
Profit. 
Less: 


Net profit before taxes - 


Allocable portion of other costs of doing business... 


Contract cost 
incurred to 
May 31, 1955 


4, 218, 829. 04 
10, 192, 779. 91 
10, 158, 221. 83 

1, 556, 134. 99 

295, 708. 57 
938, 665. 50 
287, 730. 11 

1, 297, 589. 54 

55, 224. 65 
0 





103, 673. 27 
251, 918. 77 
47, 702. 40 
4, 144. 31 
407, 438. 75 
8, 144. 52 
7, 216. 52 
78, 887. 51 


498, 125. 54 | 
0 





35, 302. 95 | 
0 | 
2, 675. 66 | 


miscellaneous items): 











Percent mm See 
to total Total exhibit 
LM ee Eee Ae 
| 

2.288 | 443,915,521} A 
3. 116 49, 944, 229 B 
1997 | 94, 106,886 | C 
1, 836 15, 667,233 | D 
2141 Lv) ri 
0 ‘ - wr wales 
2. 361 4,390,407 | G-1 
14. 313 1, 760,114 | G-2 
2. 558 | 1,864,826 | G-3 
2.361 | 175,505 | G-4 
4.974 8,190,852 | G 
3.116 261,377 | H 
1. 200 601, 171 I 
5.02 9,919,859; J 
OB ee : 
1. 500 2,354,212| K 

0 





_ $42, 671, 271.85 
11, 063, 893. 74 


- $35, 795, 263. 82 


31, 607, 378. 11 


4, 187, 885. 71 
252, 827. 54 


3, 935, 058. 17 








q 


oh eke 


<6 otal 


+6 FSS 7 UO!}EI[VISUT VdAOI a1 ‘any | 
(eb “G22 LI) ye SLL L } 80 “EI “6F ; : “SUOIZBI[BISUI! 4O[TO, ; ‘any | 
F : 33 saivdg Arne 

£6 ‘Z61 ¢ ‘ ) sts Arne 

00 ‘000 ‘000 ‘2 ; 2s Svol10u , ABW 
2 I W 

} 8}]4 psvow 1d peedsury ) Ot | 

(ST 096 ZTE IT) 4 tome rs “~~ -Jepdlo sorsdg | ¢ 6 ‘IT Avy 
| “peAatoo 
} -O1 JON 

(90 ‘ORS ‘ZE) ( C ZE g: op--- ae ‘Sny 

(Sb Zh ‘ZPHIS) CPZ * ; Jopl0 GBH) puke spooy, petoedg C61 ‘QI ouns 
_ i ; : @AOQB IO} UI} ined | sey 


oune 
S34 I[y 41038 myst MV 


UIJIT[NG BOTAIVg | ¢ 61° ouns 
_UPjeT[Nq od} AJeg 

op 7, >| o¢ euns 
“~ S$}Iy UOISOLI0D 
sopuoredsuBly pue 9 LN V8II- Oo 06 ‘any 
WY44l] [wUusIg . 261 ° ‘idy 

uje[Ng VTAJeg) : = open 
(quedotioq) Si —_ 


AND PROFITS 


Ss 


-) 
5 


“peated 
“01 JON 
uljoqtng oorasog | ¢ ot cane 
$314 JON ape UOHVUTqUIOD $9 
SUTJOT[NG BVIAlog rea aad 
s}}4 ouUvYo sIOqUIvYO UMUE|d S961 SI “VW 
i kei 
ra Z1-C9u ‘I-a9u 
wy esue sYO BOTAIOS 4JUN JOMOg “IV 
--uyoyng | ¢ ; ae 
Sqry oSueyo vopAseg ady 


PRODUCTION 


--op- 
-op- 
*peAaloo 
“01 JON 





AIRCRAFT 


snooutl[so sesuByo 
snooeusvyl]so “SIU pu selvdg pus souv[diy 
-SIUI pus seisds 
‘spuny po woolly 


‘ u10}f Jepio =| ‘ON JueUr 
woFyd}s080qq BIWUOD — esueyO | -pusury 

















seotid joulaog 


:SUOIZBIYIPOW JO S1OPIO VFZuBYy) YoRIQUOD “TZ UOTYsaNy 


£69-€9(8)8ON LOVULNOD—Y8II-D Tago 








2240 


Question 2. 
Question 3. 
Question 4. 
Question 5. 
Question 6. 





Contract 


Description 





Airplane cost 


$232, 822, 662. 00 










Total... ............-..| 285, 105, 997.00 


|-- 


item 
tee Oe | 203 C-124C airplanes 
2 ...--| Spares i 
Bus .-| Specia] tools and GHE-.-__- } 
ae: | Training parts : 
Sic chaae Engineering and _ special 
| Changes. } : 
6........| Technical and engineering | -- 
data.! 
es 7 flight engineer trainers_-_- 
8a .-| Incorporation of MCR’s_---| 
8b. Incorporation of MCR’s___- 
8c - Incorporation of MCR’s__.- 
9. | Bill of materials 1_......_._-- 


1, 829, 233. 00 


(28, 615. 00) 


Model C-124 Contractual Data 


Contract No. AF33(600)—5806. 

Type of contract, cost plus a fixed fee. 
Date of contract, April 20, 1953. 

Date authorized to proceed, August 29, 1953. 

Total sales price agreed upon (per original contract): 


Contract prices 


Spares and mis- 
cellaneous cost 


$607, 550.12 | 


607, 550. 12 


Fixed fee 


AIRCRAFT PRODUCTION COSTS AND PROFITS 


Allocated 
funds, spares 
and miscel- 

laneous 


$13, 897, 359. 72 


$34, 950, 774. 99 

dl 6, 244, 988. 99 
550, 000. 00 

3, 340, 214. 00 


| 
| 
' 


36, 453. 01 
109, 753. 98 | ‘a 
(1, 716. 90) De i 


28, 963.02 | 


14, 070, 812. 83 | 


45, 085, 977. 98 





1 Included in item 1. 
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AIRCRAFT PRODUCTION 


Question 7. 


203 C-124C airplanes: 
Cost per airplane 
a eee See 
CPFF, airplane pe cme i 


Norte.—Includes cost and related fee for contract items 1, 8a, 8b, 8c from original contract. 


COSTS AND PROFITS 





Unit sales price (excluding spares and miscellaneous items). 
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$1, 158, 157. 62 
69, 134. 78 
1, 227, 292. 40 


Reimbursable |p, 
Question contract cost I —- Total See ex- 
No. incurred to t r? 1 - hibit 
May 31, 1955 xia 
re Cees! ee | RE RE Sa Re a a ee See ee ee amen 
1 pee nS elt ES ITE TAA aa a eae a < [ « (RS NCR Ceee: Meer 
eee ns nee | 39,024, 046. 73 5. 953 ~ $655, 505, 305 | A 
Se. Administrative expense !___.._.._._.....-- 3, 155, 054. 67 4. 464 70, 669, 968 | B 
ae! Overeiim premigm. —___..<-............... tea! MSR Seek See 
Binvecscace I ce iowcccagnnteaenaeca ee sdad 2, 254, 615.60 | 1,659 | 135,901,890 | C 
; 4 aera |}General research and development !______- 227,042.79 | 1.187 19, 974,364 | D 
5 ae ee IN Sic c ccm nse ate acetone Wee Ee ee eee wa 
| SEAS Pea Officials’ salaries and bonuses- .- ------- = 120,307.43 | 4.464 2, 695, 059 F-1 
eee See Value of stock rights... .......-........-.- 0 Peers ei age 
| Ao Se ——. expense, all contract administra- 170, 562.15 | 1.354 | 12, 592, 264 G 
| tion.! 

RABE jC ontributions or dues ia tiered 17, 490. 21 4. 464 391, 805 H 

+ Te teeae | Consultation or advisory fee SR aa ea 19, 313. 10 2. 439 791, 719 I 
| ee by ae ara a Se, Ee ree eee : 
(| Se Bae | | Entertainment Fee enacted namo nedweuceaseak 0 net REPS 

| SNe LS a eee, See ee ee Ch ate, ee Se 
aS Sp ak ohh ha cic ia lcoacenctumance ieee ES Oe Ee “ - 
Le REE CO OE ee eee : 569, 289. 22 3. 930 | 14, 479, 912 J 
SSE Other depreciation reserves__.--_-.-.-.---- _ PSS Seer e “hee 2 ‘ 
| eee Amortization in excess of normal deprecia- 12, 764. 81 420 3, 041, 819 K 

tion. 

. Se eee Other amortization reserves_--_-_--.......-- LE ESSE, neta nce mes Pee 
Mies Sane Payments to retired military officers_-.-..-.. POR lo cediccunless Secs uueabwncel - 





1 The dollar figures represent the amounts for which reimbursement was claimed. Does not include 
that portion of costs properly chargeable as contract cost but considered unreimbursable per ASPR XV. 
2 Computation of profit: 
Actual contract costs incurred to May 31, 1955..........-...-.-...-.-..--.-...-.-- .- $219, 436, 822. 58 
es Rie OE nn re ccc asenenstecce as 





SAN ORAS 3 496, 044. 21 
NN OO SEE! PO ee ES es 2 = EE ee i ae ee 218, 940, 778. 37 
ES Sel ERE ES SE REE ES a ee Rn ee eee See 15, 511, 900. 47 
DN i led a ale re a apni a eaten AG aaa ida a aieadeawaeucnn 234, 452, 678. 84 
Less: Actual contract costs IN ak tiga anc nei lean eee aie wewes micete 219, 436, 822. 58 
ON ae ree Se See ot a ae eae enea aaa aed ae cd kecaetmaesenae 15, 015, 856. 26 
Less: Allocable portions of other costs of doing business_.-.-.-........-.-.------.---- 1, 637, 289. 77 





nn nT I ns re cone ba eeeniasin nw akwmndeonwwnet a oe 13, 378, 566. 49 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 


Mopet C-124—ContractuaL Data 


Question 2. 
Question 3. 
Question 4. 
Question 5. 
Question 6. 


Contract number, AF33(038)-9345. 
Type of contract, fixed price—redetermination. 
Date of contract, October 
Date authorized to proceed, October 
Total sales price agreed upon: 


25, 1949. 


25, 1949. 





























Contract prices 
, Ete, Se. NE Allocated funds 
Comes Description SE spares and mis- 
Airplanes | _Spares and cellaneous 
aie | miscellaneous 

oso oe OU RA CINE, «oon acne os cennesesess ON ; 
, SS Oe ee ee ee eee ee |-------------- $6, 975, 240 
» RE He ES OS 2 es, SRS EAR (i eee 930, 032 
POLIO ES ce (1) | (oe 
Total__.-- ER Ee 46, 501, 596 | RS 8 7, 905, 273 





1 Included in item 1. 
NotTe.—Based on contract 


Question 7. Unit sales price (excluding spares and miscellaneous 


item 1 in original contract. 


36 C-124A airplanes, $1,291,711 per airplane. 


items): 





a | 


| 
| 





8 Rcctucenad Raw material --- 


| Sea Direct labor-__--- PEST ES EAE Se 
$o.........] Overmesd.._.. : SATE IS SEE SE 
8d__.-...-| Administrative expense See ee 
J) Se Overtime premium.-_----- a, eee det hie 
| Pere Engineering -- a ea 
; eat eee Vases Researeh and Dev yeuloganent Eo esie 
| Sees | Subcontracts-__ -- SERS See 
es | Officials’ salaries and bonuses....------- : 
SE ee ---| "Wene OF GG0GN TIONES. . . 65 ccc ccencccnns- 
11___......| Selling expense: 

| settee A 

} I ec in eewiatermeie neni 

Contract administration. _.........--- 

| Miscellaneous other--.........------ 

| OS ES SE Ee an = Bae 
| Contributions or dues-.............----- : 
13__.......| Consultation or advisory fees...........--- 
| Eeeiee ee We | SRN CRIOON oo adc cnestawweoncess 
| ES Ee eee 
| ee nn Sc anlinee 
16_- ho CO Ll sealers 
_: Seren | Depreciation ADE ALE AEE ON 
| a | Other depreciation reserves 
19_..__.._.__| Amortization in excess of norms al depreci- 

ation. | 

: eee Other amortization reserves - - 
Sisccasaeds | Payments to retired military officers _ - 





Percent 
incurred to to 


Contract cost 
| 
| 





May 31, 1955 total 
$6, 083, 727. 44 |__...._. 
15, 175, 362. 50 

13, 888, 529. 10 1. 894 


1, 295, 175. 15 1. 585 | 


: | 698, 859. 59 


834, 721. 70 . 537 

| 81,958.49 | .319 | 

| 4,611,710. 73 | 

| 50,999.50 | 1.585 

| 0 

\— ——_=>= = ——=——=a 

| 201,397.83 | 2. 403 

| 0 0 

| 81,302.95 | 2.470 
2. 403 


| 13, 511. 09 | 
_296, 211, 


8, 036. 66 


| 1. 585 
9,212.31 | .996 
85. 813.90 |... .... 
| 0 a. 
Semaine “- 
-| 379, 277. 44 2.14 
) 0 
2. 23 0 
0 0 
2, 192. 49 





1 Computation of profit for question No. 15: 


Sales recorded to May 


FS a 


ra osts incurred to May 31, 1955... 


Less: Costs related to 


SE Sa A ee ee : 


Profit 


Less: Allocable portion of other costs of doing business_-- 


ofit before taxes 


undelivered articles. __- 





$56, 030, 921. 50 


| See ex- 


Total | hibit 





"$733, 422,340| A 
81, 723,187} B 
155, 463,327| © 
25, 664,575 | D 


3, 217,634 | F-1_ 
8,380,667 | G-1 
3, 209,819 | G-2 
3, 291,203 | G-3 
562,230 |} G-4 


15, 443, 919 G 


507, 044 H 


925, 236 I 
17, 695, 67 g 


$61, 894, 


192. 97 


0 


56, 030, 921. 50 


5, 863, 271. 47 


o-- ages 65, 705. 28 


, 797, 566. 19 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 


Mopet B-66—ConrracTuaAL Data 


Question 2. Contract number, AF33 (600)-9646. 
Question 3. Type of contract cost plus a fixed fee. 
Question 4. Date of contract, Dec. 4, 1952. 
Question 5. Date authorized to proceed, Feb. 15, 1952. 
Question 6. Total sales price agree upon (per original contract): 











Contract prices 


| Allocated funds 






















Coe Description | oy 
Spares and mis- | Spares and m 
| Airplane cost | cellaneous cost Fixed fee cellaneous 
| 
a _— 5 RB-66A airplanes__....... S| ae 
- RE PO ES a ee 
3. oe Special tools and GHE-. 
eee Eee } 
5........| Engineering data............ 
SS | ee eee 
(SEG t | Mockup.-..--- diencibinpnblcikaad I ons acc ibs 
8. ..--| Wind tunnel program_._.... Eee 
9__._....| Engineering and _ special 
OO EEE OLE Sear ee 
ae | Bill of materials............- (‘) 
| BRS RE ET CRE ee , 6 
12.______| Bomb drop program. .--_-_- | CRE REL. SARS. | 86, 848 2 |" ae 
Oia canukie | ND MURINE int nintactenectuuraeueasaheus licnctccerchabaerisiieeeenceesmaces 1, 555, 462. 66 
| DE os é-ccinceceeace 18, 163, 842. 00 | 23, 568, 297 2, 468, 408. 34 13, 836, 012. 66 











1 Included in item 1. 


Note.—Includes cost and related fee from contract item 1 of original contract. 





: 
| 
{ 
2] 
4 
- 


1 tg RoReae+ o 


oe ntl 


DED ea MT ae Rc. 


Sekitibvalalr 


Question 7. 
5 RB-66A airplanes: 


Cost per airplane___.___._-_- 
oe Ae ae 
~ 





AIRCRAFT PRODUCTION 





Reimbursable 





}. 23 


79 
70 
23 


. bo 


81 


56 


73 


Question | contract cost 
number incurred to 
May 31, 1985: 
__ Se et Og a i $3, 284, 336 
Sb. ee 23, 212, 969 
ae | Overhead. FE a Ae 7 18, 200, 728 
a aan Administrative expense ! " ‘i 1, 579, 474 
Se. . | Overtime a —- ; -| 1, 286, 444 
Bee | Engineering.._____--_- 3). Jew 
en - | Raa ieean and dev wibecineens ete e 131, 415 
Si_- Sr ea deg ccaiceath stein mia wrdubinene 9, 609, 932 
9....._.__-| Officials’ salaries and bonuses_ eed 58, 052 
10....-..-.| Value of stock rights-_._- 0 
eae .-| Selling expense, all contract administra 84, 666. 
| tion.! 

| 3 ...| Contribution or dues-__-- 8, 587 

> Re ..| Consultation or advisory fees- 46, 047 

| Traveling expenses __------ 462, 367.7 
' Ss ..| Entertainment..---..-..--- 0 
eee 1c " j) as ghee ate 

16... | Unit profit-.....-..- S 
a Depreciation ----_--- po ccsip 323, O88 
13... ....--1 eee depreciation rese rves___. 0 
| ae ...| Amortization in excess of normal depre- 8, 599 

| _ ciation. 

20..._.....| Other amortization reserves_ si 0 

oS Payments to retired military officers. ..___| 564 





The dollar figures represent the 
that portion of costs properly chargeable 


? Computation of profit for question number 15: 
Actual contract costs incurred to May 31, 1955_- 


Less: Unreimbursable costs _-- 


Reimbursable costs. 
Fixed fee earned - . 


Total'sales __ 


Less: Actual contract costs per above 


Profit _- 


Net profit before taxes 


74721—56——-61 


Less: Allocable portions of other costs of doing business. 


04 


amounts for which reimbursement 
as contract cost but considered 


COSTS AND PROFITS 


Percent 
to com- 
pany 
total 


3. 162 
2. 546 


6. 312 
. 708 





w 





Unit sales price (excluding spares and miscellaneous items). 


3, 632, 768. 40 


217, 966. 10 
850, 734. 50 


Company total 


was claimed. 
unreimbursable per ASPR XV. 


ee See 
In dollars exhibit 
: $575, 692, 801 A 
62, 032, 809 B 
"118, 536,502 |  C 
18, 551, 358 D 
2,280,142 | F-1 
10,693,670 | G 
337, 280 H 
730, 626 I 
12,575,330! J 
c 2, 890, 848 K 


Does not include 


63, 859, 048. 29 
245, 747. 07 
63, 6 12 2, 301. 22 
2 616, 793. 39 


66, 229, 094. 61 
63, 859, 048. 29 
2, < 37 0, 046. 32 

483, 776. 18 


1, 886, 270. 14 
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1 No change in price. 
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Question 2. 
Question 3. 
Question 4. 
Question 5. 


AIRCRAFT PRODUCTION 








Mopet C—124—ContTractTuaL DaTA 


Contract number, AF33 (038)—14765. 
Type of contract, fixed price—redetermination. 
Date of contract, Aug. 22, 1950. 
Date authorized to proceed, July 14, 1950. 


COSTS AND PROFITS 


Question 6. Total sales price agreed upon (per original contract): 














| | | 
Contract prices | -——~ d 
Contract Description — 
item 
| Spares and Spares and 
Airplanes |miscellaneous! miscellaneous 
1 | 111 C-124A airplanes. ................-.---.-------| $103, 928, 745 RP AE eee 
2 | YO-124B conversion.............................. | 7,122, 083 ORDA TS TRE 
SS SS Se ee ees licaenconeem nan ieee Fe ee $24, 431, 182 
4} ees wee ene Gin... 5. eee ee EES EPS ee 2, 221,016 
ee cc guamabenwis Dpveneciinibintns eRe aR 75, 000 
6 | Engineering and special changes................-..|...-...-.-.-.-].-.. ea ee | 


2, 133, 065 








28, 860, 263 





111 C—124A airplanes (per airplane) 
YC-—124B conversion 


Question 7. Unit sales price (excluding spares and miscellaneous items). 


Note.—Based on contract items 1 and 2 from original contract. 


$936, 295 
7, 122, 083 





¢ 


Question 
No. 


Contract cost 


incurred to 





a ee ies | 899, 198. 48 

| 26, 198. 04 
| ERAS Se Consultation or advisory fees___........--- 30, 127. 64 
hs < weeese CO Sa 478, 040. 08 
5 RON Ee 0 
Ps Haack eeanted teancacnkccurcnacnesocscees (1) 
_ See aS . OE EE Se eRe Meee 7 
( se NO ELE AAT 984, 171.18 
18_........| Other depreciation reserves.............-.--. 0 
| eS | Amortization in excess of normal deprecia- 

| GR se I ea RE a a 936. 15 
20.........| Other amortization reserves.-.-............. 0 
31_.._......| Payments to retired military officers _-__.._- 6, 551. 99 


Raw material 
Direct labor 

| Administrative expense. .......----------- 
| Overtime premium 
| Engineering 


| Subcontracts 
| Officials’ salaries and bonuses 


Varue Of stock sights... .................<.. | 


---+-----| Selling expense: Advertising - - uhmcibanedel 


Field service 
Contract administration 


Miscellaneous other... .--| 


May 31, 1955 








$23, 566, 974. 88 | 


62, 155, 410. 42 

| 52, 235, 744. 86 | 

| 4,479, 782.17 | 
3, 265, 997.15 |... __. 
6, 636, 826. 75 


204, 971. 31 | 


a ES a | 31, 457, 322. 96 | 
174, 857.95 | 
0 


j 


240, 925. 16 
34, 832. 34 





623, 440.98 | 8. 164 
0 0 


Percent Company total 
i es — 
pony | See ex- 
total In dollars “hibit 
7. 487 697, 670, 928 A 
5. 868 76, 340, 483 B 


~ 146, 591, 834 | CG 
21,419,474 | D 


4. 527 
57 

















5. 868 2, 979, 856 F-] 
Oe | Br ee 
7, 636,205 | G 1 
2, 946, 129 G-2 
7.877 3, 057, 488 G-3 
8. 164 426, 643 G4 
6. 392 14, 066, 465 G 
5. 868 | 446, 456 H 
3. 524 | 855, 004 I 
6.11 16,114,045 | J 
Wer Biidssetaecessen Miudaces 
. 031 3, 041, 819 K 
Si eee SS _ bai 





1 Computation of profit for question No. 15: 


a ee re ee 


Costs 


Costs 


Profit 


incurred to May 31, 1955 


related to sales 


ene e meee ewe eer eee eee seme esse esse aces ee wees eees eeeecccccecccccess WU, 


Less: Allocable portion of other costs of doing business 


Net profit before taxes 


os----- .....$251, 338, 192. 55 
$234, 617, 684. 34 
we 842, 005. 16 
133, 775, 679. 18 

woe 17, 562, 513. 37 
1, 818, 067. 80 


5, 744, 445. 57 
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2252 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Mope.t B-66 ConrractuaL Data 


Question 2. Contract number, AF33(600)-—16314. 
Question 3. Type of contract, cost plus a fixed fee. 
Question 4, Date of contract, 5-21-53. 7 
Question 5. Date authorized to proceed, 4-24-52. 

Question 6. Total sales price agreed upon (per original contract): 



























































| Allocated 
Contract prices funds j 
Con- ‘| 
tract | Description | | 4 
item Spares and . 2 
| : . : - Spares and j 
| Airplane cost | ee Fixed fee miscellaneous . 
= i 
| | ; 
RREREED | 73 RB-66B airplanes.-_...._.- GE SE Se bn eniccccaevosns 4 6 2 a a 4 
ee Spares SEs Oe ES UR Se IE, Ry a ee RET Se Eee $13, 435, 705. 00 { 
REE Special tools: eadGHeE......1.<.... ecainbcabes REREAD, CORA S SEC . 1, 542, 855. 00 j 
ERE SRR ES a | swewserecevasses eae 1, 000, 000, 00 
Diwsenawe 26 B- 66B | ON) eee ‘ 4 1) pee i oe eee 
_ ae a Se Fee ee aes SESE Pre ree EES 13, 335, 430. 00 : 
ES | Special toolsand HGE_.-..-- ee i sae faniensiecaietalaeelidinnd iat eri aS eee 893, 048. 000 : 
ee eo. ee RE, TS ie APR  R Eee ey ae 3, 509, 000. 00 
9........| Engineering data....-......- eee eee $390, 316. 00 | yy Rea seeds 
_ ae | Static test article and tests-_-..|-.......-....... | 1, 752, 991. 00 | oS) eee eee : 
_ ee Re aos | 264, 737. 00 Jf 2 > =e Fi 
| eee Flight simulator data_....... ....--.--------- | 34, 345. 00 | EE A contanesshewnwns 4 
13_......| 10 K-5 bombing sy: <= Rlle ene See 4, 524, 513. 00 | kf Ce eee 4 
_ ES 0 ES ROR SS! SP aC ReneS 1, 000, 000. 00 : 
15_._.....| Engineering and specifica- 
EE TEE OER Sadinenancuniad sii ies inten alin inianh ipplarinbtiameamseds 1, 564, 378. 00 
16__.....| Flight test program-__.___- Oe OY RE AR PIS) fe EE. 1, 679, 582. 00 
pets (| Geese el, Rb Sai ol ee eee. «6«Te, ee OR 2 Il .......5-..... > 
_ SRR OO eae ee ae | 140, 897. 00 EE Axciccncticestenus 
DBs caaee Bill of materials. ............ (‘) (4) (1) () . 
Ln OES eee ee | 110, $54, 114.00 | 31, 319,886.00 | 8, 460,000.00 | 37, 950, 998. 00 : 
1 Included in items 1 and 5. 
Question 7. Unit sales price. 
(Excluding spares and miscellaneous items) 
Cost per air- ‘ | CPFF/Air- 
plane Fixed fee | plane 
| 
ee ee See er oe $884, 856. 48 $53, 091. 31 $937, 947. 79 
ea eee 1, 779, 215. 04 106, 752. 90 1, 885, 967. 94 








Note.—Includes cost and related fee from contract items 1 and 5 of origina] contract. 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 


Contract costs for 








2253 





contract AF33(600)-16314 as of May 31, 1955 





Per- Sen 
—? Total exhibit 
‘ 6. 602 ~~” $575, 692,801; A 

5. 298 62, 032, 809 | B 
“4. 436 : 118, 536, 502 fies ee 

2. 142 18, 551, 358 | D 
“5.2938, 2, 230,142} F-1 

1.625; 10, 693,670|  G 

5. 298 337, 280 H 

2. 897 | 730, 626 I 

2. : ae ear 
32) ~—«2,80088| kK 


} Reimbursable 
Question | contract cost 
No. | ineurfed to 
May 31, 1955 
Rt ca vennke vac cscnnnsa Seibeivh ine mir achsbiaanoaepian $9, 987, 541. 20 
TESS NS ES LEELA 45, 875, 924. 16 
G6 sabacebe vo SS > ie ae ee ee anaes 38, 009, 022. 82 
Saree | Administrative expense !_.............--.- 3, 286, 480. 11 
See Overtime premium. _-_..__.-.-- EAU RS Eee 2, 241, 415. 43 
— Se ho 0 eS a 5, 258, 496. 42 
| ae | General research and dev elopment ! asta 397, 319. 66 
centers a Cees | 37, 096, 311. 21 
, a sage salaries and bonuses. . --- Weare => 120, 801. 92 
10. nccccas) PRD IEE TIRED wnnnecndcese=~- 0 
Micchssuee Selling expense—all contract administra- 173, 809. 12 
tion.! 
ea Contributions or dues_.................... 17, 869. 11 
_: RE Consultation or advisory fees.............- 21, 167. 96 
| eRe BE ea eee 371, 148. 13 
TRS eee emer 0 
SRE eR SSS 2S ES ER Pe ed Sees See ne epee 
, Saas = hae Ee Sk eee Bee : 
eee Se ae Se com ecmnsion “318, 403. 62 
icncascsuee Other depreciation mereee.-- -_.-.. 0 
eR Amortization in excess of norma] depreci- 9, 884. 53 
ation. 
20.........| Other amortization reserves. -............. 0 
| | eee | Payments to retired military officers. -_..-_- 1, 157. 27 


ths 4t portion of costs properly chargeable as contract cost but considered unreimbursable per : 








1 The dollar figures represent the amounts for which reimbursement was claimed. 


? Computation of profit for question No. 15: 


Actual contract costs incurred to May 31, 1955 
Less unreimbursable costs 


Ee ae ne ee Pee 7 


Fixed 


fee earned 


SS eh anda sek cnokdassasccdduaadeneunblunenceakéwediak 
Less actual contract costs per above 


Does not include 
ASPR XV 


$164, 072, 177. 04 
461, 130. 29 

_ 611, 046. 75 
253, 572. 99 


W7 0, 864, 619. 74 
164, 072, 177. 04 





AR ERE EEE EE AS ER ye ae ee ee eee ee ee ae eee 6, 792, 442. 70 
Less allocable portions of other costs of doing Reman = oe eg 1, 235, 122. 47 
a ee ee Oe ee ee CRS 5, 557, 320. 23 
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99256 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Mopet B-47—ContTRACTUAL DATA 


Question 2. Contract number, AF33(038)—18564. 

Question 3. Type of contract, cost-plus-a-fixed fee. 

Question 4. Date of contract, June 2, 1952. 

Question 5. Date authorized to proceed, December 27, 1950. 
Question 6. Total sales price agreed upon (per original contract): 





| l 
| Contract prices 











o ‘ Allocated 
ontract we } | | | funds—spares 
item Description | Sparesand | | and miscel- 

| | Airplane cost | miscellaneous Fixed fee | laneous 

| | cost | 
a 10 B-47B airplanes_--_--_---- | 
eee po Pe ee $003, 545, 148 j|........-. ----+| 2 ¥ 3 aa 
Bei ma | 13 B-47B airplanes___-____--- } 
SR EE SE ES CE Sek See ere eae ARE. $41, 582, 480 
_ ee fy ees eee ae EE BES aS SA er ae Sapna = 
MARES EE ES SE eS FR Cae, eer eee, ee ee 
Bee Engineering and specifica- |_.......-.------ EAA 2 FA ee See eee 4, 504, 010 

tion changes. | 
} dec sikesceaeeree 5 16, 258, 558 46, 086, 490 





Question 7. Unit sales price (excluding spares and miscellaneous items). 








| Cost/airplane Fixed fee |CPPF/airlane 


$1, 657, 014. 02 
1, 171, 447. 69 


a ii cice ccna ioceemnabene $1, 572, 772. 79 | $84, 241. 23 
158 B-47E airplanes 1 7 61, 670. 65 








1 Included in items 1, 2, 3. 


Note.—1. Price for 193 B-47B airplanes includes cost and related fee from contract items 1, 2, and 3 of 
original contract. 


Norte.—2. Price for 158 B-47E airplanes includes cost and related fee from contract item 10 added by 
supplemental agreement No.1. (See question 21 following.) 
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Contract costs for contract AF 33(038)—18564 





| | 














‘ Reimbursable 
Question contract cost 
No. incurred to 
| May 31, 1955 
q Oe I I a a 2, 521, 528. 02 
; ES a NN Sd 53, 664, 396. 86 
4 Oe. eee fo ee ree 2 43, 990, 174. 11 
4 | [eee | Administrative expense !_._.....__.__.___- 3, 864, 117. 99 
3 ee See COVETUIENS MTOMRIUI..... 52. cnnnns 2, 461, 349. 50 
j ES Enginesting......:........<.....- , 5, 450, 549, 92 
_ as | General research and development !______- 6, 585. 20 
3 ee DIES EE EE 181, 254, 870. 36 
_ ae .-| Officials’ salaries and bonuses------~- 147, 365. 83 
ae | Value of stock rights_______- 8 ae eh 0 
1s | Selling expense—all contract administra- 220, 575. 62 
tion.! 
JS Seo Contributions or dues__._..........-...--- 21, 423. 94 
} | Pere aes Consultation or advisory fees..........-.-- 76, 752. 59 
Bt ee EO eee ee es Ie 651, 722. 91 
4 RRA y - a aie 0 
; 15_. i) SESS ee SS A ne eee ne 
| IF 0 a See eee oe 
$ | ae GS ee ee 1, O18. 44 
: i: .--| Other depreciation reserves_.............-.- 0 
5 Meee fe Amortization in excess of norma] depre- 5. 58 
$ ciation. 
, ae | Other amortization reserves__.........-.-- | 0 
EE 1, 531. 07 


Payments to retired military officers_ ---| 


AIRCRAFT PRODUCTION COSTS AND PROFITS 


as of May 31, 1955 


Per- — 
cent to Total } a . a 
tu tal —_ 
9. 762 $656, 505, 305 4 
5. 468 70, 669, 968 B 
4 011 "135, 901 “890 ie , 
033 | 19, 974,364} D 
468 | 2,605,059 | F-1 
“1.752 | «12,592,264; GQ 
5. 468 | 391,805 | H 
9. 694 791, 719 I 
a ey 14,479,912; J. 
000 "3,041,819 | K 





1 The dollar figures represent the amounts for which reimbursement was claimed. 


Does not include 


that portion of costs properly chargeable as contract cost but considered unreimbursable per ASPR XV. 


? Computation of profit: 
Actual contract costs incurred to May 31, 1955 


Less unreimbursable costs 
eS I 2  aepraiales bens inclines 
ns cocadackthitandcccsemdadeahemsei 
f 
EE a Oe ee 
Less actual contract costs per above 
J 








Net profit before taxes..............-- _enutisthnciodwaesentinee pakuacabenamdpoeewnalam 





$373, 977, 248. 11 


764, 500. 38 


373, 212, 747. 
22, 167, 237. 


73 
24 





395, 379, 984. 97 
373, 977, 248. 11 
21, 402, 736. 86 
2, 768, 365. 02 





18, 634, 371. 84 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 





Mopet C—124 ContractuaL Data 


Question 2. Contract number, W33—038ac—20260. 

Question 3. Type of contract, cost plus a fixed fee. 

Question 4. Date of contract, April 1, 1948. 

Question 5. Date authorized to proceed, April 1, 1948. 

Question 6. Total sales price agreed upon (per original contract): 





Contract prices 











| 
P | Allocated 
ontract | funds, spares 
item | Description } Spares and | and 
| Airplane cost | miscellaneous | Fixed fee miscellaneous 
| cost | 
oe ee | 10- 124A prototype airplane. | $11, 499, 218 if | $689, 953.08 |____- 
- Dee ae | 1 static test article...........|..........--.-- “$1, 369, 193 | 82, 151. 58 
Biecdena 29 C-124A airplanes. --_-_----. 5, 457, 943 |.-...--- 327, 476. 58 |_...- oo 
Eee | tee Rey Se Oe ES a es, See oa sven = $1, 968, » 420 
re ee 16, 957, 161 | 1, 369,193 | 1, 099, 581. 24 1, 968, 420 





Question 7. Unit sales price (excluding spares and miscellaneous items): 











| Cost per | So, | CPFF 

| airplane = | Fee airplane 
De a a es eedecccbidcesctescssunccues $11, 499, 218. 00 $689, 953.08 | $12, 189, 171.08 
BO re Eine dads ve dencedwacncaa ccapiwtieca ges 2, 326, 549. 51 139, 592.97 | 1 2, 466, 142. 48 


! Includes cost t and related fee for contract item 3 from original contract above, and from supplemental 
agreement No. 1 (see question 21 following). Prototype values are from original contract. 








Contract costs for contract W33-038 ac—20260 as of May 31, 1955 








| 
| Reimbursable } 
Question | | contract cost | Percent Total See 
number | incurred to to total ota exhibit 
May 31, 1955 
te ae TT RT ee eas a Re ree eS an ee eee 
8 b....----| eae ae i 8 3 ee ee 
66..55 5-5 Sa ASS aS Sa aR ea eS | 25,919, 163.78 | 3.940 $657, 897, 756 A 
8d_._.....| Administrative expense !__...........-.... | 2,250,942.37 | 2.934 76, 714, 685 B 
a (FO eas 689, 437. 17 aie 
Re SP BO a RL Ee 3, 724, 475.53 | 2.657 140, 194, 320 Cc 
8 g,8h- --| General research and development !______- 188, 148. 64 . 831 22, 641, 412 D 
$i. NN IIE PELE LR UE Werk cla de ocwe dechanaeu 
9____......| Officials’ salaries and bonuses - - - -- seoreeene-| 90,031.40 | 2.934 3, 068, 555 F-1 
| eS Oe ee 0 | eee eee 
5 tae —_ Selling expense—all contract ‘Administra: | } 
Les SS eee SE ee ee | 163,452.17 | 1.088 15, 023, 266 G 
ee Eee 15, 273. 01 2. 934 520, 552 H 
Lee | Consultation or advisory fees_..........---| 17, 475.56 | 1.887 926, 126 I 
14... ccwccck, SON IIOD gg. enc nce cnes eee ee 
VE (< | a Rr aa ll ESE | RRS ee 
es oie eee ccna aun mae a dal ontiwesclohnosuucdaanees 
16_. saneee Se ee ee ae ee peel paeiet 25 
: EO (ES eS een 1, 254, 125. 70 7. 36 “17, 046, 360 J 
ESO | Other depreciation reserves_--.........---- 0 | eS 
19.__......| Amortization in excess of normal deprecia- 
i) sna SSR aie eee see eae ree 515. 66 .021 2, 456, 198 K 
20.........| Other amortization reserves. -__..........-- 0 0 


31_.__.....| Payments to retired military officers_-__-- 1, 239. 79 





1 The dollar figures represent the amounts for which reimbursement was claimed. Does not inc jude ths at 
partion of costs properly chargeable as a cost but considered unreimbursable per ASPR 
3 Computation of profit for question No. 15: 
Actual contract costs incurred to May 31, 1955 _ 








Seen etait padhoa aoe Gite whee coe 75, 169, 970. 38 
ee eww ea adunaudndcadsdcusmadousiedwanewaued 976, 345. 64 
BN IES ALOT, Sp ID SS OREN LE RIE AIA Rs ~ 74, 198, 623. 74 
PES i022. a cccandeusnsudsacdsbabundatdgadneeaseuesebwasadeuds 5, 562, 212. 35 

Nae ruia aathine Jen ctunenneeaasendkne Gnade cantccecdabewannsee 79, 755, 836. 09 
Tee Ie I GUI UT BG ions nose re cccnccecccncnccnceaseuce -----__ 75, 169, 970. 38 
| ee ee 4,! 585, 865. 71 
Less allocable portions of other costs of doing business--.................---..---.--- 1, 646, 142. 76 


BEot PEON HOMIES CANIS. 2. on ccccesesnccccsosccscnsesscccccesccwcecececscoescees 2, 939, 722. 95 
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Question 
Question 
Question 
Question 
Question 6. 


ory 29 89 


AIRCRAFT PRODUCTION COSTS AND PROFITS 


Move. C-133 
Contractual data 


. Contract number, AF33 (600)—22452. 

Type of contract, cost plus a fixed fee. 

Date of contract, December 10, 1953. 

Date authorized to proceed, October 6, 1952. 

Total sales price agreed upon (per original contract): 





Contract 


| 


Contract prices 











item | Description Spares and 
Airplane cost | miscellaneous Fixed fee 

| cost 
3 aa 12 C-133A Airplanes --__-.--! MINN OI Fist rncnnaea $5, 508, 684. 84 
GEESE | a ER olen A RS YR aa ae Be RNER pitta eels pees 
RS ed SSE, Petes 4s ld oa eae 
SRR fo ae AS ot a eal | es eee eee i aie 
5_.......| Engineering and mainte- 

nance data.! 

D: . cmaietil ES eee ae $3, 733, 531 224, 011. 86 
, ee | eg RE Ea Sea eee ae 290, 372 17, 422. 32 
No kana ccmnguaasl Wain eameateenaaen 

| _ tion changes. 
(meer 0 ee en 2, 102, 304 126, 138. 24 
10.......| Engine test stand ---...... rf| Sener eee 212, 379 12, 742. 74 
11_......| Wind tunnel program.! 
oS RIES | Bill of materials. 

| ior eres Galictncensois oa 93, 886, 414 6, 338, 586 5, 889, 000. 00 


Allocated 
funds, spares 
and miscel- 

laneous 





! Included in Item 1. 
2 Committed amount—not included in total of funds allocated. 


Question 7. Unit sales price (excluding spares and miscellaneous items), 


12 C-133A airplanes: 
oo es pti Sicha a $7, 823, 867. 


Fixed fee 
ee EE ES Ee a ae nee 


Note.—Includes cost and related fee from contract item 1. 


459, 057. 


8, 282, 924. 


83 
07 
90 



























Question | contract cost | Percent 
number incurred to to total 


2266 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Contract costs for contract AF 33(600)—22452 as of May 31, 19565 


Reimbursable 
Total 


May 31, 1955 











Actual contract costs incurred to May 31, 1955 
Less unreimbursable costs. ........-..--.-.- 
Reimbursable costs 

Fixed fee earned - -_-- 


Total sales 


- 62,355, 


See 


exhibit 


8a ..--| Raw material fei winotentn cata -.--.--| $6,779, 117. 59 7 

8b ....| Direct labor : Daten Save: OTS UL — — 

8 ¢ Overhead as I LT IRS ..| 16, 590, 692. 88 2. 882 $575, 692, 801 

8d Administrative expense ! aaa soe oa 1, 605, 917. 56 2. 589 62, 032, 809 

BE ...| Overtime premium a 1,015, 197.98 |.-- = ee 

| aaa Engineering ‘ 23 ‘waennccel eee oe 8. 463 | 118, 536, 502 

8g, 8 h_...| General research and development !______- 238, 446. 56 1. 285 18, 551, 358 

_) Re Re ea ae a Sake oo 6, 619, 685.58 _. eae 

_ ER Officials’ salaries and bomuses_---...-....-- 59, 032. 88 2. 589 2, 280, 142 

10 .-----| Value of stock rights- a ee at 0 

ll Selling expense—all contract administra- 81, 867. 53 . 766 10, 693, 670 
tion.! 

ee | Contributions or dues______-_--- — 8, 732. 19 2. 589 337, 280 

13 ...---| Consultation or advisory fees See << 29, 724. 88 4. 068 730, 626 

Seether Traveling expenses__......_-. , Sh eS ee eek tee 

RRS ..| Entertainment_-_-.-....--- oe peg) Fee ES LR ES 

Piccvcnccact SES tone Sata sia held, Pe tt SOS, NE RE ee ES 4 oy St eS 

_ aes a 8 eee: Sa me 

| ees eee Sa Cusein gieinemiacetcen 359, 844. 33 2. 86 12, 575, 330 

18 .....| Other depreciation reserves : a 0 _ ) See x 

ee Amortization in excess of norma] deprecia- 10, 173. 59 . 352 2, 890, 848 
tion. 

20_...--...| Other amortization reserves Pre nes 0 aoe, fay IEA RES IM 

__ Res Payments to retired military officers if 545. 52 |_. é yo: als 


! The dollar figures represent the amounts for which reimbursement was claimed. Does not include that 

portion of eosts properly chargeable-as contract cost but considered unreimbursable per ASPR XV. 
? Computation of profit for question No. 15: 

ELE i SPO OE RT A aE $59, 342, 743. 64 
EE Ee ee Re a seicabecie tied 216, 693. 55 


4) Be LACES Ce ee ae OO 59, 126, 050. 09 
PARIS PEASE IN ERE ACCEL I VELL cwmecaes 


129. 30 


179. 39 


Less actual contract costs 0 | ES ES Le eae ee ee ae ea 59, 342, 743. 64 
I a a oe ee J 3, 012, 435. 75 
Less allocable portions of other costs of doing business_...... RA See < See eee 446, 575, 18 


eS. Se ak deaninedensmaunaanke wah nadewsmek, 2, 565, 860. 5T 


cient eed 
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Question 2. 
Question 3. 
Question 4. 
Question 5. 
Question 6. 


AIRCRAFT PRODUCTION COSTS AND PROFITS 


Mope.t B-66— ContTrRacTUAL Data 


Date of contract, Dec. 


Contract number, AF33(600)-—25669. 

Type of contract, cost plus a fixed fee. 

11, 1953. 

Date authorized to proceed, June 12, 1953. 

Total sales price agreed upon (per original contract): 












Con- 
tract 
item 


Contract prices 





Description 
Airplane cost 


Spares and 
miscellaneous 
cost 


Fixed fee 


Allocated 
funds, 
spares and 
miscellaneous 























BPR csnent 
Ul —eee 
Se 


30 RB-66B Airplanes__-_..-- $23, 680, 517 


SS ROR STARA, Site SEBS as cl 
Special RE EE CEE EE ES aE 
75 B-66B airplanes__--_------ 78, 793, 029 
ES a eee ae 
Special tools and GHE__.__. _______- ine 
30 RB-66C airplanes_--_-_._- 51, 380, 540 
Spares a OS a SF ee ee ee 

| Special intsana GHE......\..2.......-2c... 
cp, eS ee eee ace 
ES ee, oe eee eee ee em 

0 ES ae eRe 


St a aaa 
Flight test changes—Item 7. 


Engineering and mainte- ..-.........-_-- 
nance data. 

Engineering and spec. |...........-...-- 
changes. | 


Bill of materials 2. -_--...-- ee a ee 
13 K-5 units. 
Wind tunnel test 





153, 854, 086 


80, 254. 38 
6, 993. 24 
101, 167. 92 


"$1, 431,673); 
116, 554 
1, 686, 132 


2, 535, 000 152, 100. 00 
61, 270 3, 766. 20 


6, 082, 046 9, 401, 676. 92 


$1, 000, 000 
1, 009. 830 


is 14, 000, 000 
5, 499, 874 


~~ 1,000, 000 


1, 601, 460 
100, 000 


24, 311, 164 









1 Committed amounts—not included in total of funds allocated. 
2 Included in Items 1, 4, 7. 


Question 7. Unit sales price (excluding spares and miscellaneous items): 
















eS eee eee 


1, 712, 684. 67 100, 135. 08 





1, 812, 819. 75 


Cost per air- - - CPFP/air- 
plane Fixed fee | plane 
nn a Re ea ea $789, 350. 57 $46,475.03 | $835, 825. 60 
a BE ES EE Per 1, 050, 573. 72 61, 914, 42 | 1, 112, 488. 14 









NoTE.—Includes cost and related fee from contract items 1, 4, and 7 


of original contract. 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 2269 


Contract costs for contract AF33(600)—25669 as of May 31, 1955 





Reimbursable Per- 











Question | contract cost cent Reh shi 
number | incurred to to Total Exhibit 
May 31, 1955 total 
83- me eee eo eee ef ee ee (rer 
8b. l= ee a IE RES Be elena eae 
8c... and API. oo -<nnnes sf SEAG FE , 277, 720. 20 1. 865 $443, 915, 521 4 
mi... -| Administrative expense !____-._____- 713, 631. 91 ‘ 49, 944, 229 B 
ees | Overtime premium.-...__..__.-.....4__- AS 4 Saat) eet A 
Sete Engineering --__- P 4, 097, 203. 31 94, 106, 886 ( 
8g, 8h | General research and dev ‘elopment 1 44, 183. 68 15, 667, 233 D 
SRR a : 6, 917, 346. 52 
9 ..| Officials’ salaries and bonuses. - -- 25, 326. 07 
10_. ..| Value of stock rights 0 
i... --| Selling expense, all contract administra- 13, 327. 27 
tion.! 
| eee | Contributions or dues... ............--.--- 3, 735. 08 1. 429 261, 377 H 
13. . ...| Consultation or advisory fees---- “3 5, 679. 54 . 945 601, 171 I 
14_. | Traveling expenses-._---_- aes pO | 2 ne Ee SO) See meee 
14 Entertainment..__........___- a hee ig OP 9) eceocncslacdbedmenwes at Ree 
15 3 ites eons A a EERE, TRE ASR OSS! ISD (EE AEST REINS tod 
Ws. EO es a ees Se Se 
Saas oo sutakeneipcadeswenkns mc 48, 014. 80 . 48 9, 919, 859 J 
18_.._.....| Other depreciation reserves. RR ERS EA Eee ay 
19_ _..| Amortization in excess of normal deprecia- 921. 53 . 039 2, 354, 212 K 
tion. 

20.........| Other amortization reserves__._......_._-- NR PRESSES ESR SSR SSIS EES Beene ee 
31.........| Payments to retired military officers -__- 87. 68 





1 The dollar figures represent the amounts for which reimbursement was claimed. Does not include that 


portion of costs properly chargeable as contract cost but considered unreimbursable per ASPR XV 


2 Computation of profit for question No. 15: 


Actual contract costs incurred to May 31, 1955.___..______- : ‘ HAS exe $45, 894, 008. 97 
Less unreimbursable costs-_................-.------- ae : AME 33, 944. 10 
Reimbursable costs__....-...- 2 Boe EER Re ET oe Ee Aes . wcetccecu-- SOR OC G7 
Pe ee eee fa PPE EES aes _ 2,556, 817. 43 
esa candaea cued ee ee eae 48, 416, 882. 30 
Less actual contract costs per above.-........--..--.----- sheen oe etaca a wo---------. 45, 804, 008. 97 
RS SESE, ee ee a ee sen pdibuitnmaninee ; 2, 522, 873. 33 
Less allocable portions of other costs of doing business........._-..-_.___--_---_- 388, 774. 58 





re re da nccwaseoneiwtaoncewes 2, 134, 098. 75 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 2271 


Mopet B-66—ConTRACTUAL DaTA 


Question 2. Contract number, AF33(600)—28368. 

Question 3. Type of contract, cost plus a fixed fee. 

Question 4. Date of contract, Sept. 24, 1954. 

Question 5. Date authorized to proceed, Sept. 24, 1954. 
Question 6. Total sales price agreed upon (per original contract): 





Contract prices 


Con- eS EO SS ee 

tract | Description | spares and mis- 

te : Spares and mis- -ellaneous 

= | Aitplene 7 ri ee a Fixed fee cellaneou: 

| “ sé 

1._......| 45 RB-66B airplanes_-._--- wi Ya $2, 079, 122.10 }_- 
ES Se | Spares ES Dt SE) nivivinanniniactihabed ht dbhaaiapentinwpioatletidia dace wk $1, 866, 790 
3........| Special tools and GHE.-.._..}_..-- ; 2 ain ; 340, 470 
4 ..| 37 B-66B airplanes_-_-_...-_-- 35, 068, 439 |..._-. 2, 079, 326.34 |.- 

ae) 0 Oe eee ee es eee LEA SERRE SPSS . ies 4, 975, 571 
6 __.| Special tools and GHE______|___- X SRE Sein 622, 895 
ree 42 RB-66C airplanes. _.____- 41, 029, 026 ay: az 2, 431, 741. 56 : 
ES Se | Speres........ SEE SEE a ee, See : . aa 2, 400, 000 
| SPER TN aT Te: SE Sa aes ae : ieee ae = Er 4100, 806 


| 

10 -----| Engineering and mainte- 
} _ nance data.! 

| eee | Engineering and TE EE PAT, 6c C ah od ee aoanceaiewcobe 2 1, 866, 040 
| _ changes.! 

12____...| Bill of materials 

13 


| {| A Se 111, 077, 600 163, 500 6, 600, 000. 00 10, 606, 532 





1 Included in items 1, 4, and 7. 
2 Committed amount—not included in total of funds allocated. 
Question 7. Unit sales price (excluding spares and miscellaneous items): 


Cost per airplane Fired Fee CPFF/Airplane 


45 RB-66B Airplanes-_................... ce ae oe $777, 336. 00 $46, 202. 71 $823, 538. 71 
NE EEE TE ES 947, 795. 65 56, 198. 01 1, 003, 993. 66 
ee NE Ne on oc ieneecusudannceanen 976, 881. 57 57, 898. 61 1, 034, 780. 18 


Nore.—Includes cost and related fee from contract items 1, 4, and 7 of original contract. 
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Contract costs for contract AF33(600)—28368 as of May 31, 1955 

















| Reimbursable | 
Question | contract cost |Percent Total | See 4 
No. | incurred to | to total . | exhibit ; 
| | May 31, 1955 | ! 
Sa.........| Raw material..........- pie PERE Wat a te S| ee ee eee | fONEES: } 
| CO SEE yes caeees _ <>) 3 Nene Ree patients | 
SS a TE ES See ee 82, 463.06 | 0.029 | $286, 767, 887 | A 3 
__ Se Administrative expense !__............---- } 8, 686. 18 . 027 | 32, 654, 425 B 1 
_ eae [SPREE POON. nnntnemessenessnescs Ags ee | pinkie =e Sed 4 
SREP ELI | Engineering......_-- Se es eee 114, 443. 49 . 182 | 63, 012, 400 in 4 
8g, 8h_.._...| General research and development !___-_..-. 1, 493. 66 . 015 9,777,309 | D ‘ 
ee SEE Ee Sess he SE Sane eee eeeeeees 
_EE. Officials’ salaries and bonuses - ----.-..-.--| 311. 83 . 027 1,154,910 | F-1 
_ .| Value of stock rights. --...-.-.-- hbbaked D.  . tncchingenianeue [9 2a Sea | 
eA Selling expense; all contract administra- 461.60 | .009 5, 164, 432 G : 
| tion.! | 
- Te 44.02 . 027 163,031 | H 
| See Consultation or advisory fees_.........-..-- 43.34 | .009 487, 345 | I j 
14.__.......| Traveling expenses-_.-.-- i eth eh DELI Se ED Lotkeb each tapacccstendedlannecane : 
_ ee Entertainment................ EE Te | ele) ERE: ES CRS es Seer 
RE a I ees See ae SE Se ee a) See 
_ ee Pl Eee OEE ERE ee SEE STEN eet YES TE ee ee, epee 
. Sea OS ET: 1, 343. 74 .02 6, 671, 200 J 
_ == Other depreciation reserves. __.....-..-----| 0 ctignnsw ane iaeirennse leoehanes ; 
_ ws Amortization in excess of normal depre- | 9, 21 .001 wv © 2 ae 
ciation. 
———EE Other amortization reserves -__.........--.-- Se ee ae es 
31__.......| Payments to retired military officers _-~__- ue Inch dhiddabwsebuss onatiendlamnopraw 
1 The dollar figures represent the amounts for which reimbursement was claimed. Does not include that j 
portion of costs properly chargeable as contract cost but considered unreimbursable per ASPR XV. | 
2 Computation of profit for question No. 15: 
Actual contract costs incurred to May 31, 1955. .............-.-........--...-........- $1, 265, 587. 20 
Sa UO os ch cnab oauewinieeeusatesensaadatwaben 1, 180. 17 
eather See asdetencsas assnuebe 1, 264, 407. 03 
I a or cas havbsuasus cin sstebeeeerusacenen ae 75, 844. 58 
Ne el se ee eee eee ee ee ee nes wh waad S .--- 1,340, 251.61 2 
Ray Sn ONE, OUND WEE ING... |. s onccac de cccckcncccncdescccucnaeskddautcncctes 1, 265, 587. 20 y 
OS Ee NS ee OE ee Seer ee 74, 664. 41 
Less allocable portions of other costs of doing business.........--......-.--.----------- 12, 374. 18 


By ee ID EE: ccnidcetuponnss Gln kadbaebebnaneendciesyesseneien ee 62, 290. 23 
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F3D-—2—ConTRACTUAL 


Question 2. Contract number, NOa(s) 10483. 

Question 3. Type of contract, fixed price—redetermination. 
Question 4. Date of contract, September 26, 1949. 

Question 5. Date of authority to proceed, September 26, 1949. 
Question 6. Total sales palon agreed . open (per original o contract): 


MopEL DaTA 





| 
| Contract prices } Allocated 
| ! | - « 
Contract aoe econ ae ei ae ae funds, spares, 
¢ Se 
item | Description | | Spares ang | #24 miscella- 
| Airplanes spears’ neous 


| miscellaneous | 











I ee LS SS eR aM JERS ee ETS pai eiicimen ies 
RR Eee 

i -tenciaiecdlintete [eR a St Pe aay ee Rea ee | 

4 ________| Spee. tools and GHE Sar ee eee 

ESS Final corrected data and drawings Bsa cack (ae <a eee MELE PAE = 
_ eS | Pilot’s handbook Gk PAN )  & 3 | eee ons 
6b ....| Erection and mainteng ance instructions ae | A & k pS Se 
__ eee Structural Repair Handbook_-.._.......-_.-- ae SS | it ) eee 
6d .--| Illustrated maint. parts list..........._-_-- | a see | J < * 3 
eae | Corectel PE Met... .. caccnccccccsne PS |) ee | jf < | ee akan 
ores | Flight demonstration and trials 3 














! Included in item 2, : i 

2 These prices shall not be redetermined but shall be treated as changes in accordance with the provision 
for changes in the section of the contract entitled ‘“‘Redetermination.” 

3 To be determined later. 

NotTE.—Based on Contract Item 2. 


Question 7. Unit sales price (excluding spares and miscellaneous items): 70 
F3D-2 airplanes, $324,195.95 per airplane. 


Contract costs for contract NOas 10483 as of May 31, 1955 


i Contract cos -er- 
Question ontract cost Pe 











See ex- 
No incurred to cent to Total hibit 
itt May 31, 1955 total 

8a ....-| Raw material ee Son SERVE. oS Se, Se eee ee eer 

_ ee i es : Se ies Sa abaien ed 

Sc ay, = ma : 8, 054, 068 1. 098 $733, 422, 336 A 

___ EES Administrative expense _ naipbeeeniies 771,717 | .944 81, 723, 184 B 

Re : Overtime premium. __.__._-- APE e « 493, 329 |.... ahick RS — 

gf Stee PE See eae ” ie 1, 57 : 1.016 | 155, 463, 323 | C 

8g, 8h General research and development , 255 . 305 | 25, 664, 570 D 

Si ......| Subcontracts_..... EEE ss et ee ee eee 

9 ea ee salaries and bonuses siete aaah 30,415 | .944 3, 221, 998 F-1 

10 Sate Ul” US” Ean 0; 0 ESR: Ve EE 

11 ....-| Selling expense: | 

Advertising .............- cael F 105, 538 1. 259 | 8, 380, 662 i-1 
Field service _ - we et F 0! 0 | 3, 209, 815 G-2 
Contract administration... .-._----.- : 41,808 | 1.270 | 3, 291,199 | G-3 
Miscellaneous other--_..........--..-.-- 7,079 
| | EOS CIES PE Ree : 154, 425 | 

12 __.| Contributions or dues_________._-------- 4, 786 

13_.__.....| Consultation or advisory MS ek 5, 219 

|) Eee 1 “SPO VEIS CKDONOM.... ...~ cence ness eecsnx: 222, 561 |. 

ES EE ee, ee ee 0 SAS, Ce A eS ERS Taree 

| Sas" kf ES 

16 ee ee 











17_...---.-| Depreciation ____- 7 fee : 211,781 | 1.20 17, 695, 671 J 

18 ...---| Other depreciation eserves 0 ee See ee 

_ Sener & Amortization in excess of normal de pre ci- 7, 728 254 | 3, 041, 818. K 

ation. | 
__ ane Other amortization reserves_..........-..-- 0 a Sa ee (eae 
DE xe wendeage Payments to retired military officers --_—--- | aa a eee 
1 Computation of profit: ee 

ESE En 2 ae Ra EN Ey ae ey $29, 225, 787 
Costs incurred to May 31, 1955 SEERA, 3 Se eee 5 $26, 131, 07 79 
Less costs related to undelivered articles.....-.-.--.------------------------- 5, 
Ie dS be aeaeeaiamelner 26, 124, 218 
ne a ae LD ae ME Pea 2, 101, 569 
Less allocable nortion of other coste of Going business... 0.2 ncnconscncccn cones onccens 155, 978 


ee RN I nn ee caksicb ah aie RUA A Eeeeanuaemeee 1,945, 591 
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2278 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Mopget A2D—-1—ConrractuaL Data 


Question 2. Contract number, NOa(s)—12026. 
Question 3. Type of contract, cost plus a fixed fee. 
Question 4. Date of contract, May 7, 1954 (date of amendment 17). 


Question Date authorized to proceed, June 30, 1950. 
Question Total sales price agreed upon (per amendment 17,! which replaced 
original contract): 


~ 
we 








! 
Cen | | Contract r oe igo 
c.f seal ee sae prices, spares eee ee unds, spares 
_— | Description Airplane cost | “and miscel- Fixed fee | and miscel- 
laneous cost laneous 
| | 
1_.......| Design data and drawings.__| ee) sais Seer ee re ee Pa 
ORE * 3 =e sy Se CR ee ee ee | a aa ae 
Bakis | 10 A2D-1 airplanes___.______| $24, 893, 108. 30 ceitiaiee $1, 627, 714. 79 |_- A Mle ccm ste 
‘<. | Spares oS Rae Gh ae TRE omen Rica aa: _...| $2, 651, 116. 03 
5__......| Special tools and GHE ; Jack Set 265, 111. 60 
ee. | Final corrected data and | (2) Se PR eres RSE a 
| drawings. | | 
(ee Ee ee, Cae } $156, 884. 55 | Ly SS) SA ee eee ee 
8_.......| Demonstrations. _- 1, 279, 419. 50 | __ at eS 4 ae 
o.. a Work as specified by amend- | 224, 027. 91 : or aese EE Basinwipadicsoncns 
| ment Nos. 2, 6, 7, 8, 9, 10, | | | 
| 11, and 14, and change | | 
| orders A through AC. 
_ = | Power plant installation...._|.........-.....- | 77, 452. 20 4, 930. 85 i bestionres 
ll | 5 copies of weekly progress (3) BRERA Ee eee ae Sear a 
| reports. | ' 
NI ci iatininsnicccies | 26,396, 555.71 | 234,336.75 | 1, 741,614.38 | 2, 916, 227. 63 
| | } 








1 Amendment No. 17 supersedes the original contract and prior amendments and change orders. 
2 Included in item 3. 
3 Included in item 10. 

Question 7. Unit sales price (excluding spares and miscellaneous items): 


10 A2D-1 airplanes: 


ON OE Re ee ee a el ae ape eee ee ee $2, 489, 310. 83 
SS SS 8 eee rere ene ae eee 162, 771. 48 
Jens lee G Snes GOP OP MIMINNS.. . 2... cn cc cccceccnnne 2, 652, 082. 31 


NoTeE.—Based on amendment 17, item 2. 








Question 





| 
| 


| 


number | 


1 The dollar figures represent the amounts for which reimbursement was claimed. 


—— |—_—_ 


AIRCRAFT PRODUCTION 


Contract costs for contract NOas 





12026 as of 


| Reimbursable 


Raw material - 
Direct labor -- 


| ¢ )verhead 


Administrative expense ! 


| Overtime premium 


| 


Engineering -- 


|}General research and deve eens nt! 


| Subcontracts 
Officials’ salaries and bonuses. 


Value of stock rights_-- 

Selling expense—all contract administra- 
tion !__ ; 

Contributions or dues_-- 

Consultation or advisory fees 

Traveling expenses 

Entertainment 

Profit 2 a aes 

Unit profit .--- er 


| Depreciation 


Other depreci: stion reserves___- 
Amortization in excess of normal deprecia- 
tion 


.| Other amortization reserves_ 
.| Payments to retired military officers - - - 


contract cost 
incurred to 
May 31, 1955 


1, 111, 408 
6, 622, 590 
151 
R58 
580 





485, 
450, 
250, 390 


nN 


11, 549 
010, 090 
18, 979 
0 


= 


29, 200 
2, 839 
3, 464 

90, 143 

0 





COSTS AND PROFITS 





May 3 


Percent 
to total 


0. 978 
. 636 
1. 535 
. 054 


636 


208 
. 636 
. 405 







1. 1955 
ae See 
Potal exhibit 
697, 670, 925 A 
76, 340, 481 B 
146, 591, 831 Cc 
21, 419, 470 D 
2, 984, 220 F-1 
} 
14,066,453 | G 
446, 545 H 
855, 002 | I 
| 
16, 114, 043 | J 
| 
3, 041, 818 K 


Does not include 


that portion of costs properly chargeable as contract cost but considered unreimbursable per ASPR XV 
2 Computation of profit for question number 15: 





Actual contract costs incurred to May 31, 1955_- 
Less: Unreimbursable costs--_.- 


Reimbursable costs - - - --- - 
Fixed fee earned _ - 


Total sales 


Less: Actual contract costs per above. 


Profit -- 


Less: 


$25, 130, 032 
122, 586 
25,0 007, 176 

1,61 3 841 


26, 621, 017 
25, 130, (32 


1, 490, £85 
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AIRCRAFT PRODUCTION COSTS AND PROFITS JIS 1 


M need 


MopeL AD-4—ConrractuaL Data 


Question 2. Contract number, NOa(s) 51-020. 

Question 3. Type of contract, fixed price, redetermination. 
Question 4., Date of contract, July 14, 1950. 

Question 5. Date authorized to proceed, July 14, 1950. 

Question 6. Total sales price agreed upon (per original contract): 


$1 paca bate Bled: « nthe a > 


Contract prices 


Contract re ——_ as Allocated funds, 
item | Description spares and 
| Airplanes Spares and mis-| miscellaneous 
J anes 


cellaneous 


| Design data and drawings A D-4 !____ 
Design data and drawings AD-4N 2. 
Design data and drawings AD-4W _______- é 
136 AD- ee --- : ; $11 


, 562, 720. 00 
242 AD-4N airplanes. 28, 224, 460. 00 


ES Aaa pl tet i eR TALES See 





79 AD-4W airplanes --_--_--- 9, 127, 660. 00 ’ 5 
3 ED | Spares allocation ___- : _| $9, 293. 819. 60 
a §__.......| Special tools and GHE allocation. ___._-_.-_|_..--_-_-- ot RRS ee 489, 148. 40 
4 9. | Final drawings and data AD-4! me : os 
j 10....-.--| Final drawings and data AD-4N ?-_ 
5 11 | Final drawings and data AD-4W 3_______- 
4 12 ___| Publications ¢____- 4 
4 13 .| Design date and drawings AD-4W 3_- 
4 14_- .| 20 AD-4W airplanes_ 2, 310, 800. GO 
: 15 | Spares allocation - --- : es * , : £93, 240. 00 
H 16 Special tools and GHE allocation _- ae Ds ee ; ae 46, 216. 00 
i 17 ___.| Fiseal data and drawi ings AD-4W ‘ ah L é : 
; | eS | Publications >. - x 
FY cee eae = meas ‘ B51, 225, 640.00 |....--.- ; $10, 522, 424. 00 
| - il aaa 
5 ' Included in item 4. 
& ? Included in item 5. 
bY Included in item 6. 
} 4 Included in items 4, 5, and 6. 


Included in item 14. 


NOTE.—Based on contract items 4, 5, 6, and 14. 


AAMAS? 


Question 7. Unit sales price (excluding spares and miscellaneous items): 


1 iain mest 


Per airplane 
5 136 AD-—4 airplanes... .............- Spee elie , Jccannulin See 
4 Bie AIG SIINNOS. 2.8 cc eeu Re eae _. 116, 630 
; oe BE Ee eee ih i eb wir cg iri 115, 540 
4 20 AD-4W airplanes__-___ SESE Os) a oe eS Re ican veerm eie 115, 540 


i, heh Ota hath ne SATS, 


abe, 


o 


ei 


FA 
* 









AIRCRAFT PRODUCTION 





Contract 


COSTS AND PROFITS 


costs yr contract NOas 51-020 as of May 31, 1955 





} 











I PONE RI ots acanc aden nabiaasacdb edbnddnduianlencannasipbigeientnnina 


| 
. | Contract cost |p... | Sao ar- 
— | | incurred to to — Total “aihee 
sing } ated 31, 1955 ‘ie we 
} } 
5 ovr PPP tone waite we a SP 
Ra | Raw material = ~ pee $6, 460, 011 Re Pee 
8b_ Ife) |” Gianna aeienliiieet se telly 19, 380, 373 & Ae a, poe! Rea 
See Overhead. _____- ve eee - : 20, 655, 052 2.961 | $697,670,925 | A 
8d_...._...| Administrative expense ae ene } 1, 482,315 | 1.942 76, 340, 481 B 
Se. ‘ Overtime premium_________-_____-____- eS” oh es FX, ee 
8 | Engineering OS : 1,881,458 | 1. 283 146, 591,831) C 
4 PERE: : \General research and development. = 23, 750 lll 21, 419, 470 D 
ede | Subcontracts Sra pt 7, 795, 653 | © eae 
4 sie Officials’ salaries and bonuses.__......_. 57, 953 1. 942 2, 984,220 | F-1 
10 .| Value of stock rights Cire or 0; 0 EE ES eee fazer 
11 ...| Selling expense: | } | 
| Advertising ie cebu 214,451 | 2.808 7, 636,201 | G-1 
a era 0| 0 2,946,126 | G-2 
| Contract administration._............| 85, 5,059 | 2.782 | 3, 057,485 | G-3 
| Miscellaneous—other._________________ r¢ 386 | 3. 372 426, 641 G4 
ll ee baht ae yahoo ~ 313, 896 | 2. 232 14, 066, 453 | G 
= — I | —— 
12 onal MEINE MEINE see 8,670 | 1.942 446,454| H 
- eae | Consultation or advisory fees__._.....___- | 10, 960 1, 282 855, 002 | I 
14 Fecal a II io on in ew ccccn odie wares ceed eS nicheiiahe sda’ ex 
| Gee TS ee NE ear areas : _] ia, Mera rare & Ree 
OD oo s eciacal ee = ir, SaaS Stes fee 5 pataiod, 14 14h as 
eee ee eee . erated eee Pee ee Seon 
17 _....| Depreciation cheer ae 316,278 | 196 | 16, 114, 043 | J 
_ eee Other depreciation reserves....__.-----_- e 0 0 RE TES SO ee ae 
plese | Amortization in excess of normal deprecia- 26,951 | .886 3,041,818; K 
tion. } | } 
20.._......] Other amortization reserves--.....-.....-. 0] O Speier ee ee 
$1___......| Payments to retired military officers de es Or en eee fects 
1 Computation of profit for question No. 15: 
Sales recorded to May 31, 1955. .....................-.. Ee eenee nee $81, 095, 805 
Costs incurred to May 31, 1955_.- PSEA NS SIE ets phen Ee Saye. __$74, 813, 437 
Less: Costs related to undelivered articles..._....-.....--...-............ sa 51, 059 
een Pe Oh CE inca. sc ccncececcecssesencnasecwacse icc nekeetin ash weticaaateeaieaaiie pina 74, 762, 378 
te or ote Oboe aot teinn a aba the aetee se canaeceamedhen nasiece Gonctuenmonawa 6, 333, 427 
Less: Allocable portion of other costs of doing business........--..-..-------------------. 552, 912 


5, 780, 515 
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2290 AIRCRAFT PRODUCTION 


Question 
Question 
Question 4. 
Question 5. 
Question 6. 


Contract 


item Description 


Mope.t F3D—-2—ConrractuaL Data 


Contract number: NOa(s) 51-021. 
Type of contract: Fixed price redetermination. 

Date of contract: July 14, 1950. 

Date authorized to proceed: July 14, 1950. 

Total sales price agreed upon (per original contract): 


fated teint] MAMMA (on5esokcssoacesstuas 


20, 533, 625. 00 zee 


a Design data and drawings !_- 

= 167 F3D-2 airplanes. 

3 Spares 5 “ite 

4. Special tools and GHE_. ; “pix 

5 Final data and drawings !____- PAL eae 

6.- Publications 2 . ig 

Wain Design data and drawings 3_ .- 

s 1 static test article 82 

9 Pg a ae ee een 

10 eas , 

ll Special tools and GHE_. 

12 Final data and drawings 3_..........-.....- 

13 Demonstration of F3D-3 2.............--.-.-|- 

14 Publication - - .- - SIS ee es 
Totals____-- 


! Included in item 2. 
2 To be determined later. 
3 Included in item 9. 


COSTS AND PROFITS 


Contract prices Allocated 


funds, spares 
and miscel- 
laneous 





Spares and 


Z yianes : | 
Airplanes miscellaneous 





Didlonebewsiedeakeen 41, 245. 40 


1, 104, 909. 75 
6, 365, 423. 75 
seeds 205, 336. 25 


__.| $165, 144. 84 


63, 063, 075. 13 


165, 144. 84 18, 169, 631. 30 


Question 7. Unit sales price (excluding spares and miscellaneous items). 


167 F3D-2 airplanes 
10 F3D-3 airplanes 


NoTE.— Based on contract items 2 and 9. 


Per airplane 
$248, 051. 14 
2, 053, 362. 50 

















; 
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¢ 
r] 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 





Answers to contract costs for Contract NOa(s) 51-021 as of May 31, 1955 
§ Question ( ee Percent Total Ex 
: num ber May 31, 1985 | total a hibit 
Sa oe Raw material 4, 472, O87 
; 8b Direct labor 15, 065, 449 
4 Se. Overhead _. ..---- wie sas 15, 573, 602 2. 232 697, 670, 925 A 
t _ See Administrative expense __- 1, 360, 978 1. 783 76, 340, 481 B 
; G6... 5.0 Overtime premium —_ 998, 030 . 
; sf ..---| Engineering = : 1, 938, 501 1. 322 146, 591, 831 Cc 
3 » 
j - 4 _ 7 ‘General research and development 102, 908 . 480 21, 419, 470 D 
‘ i si Subcontracts 1 7, 018, 341 : : 
‘ y Officials’ salaries and bonuses 53, 208 1. 783 2, 984, 220 F-] 
10 Value of stock rights 0 0 
) 
) 1! Selling expense 
J j | Advertising 160, 757 2.105 7, 636, 201 G-1 
Field service 0 0 2, 946, 126 G-2 
Contract administration 63, 944 2. 091 3, 057, 485 G-3 
Miscellaneous, other 10, 784 2. 528 426, 641 G-4 
5 Total 25, 485 1. 674 14, 066, 453 G 
5 
E 12 Contributions or dues : 7, 960 1. 783 146, 454 H 
13 Consultation or advisory fees 8, 976 1. 050 855, 002 | 
14 Traveling expenses_- 214, 5905 : 
- 14__ Entertainment_- 0 
) 15. Profit 1. 2 
16 Unit profit } 
17. Depreciation 361,425 | 2.24 16, 114, 043 J 
18. -| Other depreciation reserves 0} 0 a 
19. .| Amortization in excess of normal deprecia- 23, 625 777 3, 041, 818 K 
tion. 
20 Other amortization reserves 0 0 < 
. fee as Payments to retired military officers 4,459 — 
Computation of profit for question No. 15 
4 Sales recorded to May 31, 1955__- $58, 970, 000 
nm Costs incurred to May 30, 1955 $54, 457, 944 
Less: Costs related to undelivered articles 0 
Costs related to sales______- c 54, 457, 944 
) . Ses LS ae 4,512, 056 
Less: Allocable portion of other costs of doing business : 429, 025 
Net profit before taxes. ______- 3 4, 083, 031 
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Question 2. 
Question 3. 
Question 4. 
Question 5. 


AIRCRAFT PRODUCTION COSTS AND 


MopgEts AD-4, AD-6—ConrrRactTvUAL Dat 


Contract No. NOa(s) 51-630. 

Type of contract, fixed price redetermination. 
Date of contract, February 10, 1951. 

Date authorized to proceed, February 10, 1951. 


PROFITS 





9997 


ot et & 


A 


Question 6. 


— Description 
1 .| Designs, tests, and drawings ! 
2 | 165 AD-4 airplanes_- 
—— ll ll eS ee ee 
4_. _.| Special tools and GHE. 
5_........| Pubiications !_ ; She = 
6.........| Design, tests, and drawings 2___- 
7 -| 172 AD-6 airplanes.- 
a CR Se 
9_______..| Special tools and GHE 
10___.....| Publications ?_____ : 
| eS 172 external armor plate kits__ 

| RES da hen tdene ads 


Contract prices 


Airplanes 


$16, 662, 023. 40 


25, 941, 045. 16 


42, 603, 068. 56 





! Included in item 2. 
2 Included in item 7. 


— 


Question 7. 


165 AD-—4 airplanes_ 
172 AD-6 airplanes_____ 


NoTE.—Based on contract items 2 and 7. 


Total sales price agreed upon (per original contract). 


Allocated 
funds—spares 
and miscel- 


Spares and laneous 


miscellaneous 


$2, 832, 543. 81 
166, 620. 23 


4, 409, 977. 68 
259, 410. 45 


$405, 331. 76 
405, 331. 76 % 


Unit sales price (excluding spares and miscellaneous items). 


Per airplane 
$100, 981. 96 
150, 820. 03 
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Question 


























AIRCRAFT PRODUCTION COSTS 


Contract costs for contract NOas 51-630 as of 


Contract cost 
| incurred to 


No. May 31, 1955 
Raw material $4, 563, 391 
......---| Direct labor ; 12, 876, 156 
Overhead ‘ 15, 144, 122 
| Administrative expense - ___- 1, 230, 561 
--| Overtime premium Jaitiintndieaind, atts 777, 642 
.....--| Engineering---_- ; 2, 008, 265 

, 8h. General research and development 20, 57 


Subcontracts-- -- 
Officials’ salaries and bonuses. 
Value of stock rights 





Selling expense 
Advertising 134, 760 
Field service A 0 
Contract administration 53, 314 
Miscellaneous 9, 040 
Total , 197,114 
Contributions or dues ' 6, 821 
Consultation or advisory fees__ -- 7, 785 
Traveling expenses 252, 761 
Entertainment-- 0 
Profit !........ ‘ “ 
Unit profit : 
| Depreciation ___- 245, 835 
Other depreciation reserves ; 0 
Amortization in excess of normal depre- 24, 126 
ciation 
.| Other amortization reserves --___._..__-- 0 
.--, Payments to retired military officers - - 4, 849 


! Computation of profit: 
Sales recorded to May 31, 1955 
Costs incurred to May 31, 1955 anak 
Less: Costs related to undelivered articles 
Costs related to sales 


EE . eta sa eek oars its atleast 9s in ons 
Less: Allocable portion of other costs of doing business 


Net profit before taxes 


AND 


PROFITS 


May 31, 1955 


Percent wea fe 
to Total hibit 
total 
| 
2. 31 $655, 505, 303 A 
1.741 70, 669,966 | B 
“1. 478 135, 901,888 | CG” 
103 19, 974, 361 | D 
1.741 2,700,143 | F-1 
0 ‘ : ea 
1. 972 6,831,999 | G-I 
0 2, 655,798 | G-2 
1.911 2,790,244 | G-3 
2. 877 314,213 | G-4 
1. 565 12, 592, 254 G 
1. 741 391, 804 | H 
983 791, 718 I 
1. 70 14,479,910! J 
0 oe 
793 3,041,818; K 
il a seek, ree! Peer 
321 


cnen nine habitats wees eee 
----- $64, 317,724 
Seis J 0 


64, 317, 724 
7, 176, 597 


481, 371 


6, 695, 226 
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Contract 
item 


Question 
No. 


8g, 8h 


Profit 


Question 
Question ¢ 
Question 
Question 
Question 


1 Included in item 2. 


Net profit before taxes 


AIRCRAFT PRODUCTION COSTS AND PROFITS 


Mope.L A3D-1—ConTrRAcTUAL DATA 


ide OO DO 


a 
oo 


Contract number, NOa(s)51-—632. 
Type of contract, Fixed Price Redetermination. 
Date of contract, February 10, 1951. 

Date of authority to proceed, February 10, 1951. 
Total sales price agreed upon (per 


Description 


Note—Based on contract item 2, 


Question 7. Unit sales prices (excluding 
12 A3D-1 airplanes, $2,556,672.50 per airplane. 


Airplanes 


1 


l Design data and drawings ! 
2 12 A3D-1 airplanes 
3 Final data and drawings ! 
4 Spares 
5 Special tools and GHE 
6 Publications ! 

Total 


original contract): 


Contract prices Allocated 


—————-————=———-| funds—apares 
and miscel- 


Spares and laneous 


miscellaneous 


(1) 
$30, 680, 070 


$9, 204, 021. 00 
613, 601. 40 


30, 680, 070 |___- ; 9, 817, 622. 40 


spares and miscellaneous items): 


Contract costs for contract NOas 51-632 as of May 31, 1954 


Raw material 
Direct labor 
Overhead 


Administrative expense 


Overtime premium 
Engineering 


Contract cost Percent 


General research and development 


Subcontracts 


Officials’ salaries and bonuses 


Value of stock rights 


Selling expense 
Advertisiing_- 
Field service 


Contract administration 


Miscellaneous other 


Total 
Contributions or dues 


Consultation or advisory fees 


Traveling expenses 
Entertainment 
Profit 

Unit profit 
Depreciation 


Other depreciation reserves 
Amortization in excess of normal deprecia- 


tion 


Other amortization reserves -- insets 
Payments to retired military officers 


1 Computation of profit for question No. 15: 
Sales recorded to May 31, 1955 
Costs incurred to May 31, 1955 
Less costs related to undelivered articles 





See ex- 





incurred to to Total : 
May 31, 1955 | total hibit 
$1, 915, 823 
15, 663, 043 
17, 279, 624 2. 636 $655, 505, 303 A 
1, 520, 238 2. 152 70, 669, 966 B 
1, 026, 688 js 
3, 795, 771 2. 793 135, 901, 888 C 
32, 604 . 163 19, 974, 361 D 
3, 948, 937 - = 
58, 107 2. 152 2, 700, 143 F-1 
0| 0 
on 156, 001 2. 283 6, 831, 999 G-1 
0 0 2, 655, 798 G-2 
65, 596 2. 351 2, 790, 244 G-3 
10, 465 3. 330 314, 213 G-4 
232, 062 1. 843 12, 592, 254 G 
8, 431 2. 152 391, 804 H 
9, 353 1, 181 791, 718 I 
198, 474 
0 
301,574 | 2.08 14, 479, 910 J 
0! 0 
26, 607 . 875 3, 041, 818 kK 
0 0 
5, 52% 
$42, 097, 405 
$44, 787, 046 
4, 746, 453 
ee ee ee POE nee 40, 040, 593 


Costs related to sales 


Less allocable portion of other costs of doing business 


2, 056, 812 
303, 455 
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Question 
No. 


&b 
Rd 


Sf 


8g, 


9.. 
10 


Profit 


Question 
Question : 
Question 4. 
Question 
Question 


1 Included in item 2. 


Question 7. 


AIRCRAFT 


PRODUCTION COSTS AND PROFITS 


Mopet A3D-1—ConrractruaL Data 


3. 
4 

5. 
6. 


Description 


Total 


Note—Based on contract item 2. 


Unit 


Design data and drawings ! 
12 A3D-1 airplanes 
Final data and drawings ! 
Spares 

Special tools and GHE 
Publications ! 


sales prices (excluding 
12 A3D-1 airplanes, $2,556,672.50 per airplane. 


Contract number, NOa(s)51-632. 
Type of contract, Fixed Price Redetermination. 
Date of contract, February 10, 1951. 
Date of authority to proceed, February 10, 1951. 

Total sales price agreed upon (per original contract): 


Contract prices 


Airplane 


() 


$30, 680, 


30, 680, 


spares 


Ss 


070 


070 


and 


Spares and 
miscellaneous 


$9, 
















Allocated 
funds—spares 
and miscel- 
laneous 


204, 021. 00 
613, 601. 40 


9, 817, 622. 40 


miscellaneous 


Contract costs for contract NOas 51-632 as of May 31, 1954 


Raw material 
Direct labor 


Overhead : 
Administrative expense : 1, 5: 
Overtime premium 


Engineering 


General research and development 


Subcontracts 


Officials’ salaries and bonuses 


Value of stock rights 


Selling expense: 
Advertisiing -- 
Field service 


Contract administration 
Miscellaneous other 


Total 
Contributions or dues 


Consultation or advisory fees 


Traveling expenses 
Entertainment 
Profit ! 

Unit profit 
Depreciation 


Contract ce 


st 


incurred to 


May 31, 


$1, 915, 
15, 663, 
17, 27 


<< ist 156, 


198, 


1955 


823 
043 


, 624 
, 938 
», 688 
, 771 


2, 604 


937 


. 107 


301, 57 


Other depreciation reserves 


Amortization in excess of normal deprecia- 


tion. 


Other amortization reserves -- : 
Payments to retired military officers 


Costs related to sales 


Net profit before taxes 


i Computation of profit for question No. 15 
Sales recorded to May 31, 1955 
Costs incurred to May 31, 1955 
Less costs related to undelivered articles 


Less allocable portion of other costs of doing business 





items): 


Percent * 

to Total hibit 
total 
2. 636 $655, 505, 303 A 
2. 152 70, 669, 966 B 
2. 793 135, 901, 888 C 

163 19, 974, 361 D 
2.152} 2,700,143 | F-1 
0 
2. 283 6, 831, 999 G-1 
0 2,655,798 | G-2 
2. 351 2, 790, 244 G-3 
3. 330 314, 213 G-4 
1. 843 12, 592, 254 G 
2. 152 391, 804 H 
1, 181 791, 718 I 
2.08 14, 479, 910 zs 
0 

. 875 3, 041, 818 kK 
0 


$42, 097, 405 


_$44, 787, 046 
4, 746, 453 





40, 040, 


593 


| OO 
ne 
Corn i 


= 1 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 


Mopet F4D—-1—ConrractuaL Data 


Question 2. Contract number, NOa(s) 51-637. 

Question 3. Type of contract, cost plus fixed fee. 

Question 4. Date of contract, February 10, 1951. 

Question 5. Date authorized to proceed, February 10, 1951. 
Question 6. Total sales price agreed upon (per original contract): 





| 
| 


| Contract prices | 


Contract | i see : sat ——| Allocated funds, 
| Spares and we cil: — - 
Airplane cost | miscellaneous Fisdfaon | ee 


item Description 





Design data and drawings !- (!) ae 
11 F4D-1 airplanes---.--..-- $27, 261, 310. 23 

1 static test article !......_._|_- naa ty a eR tS a 
Final corrected data ! ERR eas Rea ies, 
Spares. ---- (Se a a Ss xs 42 | $8, 750, 888. 00 
Specification tools and GHE. — cat 583, 364. 00 
Publications 3__.......--.... ( np Oa eps £4 ascie 
Flight demonstration * 


$1, 908, 081. 72 | 





Total... c<.cc2-.: 1, 908,081.72 | 9, 334, 252. 00 











1 Included in item 2. 
1 To be determined later. 


Question 7. Unit sales price (excluding spares and miscellaneous items). 
11 F4D-1 airplanes: 
$2, 478, 300. 92 
173, 461. 98 
2, 651, 762. 90 
NotTe.—Based on contract item 2. 
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2308 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Contract costs for contract NOa(s) 51-637 as of May 31, 1955 








Reimbursable | 


Question | contract cost 
N 


No. ineurred to 
May 31, 1955 


Raw material _...........-.- —— ‘ 1, 620, 361 
Direct labor__- .| 12, 522, 943 
2 Overhead REA : 13, 175, 217 
Administrative expense !_.._______- nicgutacel 1, 112, 499 
Overtime premium ieukonnebesoeasade 687, 064 
eat Engineering . 4, 610, 964 
, 8h_. General research and de velopment ees 33, 867 
Subcontracts___- on ae 5, 088, 501 
a a naa salaries and bonuses.....-.._.... 42, 500 
Value of stock rights - sete : 
Selling expense—all contract administra- 52, 442 
tion.! 
| Contributions or dues .................... 6, 166 
“ Consultation or advisory fees _ _._______-- 6, 632 | 
wo 4 ee eee eee 196, 552 
Entertainment - st Ses ee ey ae 
Nal i eee EA: LS BE eeepc 
Unit profit / ee ee Fae sae 
Depreciation Rak ah hers OO A: | 251, 143 | 
.| Other depreciation re RRS SE CEASERS 
Amortization in excess of normal depre- 20, 978 
ciation. 
Other amortization reserves - 
Payments to retired military officers. _-._- 4, 239 





| Percent, “= 
— Total exhibit 
2.010 | 655,505,303 | A 
1. 574 70, 669, 966 B 
"3.393 | 135,901,888; Cc 
.170 19, 974, 361 D 
1.574! 2,700,143 | F-1 
1416 |  ~—«12,§92,254| GG 
1. 574 | 391,804, H 
"838 | 791,718! I 
> i ie 14,479,910; J 
ae lai 3,041,818 | K 





The dollar figures represent the amounts for which reimbursement w 
Actual contract costs incurred to May 31, 1955 
Less: Unreimbursable costs 


Reimbursable costs -_____- 
Fixed fee earned 


Total sales___- 
Less: Actual contract costs per - above. 


sae 2 Gears ie : _ 
Less: Allocable portions of other costs of doing business 


Net profit before taxes 


was Claimed. Does not include 


that portion of costs properly chargeable as contract cost but considered unreimbursable per ASPR X\ 
? Computation of profit 


ae an ee $36, 132, 800 
174, 008 

35, 958, 792 
2, 059, 706 
ee ee eR ... 38, 018, 498 
eee ee SAE AS 36, 132, 800 


kpateiieh deadaiinilata 1, 885, 698 
= En ay Pee anen 262, 519 


-_ 


’ 623, 17> 
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Question 
No. 


Sa 
&b 
8c. 
8d 


AIRCRAFT PRODUCTION 


Mopet R6D-1—ConrractuaL Data 


Question 2. Contract number, NOa(s) 51-654. 

Question 3. Type of contract, fixed price—redetermination. 
Question 4. Date of contract, February 10, 1951. 

Question 5. Date authorized to proceed, February 10, 1951. 
Question 6. Total sales price agreed upon (per original pare): 





Description 


Contract prices 
ee 
Airplanes 


Design data and drawings '_____..........__/}___- mae 
jesdvbdoddaibdme«s $50, 086, 998 


54 R6D-1 airplanes__. 


Spares 
Special tools and GHE.. 


9 


__| Publications 2__- 


Total. -_- 





Contract costs for contract NOa(s) 51- “654, 


Onntion 7 U nit sales price (excluding spares and sieouilanedinn hound. 
54 R6D-1 airplanes, $927,537.00 per airplane. 


1 Included in item 2. 
2 To be determined later. 


Note.—Based on contract item 2. 





Raw material. 
Direct labor. -- 
Overhead - -_- 


Administrative ex pense_ 


Overtime premium._-__-___---- 


Engineering ~-----| 674,292 | .496 
General research and development. _____- 132, 106 . 661 | 
Subcontracts __ pada nal 1, 825, 672 | - 
Officials’ salaries and bonuses. __- oacaml 44, 255 | & 639 
Value of stock rights_-._....-- s 0 | 


Selling expense: 


Advertising --.--.--- 


Field service. 


Contract administration _- 


Miscellaneous other-. -.-...--- 


Tee. =... 


Contributions or dues_____- 


Consultation or advisory fees__ 


Traveling —— J 


Entertainment _-- 


| Profit ! 


Unit profit 
Depreciation - - 


Other depreciation reserves. ____ 
Amortization in excess of normal deprecia- | 23, 064 . 758 


tion. 


Other amortization reserves. 
Payment to retired military officers. _ -_- | S00) }..... 


| Contract cost | Percent 
| incurred to to 
| May 31, 1955 total 


$2, 970, 432 
9, 231, 227 : 
ol 8,514,411 | 1.299 


720, 747 | oo 





Net profit before taxes 


1 Computation of profit for question No. 15: 
Sales recorded to May 31, 1955 (per contract terms, includes haus 456,000 of development 
costs incurred in prior years) an 
Costs incurred during contract performance to May 31, 1955_____ 5 
Less costs related to undelivered articles. _.............._-..-- ; 


Costs incurred during performance related sales_-____--- aes 


Profit for contract performance per contract terms_----.......-......----- 
Less allocable portion of other costs of doing business_-_-..............._-- 


| Spares and 
| miscellaneous | 


Asta 10, 031, 010. 53 


1, 158,593 | 1.639 


















































COSTS AND PROFITS 


| Allocated 
——| funds—spares 
and miscel- 
laneous 


a a a 
..| $9, 553, 343. 36 
| 477, 667. 17 





as of sidtinda 31, 1955 


1" See ex- 
€ | i 
Total | hibit 


$655, 505,303 | A 
70, 669,966 | B 
“Co 


135, 901, 888. 
19, 974,361} D 
i 


2, 700, 143 | F-1 





12, 592, 254 5 G 
391,804 | H 
791,718 | I 


14,479,910; J. 
3,041,818 | K 


$48, 675, 328 
$40, 929, 624 
208, 035 

40, 721, 589 


Profit recorded in books during contract performance (before reduction for development 
costs incurred in prior years) __- - 
Less development costs incurred in prior years (contract allowance for prior dev elopment) 3,456, 000 


7, 953, 739 
eesus ee 
ier 311, 788 


Sciialptaria Daina ieee iieeiaim meen Ga Sieneeberisaeecastecsenen - 4,185,951 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 


Mopets AD-5, 5N, 5W—Conrractuat Data 


























Question 2. Contract number, NOa(s) 52-247. 

Question 3. Type of contract, fixed price redetermination. 

Question 4. Date of contract, 12-19-51. 

Question 5. Date authorized to proceed, 12-19-51. 

Question 6. Total sales price agreed upon (per original contract): 

Contract prices ' Allocated 

Contract ee unds—spares 

‘tem Description Secien ent and miscel- 

| Airplanes miscellaneous | laneous 

Ree | ny enn NEE IIL. acanactenakensmlemanienalliessemeacaraiansiaciabnae (!) 
_ pho: Ere. PO eae 9 Siren a Seinen ties 
OES ESA LETS ER rie ALE (ROIS ES 
AEA SSNS | Ee aes Ee EES 
Bais eieake 2 ae AS olenieinn deteaabena | (2) | 
| esa: NN EEE ISS EES, SEITE LT CER (3) --- 
_ ReneS Ee aaa J] i” ” SSS eae ea, Rae Rae 
ES LO ES ee ore Lee ee ee Sipe ene nem N eee ae 
eee fA a i scadsia dale tui bei 
eee bE ASS eee sree | (2) 
| ERE NN SELES ELE, TRE A (4) 
ee eee eee 8 4 fers eee hs Reem 
12b__.....| Convert 1 AD-5N to AD-5 airplane_-_...... 8 Y DECREE GR 
aes Convert 1 AD-5N to AD-5S airplane. -.-..... + | aes 
12d._.._..| Pass. cargo Hi density kit > SR 
| eee | Long range kit............. ff Sas, vores ere 
: eee, Oil LS Ss eee  ' , eee eSO (RSS 
_ “Rees fe) RRS ae eS Rac IE: gp RRS Gras tie re eee 
 ERaReS od ee eb anieeaon bans Sei Bees oe a 8, 349, 000 
eae OE ee ae Se aemb a aaieort SARIS A 417, 500 
| ae INN 55s 4 cn inidieimwnmaniniien eheanee ESSORES SN (2) Licccmcmaateaiestoess 
| eee | SOON NNO O08 OWES... ..nccccenccscesenn Sacemmmre nee mine (8) ESS aeRaeED 
| as be Se 66, 310, 530 |.---.-..-------- AREAS Ree 
SBS eer | 7 4] ES [Sea A AE sees S 
| are: RE BR icriccatgcenbacdecmmniegaeeccs | OES Pen ee 





1 Included in item 2. 
2 Price to be determined later. 
3 Included in item 7. 

4 Included in item 12a. 
5 Included in item 17a, 
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Contract costs for contract NOas 52-247 as of May 31, 1955 





l 
3 Contract cost |Percent San wei 
as . incurred to to | Total hibit ~! 
, May 31, 1955 | x 





Raw material $8, 254, 988 
Direct labor 28,177, 711 
Overhead 31, 457, 302 .799 | $655, 505, 303 
Administrative expense _ __- 2,762,171 | 3. 70, 669, 966 | 
Overtime premium 1, 699, 123 
Engineering 4,829,130 | 3. 55% 135, 901, 888 | 
General research and development 61,397 | .257 | 19, 974, 361 | 
Subcontracts 33, 028, 337 | 

105, 143 3. 894 | 2, 700, 143 | 





Selling expense: | 
Advertising . 055 | 6, 831, 999 | 
Field service 2, 655, 798 | 
Contract administration , 496 . 247 | 2, 790, 244 | 
Miscellaneous other , 583 | 5.6 314, 213 | 


12, 592, 254 
5, . BS 391, 804 | 
Consultation or advisory fees , 79% , 791, 718 | 
Traveling expenses 
Entertainment 
Profit! 





Depreciation 

Other depreciation reserves__-._........_.- 

| Amortization in excess of normal depre- | 7,036 
ciation. 

eet | Other amortization reserves 0 | 








1 Computation of profit for question No. 15: 
Neen ne a oe ei ha ne we Uoukeusocwuadensnuows , 417, 000 
ey es SS | are eee $125, 420, 536 
Less costs related to undelivered articles 671, 216 


24, 749, 320 
2, 667, 680 
823, 210 


, 844, 470 


Question 6. Total sales price agreed upon (per original contract): 





Contract prices Allocated 
funds—spares 
Description 2 | and meinen 
Spares and | ““laneous 
miscellaneous . . 


Contract 





Airplanes 





215 hi density cargo kits | $437, 525 

PE I EI oa cnn nunecnocounaadenexmes 550, 440 

20 tow target kits 179, 600 

37 photo kits | 1, 873, 495 

Spares $11, , 800 
of dS | aa RS Coe BAST AG..- 363, 100 

- eS Se "Ee aS ee See pas “ee ees ; 





| 137, 360, 730 25, 862, 300 





1 Price to be determined later. 


Question 7. Unit sales price (excluding spares and miscellaneous items). 
Per airplane 
20 AD-5W Airplanes $292, 515 
64 AD-5W Airplanes 292, 515 
160 AD-5N Airplanes 260, 935 
286 AD-5 Airplanes 231, 855 


Note.—Based on Contract Items 2, 7, 12a, and 17a. 
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2318 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Mopet F4D-1—ConrractuaL Data 


Question 2. Contract number, NOa(s) 52-977. 

Question 3. Type of contract, fixed price redetermination. 
Question 4. Date of contract, April 24, 1952. 

Question 5. Date authorized to proceed, April 24, 1952. 
Question 6. Total sales price agreed upon (per original contract). 





Contract prices Allocated 


j ee 
Spares and and miscel 
miscellaneous laneous 


Contract | 2 
item | Description 





| 
| Airplanes 





Design data and drawings !____....-.......- 
220 F4D-1 airplanes 

| Spares 
Special tools and GHE-...........--.------- 














1 Included in Item 2 
41 To be determined later 


NoTE.—Based on Contract Item 2, 


— 


Question 7. Unit sales price (excluding spares and miscellaneous items): 230 
F4D-1 airplanes, $436,290.00 per airplane. 


Contract costs for contract NOa(s) 52-977 as of May 31, 1955 





l 7 
. | Contract cost |Percent| 

en } | “tneurred to | a Spe oe 
_ | May 31, 1955 | total | 





an a Sh = $4, 103, 754 | 

: Direct labor 18, 540, 035 | 

| Overhead - . eee 20, 150, 875 | 
Administrative expense - 1, 837, 823 

| Overtime premium ‘ 859, 200 |_- 

--| Engineering. - ciuaees 1, 179, 839 | 
General research and ‘development - | 43, 062 

| Subcontracts ; } 5, 904, 389 |_..._-- 
Officials’ salaries and bonuses__.--------_- 67,711 | 
VORD OF CIOUK THE. no con eieccccnncesce a 0 | 








| Selling expense: } 
Advertising 3 166, 781 | 
Field service 0 | 
Contract administration... .......-- A 78, 180 | 
Miscellaneous, other 11, 188 | 





m 256, 149 | 
Cc outributions 3 ee Se 9,993 | 


Consultation or advisory fees. 10, 490 
eT CRIN, Sn cikcSon a cecenesssenae 112, 211 
Entertainment--_-__...-- 0 | 


| Unit profit 
Depreciation 
Other depreciation reserves 
Amortization in excess of normal depreci- 
ation. 
Other amortization reserves 
Payments to retired military officers 





1 Computation of profit for question No. 15: 
Sales recorded to May 31, 1955. 2h <i eee hn ee 
eee ee er ee eee nee ne eee paaenehinsbascasasantebeseses ~ $58, 040, 352 
Less costs related to undelivered articles een A 56, 187, 380 


I ic nh ni ouguinn aanbaniesdwenana AAS ASM 1, 852, 972 


Less allocable portion of other costs of doing business--..-.-...........-.------------ 17, 596 
Net profit before taxes_...... = in teielantilattideimiadhahlselatelitath nen crieoxs acca pecinkialnsianietanctie eit 122, 529 
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AIRCRAFT PRODUCTION 


COSTS AND PROFITS 


Mopets AD-5N and 5W—ContrRactTuaAL Data 


Question 2. Contract number, NOa(s) 52-979. 
Question 3. Type of contract, fixed price redetermination. 
Question 4. Date of contract, April 24, 1952. 
Question 5. Date authorized to proceed, April 24, 1952. 

Question 6. Total sales price agreed upon (per original contract). 





























| ; 
| | Contract prices Allocated 
Contract | ew unds—spares 
item | Description | eles ad and miscel- 
| | Airplanes | miscellaneous laneous 
as ameiabes Design data and drawings..................- () | CLES SE a. ae See 
ey 81 AD-5N airplanes. ---......-..-- sk ko | a ee 
BRE 2S ne OES peed wee ptt! POTOSI $4, 198, 200. 00 
eee Ee eee: eee REE ie, 209, 911. 50 
eae >)... eee RS | SESE EES RE ee oe eR 
aes Design data and drawings..........-..-.---- | a Se eee ee 
eae 84 AD-5W airplanes. ----_-_-_- eS oe | MO Nocera anccnoewen nelle oe Ehret 
ee Ea he ce Salt a es SEE Ooo ee) Cee 4, 700, 300. 00 
Re ON OSS Te er See ee | | a ee 235, 000. 00 
—_ eae - Seige eit Been eee es 
| ERS Design data and drawings_............-...-.- ED 2 es SSS ees 
ee 34 AD-5W airplanes----._.....--- oe 2 7) ee eas See eee eee 
| SS OU ER a eens ae ak CEST PES eee 2, 758, 600. 00 
para Spec. tools and GHE.......................- | EE SEE SE IRS , 200. 00 
_ | ES aC ee ee | 54,004, 954.00 |...............- 12, 292, 211. 50 
1 Included in item 2. 
3 Prices to be determined later. 
§ Included in item 7. 
4 Included in item 12. q 
Question 7. Unit sales price (excel. spares and misc. items). 
Per airplane 
ELT TE) eae Te ePID ORE: ear $259, 150. 00 


Norte: Based on contract items 2, 7, and 12, 


279, 778. 00 
279, 778. 00 











AIRCRAFT PRODUCTION COSTS AND PROFITS 


Contract costs for contract NOa(s) 52-979 as of May 31, 19581 



























i On I arcre 
Question — — , — Total See ex- 
No. | | May 31, 1955 | total hibit 
RE eee | BOTT MI ova cadntesnewccednss sina IRN Bk vceies laneken eden B 
wae Sot EE a ecccsecnercocwannescunoueees af: 8 Us 7 
ere: ESS ee eee 6, 227,742 | 1.082 | $575, 692, 799 } A 
Oar e ua Administrative expense --- 574,370 | .926 | 62, 032, 807 B 
BR ccnewels Overtime premium 198, 521 | ee RISERS HERS Pave 
REE (| a eee 401,921 | .339 118, 536, 500 | i; Oo 
- epeene }General research and development........- | 14,863 | .080| 18,551,356 | D 
FRIES RN a es ance $99.08 \........ eas Sao aleceica eee 
SESE Officials’ salaries and bonuses--.--..-.---- | 21,161 | .926 | 2, 285, 226 F-1 
Eee Vous oF apoer res. ....<-5.454-~--...... 0 0 | ee. SG aes 
ee cucu Selling expense: Advertising. ...........-- | 51,587 | . 886 | 5, 821, 815 | “G- 1 
Field Service._......_._-- 0 | 0 | 263,208 | G-2 
Contract Administration | 24,369 | 1,028 | 2 369,619 | G-3 
Miscellaneous other--.---- | 3,460 | 1.448 | 238, 930 | G-4 
i kcciunankene sacl 79, 416 743 | 10, 693,662 | G 
Ee oe Contributions or dues.__................-. | , 123 926 | 337, 279 H 
| RABE Consultation or advisory fees..._......---- 3, 25 446 730, 625 I 
:) ae. TPR nn se nnccacenacnnmne 36, 392 Bes Beas : 
ae I a oe ( 
| SEete ee tien ih en akiee a Santa Scenes belinda sccsdens-<isnenson sevbocdecceesdenioecaccwe 
,” eee es ooh eee Rene ; ; ie : 
ERIE Os Si eee 113,229} .90 12, 575, 329 
Ra Other depreciation reserves--.-.....------- 0| 0 | eee 
awaken Amortization in excess of normal depreci- 8, 371 . 290 2 890, 847 K 
ation. 
_ ie Other amortization reserves._._........--- | OTR, Talig o ae ee cece 
aes --| Payments to retired military officers. .----! RI icc dana aa Ses 
1 Om utation of profit for question No. 15: 
i eu Comm eiadnaadeehaktendsknuescaseancusuoubnn $16, 844, 274 
Cone incurred to May 31, ei a inn aw nneessaedcasaaramaaie $27, 467, 826 
Less: Costs related to undelivered articles.....-.--------------------------- 12, 360, 033 


Costs related to sales 





15, 107, 793 


1, 736, 481 
145, 019 


1, 591, 462 





ss6r‘9 "390 


i < tS "" paayaoe.t JOAN 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 


Mopet AD-6.—ContTRacTUAL DaTA 


Question 2. Contract number, NOa(s) 52-980. 

Question 3. Type of contract, fixed price redetermination. 
Question 4. Date of contract, Apr. 26, 1952. 

Question 5. Date authorized to proceed, Apr. 26, 1952 

Question 6, Total sales price agreed upon (per original contract). 





Contract prices Allocated 


) , —| funds—spares 
Description er | and miscel- 
Airplanes : laneous 
Design data, tests, and drawings- = (4) 


miscellaneous 
$25 AD-6 airpl: anes .------]| $47, 415, 225. 00 
Spares - - = PE SRAES |. $9, 483, 045. 00 
| Special | LTTE, a Sais 474, 152. 00 
cS eee 3 (2) ; 


Contract 
item 














$47, 415, 225. 00 9, 957, 197. 00 





1 Included in item 2. 
2 Prices to be determined at a later date. 


Question 7. Unit sales price (excluding spares and miscellaneous items 
AD-6 airplanes, $145,893 per airplane. 


NotTe.—Based on contract item 2. 


Contract costs for contract NOa(s) 52-980, as of May é 





| Contract cost |Percent foie. 
incurred to | to | Total See ex- 


May 31, 1955 | total | hibit 
| 


oe 








Raw material $3, 905, 336 | 
Direct labor , 991, ae v3 um MS 
Overhead , 052, 186 .746 | $575, 692,799 
Administrative expense 912, 53! .471 | 62, 032, 807 | 
Overtime premium se a 2 
Engineering 3 822,343 | 6.937 118, 536, 5 
General research and development 16,293 | .088 18, 581 386 
Do an, eS ea 8 | eee ee 

Officials’ salaries and bonuses. - 33,615 | 1.471 | 2, 285, 226 
Value of stock rights 0; 0 


——E ———== | = 





| Selling expense: 
Advertising | 83, 338 1. 431 5, 821, 815 | 
Field service | 0} 0 , 263, 298 
Contract administration } 1.604 , 369, 619 
Miscellaneous other 90 | 2.340 238, 930 





} ¢ } 1,187 , 693, 662 | 
| Contributions or dues..................... | ,961 | 1.471 337, - | 
| Consultation or advisory fees l 
Be Se re | 
| Entertainment-_----- en SER aS 
| Profit 
| Unit profit.-.....- pales mcadiuabinenoaaisoadeers SO, BLES SS ose 
| Depreciation | 57, 706 a 2, 575, 329 

Other depreciation reserves-___.-.- 0 | ‘Meee’ fo 
Amortization in excess of normal depreci- | 14,203 |. 2, 890, 847 
tion. | 
| Other amortization reserves. -_.........-..- 
| Payments to retired military officers-_-_--| 


| 
| 





1 Computation of profit for question No. 15: 
eS a a ee $49, 709, 799 
Costs incurred to May 31, 1955 _ $48, 062, 579 
Less costs related to undelivered Me oe sok atekdinsstetccmaagabacia” Re 


Costs related to sales 43, 954, 053 


Profit : ‘ 
Less allocable portion of other costs of PII iv inctecnindicnmadavcacncnedcicsipaumad 316, 749 


Net profit before taxes. .........................- Lialapccustaediae hatenana junitecanbidindh .. 5,438,997 


TU 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 2325 






Mopet A3D-1—ConrractuaL Data 


Question 2. Contract number, NOa(s) 52-981. 

Question 3. Type of contract, fixed price—redetermination. 
Question 4. Date of contract, April 24, 1952. 

Question 5. Date of authority to proceed, April 24, 1952. 
Question 6. Total sales price agreed upon (per original contract) 


7 a 





Contract prices 














tiiaee , Allocated 
ontract | * : | unds—spares 
item | Description | | spares and | and miscel- 

| | Airplanes | miscellaneous | laneous 

} 
eer | Design data and drawings------- senwenaen (1) (1) a sity 
ho ek eee $63, 136, 240.00 |........--..-- ; 
3..-------| Spares RE SEE Ee ee, Maes HREM aaecae $14, 130, 640. 00 
4... re Spec. tools and GHE.....------__- _ nae o< dee 974, 530. 00 
5 il IES Se cccacdasesceasse ie (?) (2) 

_ settled aocisnates oe 

| RRR Eee ene Reece er 63, 136, 240. 00 as 15, 105, 170. 00 





1 Included in item 1. 
2 To be determined later. 


NoTE.—Based on contract item 2. 


Question 7. Unit sales price (excluding spares and miscellaneous items): 38 
A3D-1 airplanes, $1, 661, 480. 00 per airplane. 


Contract costs for contract NOa(s) 52-981 as of Moy 81, 1955 





























as Contract cost | Percent on 
— | incurred to to Total hit al 
No. May 31, 1955 | total Raraian 
} 
eee Raw material. _______- ; $2, 938, 322 |_____- foe oar | ewe. 
a Se fe ee | 15, 167, 747 \. Bec 
a Overhead _ ___- “ ae 16, 539, 249 2.873 | $575, 692, 799 A 
8d__...__...| Administrative expense nineties anaes | 1, 590, 388 2. 564 | 62, 032, 807 B 
ees Overtime premium_- RAMEE AS caer tes .} 736, 158 ; Seat d ‘totes 
_ SER ALS Engineering __- Scie 1, 340, 371 1, 131 118, 536, 500 Cc 
ee General research and dev ‘elopment_- sect 72,083 | .389 18, 551,356 | D 
8i_._.._.....| Subeontracts_-. ee 6, 414, 839 == , ey 
9..._......| Officials’ salaries and bonuses... _- 58,593 | 2. 564 2, 285,226 | F-1 
10___...-..| Value of stock rights__-_--_-_-_- : ae 0 A ee ee eee oe 
11___-_..._| Selling expense: 
aS ee 139, 031 2. 388 5, 821, 815 G-1 
| Field service _ acco : 0 0 2, 263, 298 G-2 
| Contract administration _- ee : 64, 093 2. 705 2, 369, 610 G-3 
Miscellaneous, other-------.------ 9,326 | 3.904 238,930 | G-4 
| Toetel..... ee ee 212,450 | 1.987 10, 693,662 | G 
8... | Contributions or dues.___- eceneaee 8,647 | 2.564 | 337, 279 H 
+ eae Consultation or advisory fees__.__---_-____| 8,814 | 1.206 | 730, 625 I 
ies | Traveling expenses... ---.......- ere 600 1........ ae = 
14__._.....| Entertainment_..---- Eke eee kane wees | 0 ea were 
Bis cision | Prem t........ awe ntodataBbeabonstesadecisacasas POR A The ahi 
| eee Bo Se Se nr er eee ; : Paar 
| es | Depreciation. ----- ad 339, 630 | 2.70 12, 575, 329 J 
18___._____| Other depreciation reserves. ___- 0} 0 ae 
i cote | Amortization in excess of normal deprecia- 26, 252 908 2,890,847 | K 
| tion. 
SAS | Other amortization reserves - ’ a 0; 0 AeA Re paaes: Ve Sees. 
31___......| Payments to retired mili tary officers. ._.__| 5, 155 ii La ee 
| | 
1 Com utation of profit for oe No. 15: 
ales recorded to May 31, 1955. .-.....-......-..---- sit gh aicateetenes . - $5, 246, 666 
Toa tenmneed to May 31, 1055 ae eee ee ee ee 
Less costs related to undelivered articles.....-.-__. AS --- 43, 128, 321 
EE eee er en SPE ee Een ee 
NE teenth wines acndcasupiesied dis enkaains nanan aakugines ose . ce ee 7 aaee 408, 706 
Less allocable portion of other costs of doing business_..-.--------__- h SEE. RE Bes 45, 864 
ee I IE IE oak occas adonscdan td dccbiuacbedibidecmamsiobincundaadedec and 362, 842 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 


Mopet A4D-1—ConrractuaL Data 


Contract number, NOa(s) 53-381. 

Type of contract, cost plus a fixed fee. 

Date of contract, November 28, 1952. 

Date authorized to proceed, November 28, 1952. 
Total sales price agreed upon (per original contract). 


Question 2. 
Question 3. 
Question 4. 
Question 5. 
Question 6. 


2327 























Contract prices 
— Allocated funds 
Contract Descripti ~~ 
. escription | Q = | spares and 
item . | Spares and - - schaainanes 
Airplane cost | miscellaneous | Fixed fee 
cost 
| ae 7 ra - 
Ne dag ee ee SSS OS OREO, BAS RE SE SES Re, Oe TOR eee TAGES 
2........| 9 A4D-1 airplanes.__.....__- | $10, 124, 487 |_..._- _.-.--| $685, 552. 59 |__ : 
MRNA) ono tare RIS brisndeee tr line cilinirsing ae aia Ber 
Ree, Oe eT cS a ee as aan : i ee 216, 664. 02 
Cracanins Publications ?._.........---- Lalonde ahaa ciency Sica bl Serenata ba Giese aenee eae 
2 ke eS | 10, 124, 487 | ee ees Meroe | 685, 552.59 | 3, 466, 624.35 
u | ! 





1 Included in item 2. 
2 To be submitted later. 


Question 7. Unit sales price (excluding spares and miscellaneous items). 
9 A4D-1 airplanes: 


i theta aaa a win etna win awe . $1, 124, 943. 00 
ee aati sa ck ae ae ea Ron wsleddnenae eae 76, 172. 51 
OI eS ee Se ae a ee ree en ee 1, 201, 115. 51 


Norte.—Based on contract item 2 plus related fee. 


Contract costs for contract NOa(s) 53-381 as of May 31, 1955 


























Reimbursable | ee | 
Question contract cost | repre Total See 
No. incurred to te re 1 : exhibit 
May 81, 1955 — 
| ee REE, SARE ee ee nD 4 SER SEs oe eee 2 
ae SRE: epee i 5 . 2S eS RRA) CR Renal 
NE ae ee ats a... ee ees cencactannaeaen 7, 566, 238 | 1.704 $443, 915, 520 A 
(hae Administrative expense !..........-.-.---- 682, 917 1.367 49, 944, 228 B 
_ YASS Bo nee eel 398, 573 ag Be OS. 
RSP ON OS See sianeae aise 2, 262,870 | 2.404 94, 106, 884 Cc 
i ee General research and development !______- 34, 891 ; 15, 667, 232 D 
RE a a 843, 831 RS SAR ee eS 
Soa aan Officials’ salaries and bonuses. ..---...-.-- 24,296 | 1.367 1,777,377 | F-1 
| | TES or _ Sa See 3 ios 
RAPES Selling expense—all contract adminis- 30, 602 . 374 8, 190, 845 G 
tration.! 
Contributions or dues... .-.--..-.------- 3,572 | 1.367 | 261.376 | H 
13.........| Consultation or advisory fees............-- 30,726 | 5.111 | 601, 174 I 
| ear Bio EEE Po? o> ee Re Sane ES. eee 
? ee a ene aS ea 3) ia Se SRT AMS ASE So ES 
| Eo es ea ee Saree ree mae eae Eee: 
| aS 0g ‘emcees deja ciate cs eee |-------- 
2 SRE ee | 168, 132 | 1.69 | 9,919,858 | J 
Se Other depreciation reserves. - --...---.---- 0| 0 Rees Te ees 
Ee Amortization in excess of normal depre- | 13, 434 . 571 2,354,212; K 
ciation. | 
re Other amortization reserves---_.---------- | 1, all SERRterciire vem, 6 SCE 
Payments to retired military officers. - ---- So EER ATRERARS Der or 





1 The dollar figures represent the amounts for which reimbursement was claimed. Does not include 
that portion of costs properly chargeable as contract cost but considered unreimbursable per ASPR XV. 
2 Computation of profit for question No. 15: 


Actual contract costs incurred to May 31, 1955. .........-...-..--.--------------- 22... $19, 362, 106 
Diane WRIT CMMI eae cca docutccnaencssacent cicccweusacsskcareuaeeseus 87° 323 
te oe ate eas | etascwabaentdi se diawaeuseaeessue 19, 274, 783 
Fixed fee earned . ...~-----.-- 2-2-2 nnn nnn enn n nonin noo eos enone nn nee n nen eee eee 805, 618 
Total sales... .--------~---~-5----------n---0nnnnnnnnn nen nnnn nnn nnnn nnn nnnnenn ence ees 20, 079, 801 
Set, Een EE BOON GNOUG. onan oor ecacncscetwsnwodesecnnacanwscpecesceeecuace 19, 362, 106 
Profit.....-.--.----------------------2<-----------------------------------------+---- e 717, 695 
Less: Allocable portions of other costs of doing business------........---------+------.-- 134, 180 
Pe oes Sete Soest cer vetekanssnarsa<kec-estace—nsecsscne 583, 515 


74721—_56——66 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 


Mopet A4D-1—ConrractvuaL Data 


Question 2. Contract number, NOa(s) 53-382. 

Question 3. Type of contract, cost plus a fixed fee. 

Question 4. Date of contract, November 28, 1952. 

Question 5. Date authorized to proceed, Nov. 28, 1952. 
Question 6. Total sales price agreed upon (per original contract): 





} 
Contract prices 


Contract | Poe 2 Allocated funds 


i iihada 
item | Description 


| Airplane cost 


Spares and 


miscellaneous | 


spares and 


Fixed fee miscellaneous 


} cost 


Design data and drawings !_- 
10 A4D-1 airplanes-.- 
| Spares_..-- : 

| Special tools and GHE.. 
Publications 2- 


$4, 370,000: 


~ "$207, 764.48 |___ 


$1, 402, 770 
93, 518 


<BR soa 





1 Included in item 2. 
2? To be submitted later. 


NotTE.—Based on contract item 2 plus related fee. 


Question 7. Unit sales price (excluding 
10 A4D-1 airplane: 


Cost/airplane 


g spares and miscellaneous items). 


$437, 000. 
29, 7 ‘ 76. 


466, 776. ¢ 
-3882 as of anny 31, 1956 





| Reimbursable 
contract cost 
incurred to 
May 31, 1955 


Percent 
| to total 


See 


_ exhibit 





| Raw material 
Direct labor 
Overhead 
| Administrative expense ! 
| Overtime premium 
a Engineering 


\ General research and development ! 


| Subcontracts 
Officials’ salaries and bonuses- - -------- 
| Venee of siece rages... ..........-......<.. 
| Selling expense—all contract administra- 
tion.! 
Contributions or dues_.............------. 
Consultation or advisory fees_- 
PRTG ONE cata incascunsensanc 
| Entertainment 
| Profit 2 
Unit profit 
| Depreciation : 
Other depreciation reserves 
Amortization in excess of normal deprecia- 
tion. 
0... | Other amortization reserves_-_........---- 
31.........| Payments to retired military officers - 


197, 740 

, 287, 332 

' 379, 941 | 
123, 278 | 


310 | 
247 | 


443, 915, 520. 
49, 944, 228 | 


88, 444 | 
6, 754 
290, 893 
4, 390 | 
0 
5, 444 


094 94, 106, 884 | 
.043 | 15, 667, 232 | 


8, 190, 845 | 


645 
675 


10, 525 


261, 376 
601, 174 





1 The dollar figures represent the amounts for which reimbursement was claimed. bee not include 
that portion of costs properly chargeable as contract cost but considered unreimbursable per ASPR XV 
? Computation of profit for question No. 15 
Actual contract costs incurred to May 31, rap tecaese ieag-isse dics sates otlbinasis ales ctinineaig i eres 4, 157, 610 
pg EO a ener sien iiss eared cava Si 


DRIER CONDE ccc ces cckcnnconaceccnnoecussccaessans ne a ee eR ek a eer ee 4, 143, 031 
Fixed fee earned 258, 173 
Ms Sa ons Lo cara ennewecad aed chnonemEsecs obs enccieeedkocaadensscimibiee ---- 4, 401, 204 
Less: Actual contract costs per above 4, 157, 610 
P rofit 243, 594 
30, 934 


212, 660 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 
Move. A4D-1—ConrTracTuaL Data 


Question 2. Contract number, NOa(s) 54-316. 

Question 3. Type of contract, fixed price, redetermination. 
Question 4. Date of contract, October 16, 1953 (letter of intent). 
Question 5. Date authorized ‘to proceed, October 16, 1953. 
Question 6. Total sales price agreed upon (per letter of intent): 








| Contract cost 
limitation 


Contract item Description 








Design data and drawings. 
52 A4D-1 airplanes | 

= 4 $24, 627, 200 
Special tools and GHE_._____-_- Piddsubbwecnudeascedue wena cudekhe | 

Publications 





24, 627, 200 





* Question 7. Unit sales price (excluding spares and miscellaneous items): 
Inapplicable since Seema contract prices have not been established. 


Contract costs for contract NOa(s) 54-316 as of May 31, 1955 





wine Contre om | eer 
No. May 31, 1955 tal | binit— 





| 


Raw material 
Direct labor 
Overhead 


Administrative expense..............-.--- 


Overtime premium 
Engineering 


$1, 003, 855 
5, 000, 631 
5, 370, 184 


522.266 | 1.046 | 


202, 920 
249, 505 


~~" $443, 915, 520 


49, 944, 228 


94, 106, SS4 


}General research and development 27, 637 
Subcontracts 1, 356, 714 Se he ee 
Officials’ salaries and bonuses_.-__.-- oe 18, 591 1, 777, 377 
Value of stock rights ; 0 


15, 667, 232 


Selling expense: 
Advertising....... Fee ae oe 44, 805 4, 390, 405 | 
Field service. - Diseraie dee eros 0 1, 760, 112 
Contract administration _ 21, 095 — 1, 864, 824 
Miscellaneous other. 3, 006 3 175, 504 


68, 906 : 8, 190, 845 

Contribution or dues....................-- 2 733 261, 376 

| Consultation or advisory fees..........._- 2, 829 Ee 601, 174 
Traveling expenses . 

Entertainment.................. ES Se 0 

a i i ns cae 

Unit profit 

Depreciation 

Other depreciation reserves.........------- 

Amortization in excess of norma] depreci- 








1 Computation of profit for question No. 15: 
Sales recorded to May 31, : 

C osts incurred to May 31, 1955 
Less: Costs related to undelivered articles 


_ 15, 407, 484 
15, 407, 484 


CE NN O0 GE oc nc vckcccnesnncas ise best scp dela Sasa reese an via pistes 


0 



























2332 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Mopet A4D-1—ConrractuaL Data, Contract NOa(s) 54-316 


Question 21. Contract Change Orders or Modifications: 





! 
Contract 


Amend- Change Contract cost 








ment No.| order Date item Description limitation 
= | Nov. 29, 1954 , Increase progress payments ! 
2 | Feb. 3, 1955 | 6 | 2 cockpit sections A4D-1 trainers ! e 
| | Increase cost limitation___- | $148, 567. 38 
3 | Mar, 24,1955 | | Increase progress payments !_ 
4 -| May 17,1955 |_--- ..| Adds flight risk clause !__- 
5 | May 27,1955 |-- ..--| Revise delivery schedule !_ 
6 } Jul. 15,1955 


Changes section “H’ Government 


| furnished property ! : | 











i No increase. 


Mope.L F4D-1—ContractTuaL Data 


Question 2. Contract number, NOa(s) 54-320. 

Question 3. Type of contract, Fixed Price Redetermination. 
Question 4. Date of contract, October 16, 1953. 

Question 5. Date authorized to proceed, October 16, 1953. 
Question 6. Total sales price agreed upon (per original contract). 




















| 
Contract prices Allocated 
Contract re ea ; funds—spares 
item | Description | Spares and and miscel- 
Airplanes miscellaneous laneous 
} 
eee Design data and drawings !_- s call = (1) a a a 
2.....----| 178 F4D-1 airplanes ___-_- eed fo RI gk esta a nents eas cael 
eee | Re : . SERENE Y teint SER (SS SPREE LOE: $10, 993, 550. 59 
4.________| Special tools and GHE-.. ; SS ae : : Feo 499, 706. 85 
ae) Ul : es sae ws (?) RARE i ee 
BA ee a Oh | 58, 410, 434. 78 | 0 | $11, 493, 257. 44 


| 





1 Included in item 2. 
2 To be determined later. 


NotTE.—Based on contract item 2. 


Question 7. Unit sales price (excluding spares and miscellaneous items): 178 
F4D-1 airplanes, $328,148.51 per airplane. 














AIRCRAFT PRODUCTION COSTS AND PROFITS 


Contract costs for contract NOa(s) 54-320 as of May 31, 1955 





Contract cost 














2333 








: Percent 9 
Cae incurred to to Total ono 
Te May 31, 1955 total 
a | Raw material__________- WE Panic Tedscaccucchnse-cluenueses 
ee | Direct labor-_- } 506, 344 : ae 
8c... = " Sas asees 518, 784 .117 443, 915, 520 A 
8d_........| Administrative expense. 49, 338 . 099 49,944,228, B 
__ EEESSAS. Overtime premium. 19, 599 = vs 
eee Ges Engineering -- > } 83, 123 - 088 | 94,106,884; OC 
8g, 8h....._| General research and development. i : 1, 648 O11 | 15, 667,232 | D 
_ Subcontracts-__--_- bedi 29, 238 ; A 
, Rae Se a salaries and bonuses. ....______- 1, 759 . 099 | 1,777,377 | F-1 
10_........| Value of stock rights- - ger cies aoe 0| 0 
11....--.--}| Selling expense: 
a “a 4, 425 .101 4, 390, 405 G-1 
Field service _ : ee | 0| 0 1, 760, 112 G-2 
Contract administration _- 2, 127 .114 1, 864,824 | G-3 
Miscellaneous other_-..-...--...- 297 . 169 | 175, 504 G4 
i ee aes 6,849 |  .084 | 8,190,845} G 
12 ..-| Contributions or dues....-.-...----_--- | 258 | 099 261.376| H 
| SE Consultation or advisory fees......-.____- | 271 045 | 601,174] I 
Sees Traveling expenses. .__-_-___-- : 3, 065 : 
) ea Entertainment__---- Gameiacinn Eee 0 | 
ee a alee , : 
aR ES eee eee | es 
Diccdouskas Depreciation-_--_....-- pea atate } 10, 338 10 9,919,858; J 
| RE Other depreciation reserves____ 0! 0 ‘ | 
eee, Amortization in excess of normal depre- | 651 028 2,354,212! K 
ciation. | 
er coceee Other amortization reserves-_---- 0|' 0 
21. _| Contract amendments and change orders ? 
31 ..| Payments to retired military officers. __. 202 
! Com utation of profit for ponstion No. 15: 
ESR ee a ee eee ae 0 
Costs incurred to May 31, 1955 : 2 ake ae $1, 635, 858 
Less costs related to undelivered articles.......__......... 1, 635, 858 
Costs related to sales_...........-.-.-.-.-- 0 
—=——— 


Profit 
Less allocable portion ‘of other costs of doing business - - 


Net profit before taxes. __..._..-- 


2 None received. 


Question 2. 
Question 3. 
Question 4. 
Question 5. 
Question 6. 


Mopet AD-5W—ConrractvaL Data 


Contract number, NOa(s) 54-324. 

Type of contract, fixed price—redetermination. 
Date of contract, October 16, 1954 (letter of intent). 
Date authorized to proceed, October 15, 1953. 

Total sales price agreed mp (per letter of intent): 





Contract item 








| 
| Description 
| 
| 


50 AD-5W airplanes 
ee é peaeyers . we 
Special tools and GHE_. sik cee | 
| Publications 


Design data and drawings_-_- sian witiches alemiod | 


IND cia ccxkanewatinws 





Question 7. Unit sales price (excluding spares and miscellaneous 


Inapplicable since formal contract prices have not been established. 


a 


Contract cost 
| limitation 


$16, 335, 000 


16, 335, 000 


items): 


2334 AIRCRAFT PRODUCTION COSTS AND PROFITS 


~ 


Contract costs for contract NOa(s) 54-324 as of May 31, 1955 





incurred to to | Total See ex- 


| 
Question Contract cost | Percent! ai 
May 31, 1955 | total | hibit 





Raw material 
Direct labor Oy Sa Dera 
Overhead __- Seer 905 | 0. $443, 915, 520 
Administrative expense - , 0 49, 944, 228 | 
Overtime premium _. nate 6 a 
Engineering. 
General research and development 
Subcontracts. _-- 
Officials’ salaries and bonuses 

| Value of stock rights _ - 











Selling expense: 

Advertising : 4, 390, 405 | G-1 
Field service _ __- Bee Ts As | 1, 760, 112 | G-2 
Contract administration _. cote eis : 1,864,824 | G-3 
Miscellaneous other---........-------.| . 356 175, 504 | G-4 





Total. ...-.- ee " ‘ 8,190,845 | G 
Contributions or dues. SSE es: 543 < 261, 376 
Consultation or advisory fees_. .......---- 7 f 601, 174 

| Traveling expenses __-- ———— 

Entertainment 
Profit 1. fe Soe apn A, at Se ETRE E 

Unit profit. . a 
Depreciation _- radar: pane — --| 
Other depreciation reserves. | 
Amortization in excess of normal “depre-- 
ciation. 
.-| Other amortization reserves ---.-.-.--..---- | 
.| Payments to retired military officers 








1 Computation of profit for question No. 15: 
Sales recorded to May 31, 1955. ..--.------- taawnoras ieee ia ibRacien acide eater cies at 0 


Costs incurred to May 31, 1955 * 7 $5, 672, 464 464 


Less: Costs related to undelivered articles e 5, 672, 464 


INI IN oo 2 no on chee ee eehn oxen hapetne ead siamee 


0 

Profit ‘ 0 
lew: Allocable portion of other costs rr NR oe ne ne 0 
0 


Net profit before taxes _...........-.- Sane pele ah, + A et ep eet te Pci Bo Bact ee ER eee 


Mopet AD-5W—ConrractuaL Data, Contract NOa(s) 54-324 


Question 21. Contract change orders or modifications: 


| | | 
Amend- |Change | Date Contract | Description Contract cost 
ment No. der | item | limitation 
| 





| 











) 
1 
) 
) 
) 
D 


AIRCRAFT PRODUCTION COSTS AND PROFITS 


MopeL AD-6—ConrTractuaL Data 


Question 2. Contract number, NOa(s) 54-325. 

Question 3, Type of contract, fixed price redetermination. 
Question 4. Date of contract, October 16, 1953. 

Question 5. Date authorized to proceed, October 16, 1953. 
Question 6. Total sales price agreed upon (per original contract). 





Allocated 
funds, spares 
and miscel- 
laneous 


, ) — 
Contract prices | 
Contract 





Description 
Spares and 


Airplanes | miscellaneous 





Design data and drawings......._......---- (1) | (1) 

| 70 AD-6 airplanes.__....-.---...-- ---..----| $13, 933, 241. 

Spares Be ie Leer ee 

Special tools and GHE..__..._-.-__----- 

Ses note A of contract_._-_..-.-------- 

Design data and drawings-_--_. 

120 AD-6 airplanes 

Special tools and GHE......................| 

Bee move A of comtract....................-..+-. 

Design data and drawings...._---_-- 

26 AD-6 airplanes ele nt ce sisal 
Spares -| } 799, 300. 6 
Special tools and GHE................-.... 

Publications 





42, 994, 002. 96 | 7, 030, 952. 





1 Included in item 2. 

2 See note A below. 

3 Included in item 7. 

4 Included in item 12. 

5 Prices to be determined later. 


Note A.—Item 5 and item 10 were included in the letter of intent for contract No. NOa(s) 54-325 to cover 
publications for airplanes specified in items 2 and 7. Publications for these aircraft are now covered by 
item 15 herein. Item numbers 5 and 10 are shown here for record purposes only. 


Question 7. Unit sales price (excluding spares and miscellaneous items). 
Per airplane 
70 AD-6 airplanes $199, 046. 31 
120 AD-6 airplanes 199, 046. 31 
26 AD-6 airplanes 199, 046. 31 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 


Contract costs for contract NOa(s) 







54-325 as of May 31, 1955 








Contract cost 



















































































l l j 
sia } Percent! 
ae incurred to | to | Total oa 
Pes | May 31, 1955 | total 
| : | 
Dincic IN cinetnnncnwenvicnmenennaennk $1, 285, 603 |........ lowececneswacere | semnnown 
nn coms weeewenehonbhnionene SS) | oe SE iccaininiion 
RUIN << cciienmckiccacdemerecnccasascsnes 1, 756,946 | 0.396 | $443, 915, 520 A 
| Administrative expense. .-.............-.- 163, 260 | 327 | 49, 944, 228 B 
-| Overtime premium..-.......-------------- SEE ee eee) Eee 
Ui 113,733 | .121 | 94, 106, 884 | CO 
| General research and development. -__-_--- 5, 639 | 036 15, 667,232 | D 
2a = 2 2 a eae: eee 
| Officials’ salaries and bonuses. -..-.......-- 5,812 | .327 | 1,777,377 | F-1 
Values of etock rights... . ..............-...) i SR, ee i agenaecaickas 
11.........| Selling expense: a. ata | 
EE LE NR LT 14,613 | .333 | 4,390,405 | G-1 
} itt eS eae Me 0! 0 1, 760, 112 G-2 
| Contract administration 7,014 | .376 | 1, 864, 824.| G-3 
Miscellaneous other_..............---- 980 | 559 175, 504 G-4 
] | 
Nell ee RE: 22,607 | .276 | 8,190,845 | G 
Ree LD eee eee 854 | .327 261,376 | H 
13_........| Consultation or advisory fees_............- 908 151 | 601, 174 | I 
RES fe ee Or 4. ee ee ee eh FL 
ee a ere ff ES EEE TS Ee 
BR & cece EE irae arnidbietdantinnninndaneranst enendenecbinemey ‘eS a ee 
RR | eae, CEL) ERIN, Paty ee RES 
GRE) eee 34, 493 | .35 9, 919, 858 | J 
18__.......| Other depreciation reserves.......-...---- ee ge, Pls atte ae pone 
19.........| Amortization in excess of normal depreci- | 2, 318 - 098 | 2,354,212} K 
r: ation. | | | 
20.........| Other amortization reserves............... 0; 0 |nnennennanneenne —— 
31__.......| Payments to retired military officers --_-_- OO hescccsad eacetns won 
| | 
1! Computation of profit for question No. 15: 
ES OEE SOIT ce ER TR SE EL ET Te ee TE a 0 
a eo pe niamneaedueiaup ep nemaaninat $8, 522, 152 
ee ne ie RE RD nn. cacaneepeeeneonncepesenmenennnin 8, 522, 152 
EE ee ee See a a Re Pe ee ee | ee 0 
a ae a ethan oad hi 6 tinh ae aUEE SA Rhee ae been eh pwnd nininneebinae 0 
Less allocable portion of other costs of doing business ---.._.--.--.-..--..----.--...---.-------- 0 
nts IN CN sch od a enieacialetes tetramer ae pmainialies arden le Bnei Wabahaate aansanamcies 0 
Mopet AD-6—ConrractuaL Data, Contract NOa(s) 54-325 
Question 21. Contract change orders or modifications: 
| ; ; 
Contract prices 
‘i | T , on gene 
Amend- hange | aaa Contract . ‘ unds, spares 
ment No. order | Date | item —— and mis- 
unions} cellaneous 
| laneous 
Res Aug. 3,1955 | 3 | Spares order-. $420, 964.47 | ($420, 964. 47) 
8 | i 736, 687. 82 (736, 687. 82) 
13 | 157, 861.67 | (157, 861. 67) 








) 
) 
) 
D 


) 
? 
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Mopets A4D-1 anp A4D-2—ConrractvaL Data 


Question 2. Contract number, NOa(s) 55-189. 

Question 3. Type of contract, fixed price, redetermination. 
Question 4. Date of contract, October 24, 1954 (letter of intent). 
Question 5. Date authorized ‘to proceed, October 20, 1954. 
Question 6. Total sales price agreed upon (per letter of intent). 




















| coe Contract cost 
Contract item Description limitation 

| Sees 
Boose: pemeenee I RE oo on nic Le ancaucacesaccncnscne 
Seip ncacactnneedusans Fe ne I Bont a ican pn enivncwdscacccunsceenen ses 
Dh cauekeunsnccuuuecume ea a a a SLRS Sees er ake Eon On 
ees ca Bee auicnciandacemece $65, 656, 592. 36 
EEE De RE ee PRI ee ds. Dn nnacebaenessaemncn tase teenie 
Ci cusewuasaaneiecess 2 A4D-1 mobile trainers____--- ERS SOAS EE AI 

pn cgi ela ee a | 65, 656, 592. 36 

Question 7. Unit sales price (excluding spares and miscellaneous items): 


Inapplicable since formal contract prices have not been established, 


Contract costs for contract NOa(s) 55-189 as of May $1, 1955 























| Contract cost | Percent ee 
on incurred to to Total hibit 
. | | May 31, 1955 | total : 
| | 
ae ge 3 ee - SS Sa Set See ene 
ETE Bo eee eee ee , ey ine EE 
_REPREASS |S aie FR is SS i 749, 368 | 0. 261 286, 767, 886 A 
8d__.......| Administrative mn oon Brat bee 86,610 | .265 | 32, 654, 424 B 
_| eee Bo ene 39, 327 aie dE ots oe seca ee 
- ER | Engineering -- Sgcact 274,085 |} .435 63, 012,399 | C 
8g, 8h..._.- | General research and development. . ae 8,615 | .088 | 9, 777, 308 D 
_ EE Subcontracts__--_--- A 58, 498 |...- Bh, ste wr 
9..._......| Officials’ salaries and bonuses_. eee 3,060 | . 265 1,154,994 | F-1 
a Value of stock rights --.........-.-- ay 0 Ot... ae Sees 
11__._.._..| Selling expense: 
PRE oninsicivassaees sectad ae 6, 867 . 252 | 2,722,256 | G-l 
| Wiele oervies...........-.... ss wake 0 0 1, 071, 729 G-2 
Contract administration... __-__- ae 3, 323 . 267 1, 242, 423 G-3 
| Miscellaneous other---............---- 460 . 360 128, 019 G- 
- ept Sentra Wiliniesk raeume —_——_ | ———_—_  -——_ 
10, 650 . 206 | 5, 164, 427° G 
12 | Contributions or dues__.._....____.____- 432 . 265 | 163, 031 H 
ee .-| Consultation or advisory Eke: oe. 418 . 086 | 487, 345 I 
| EE el eee 7, 606 
epee on 0 — 
I a Le i clicwuneewnwe . 
ES 6 ee ee ee ‘ J 
17_........| Depreciation as pores sues 25, 266 . 38 6, 671, 200 J 
18___..._..| Other depreciation reserves_____ 0 0 =a : : 
19___.._...| Amortization in excess of normal deprecia- 1, 500 . 094 1, 595, 252 K 
| tion. | 
ees | Other amortization reserves........_.____- 0 BR en eee OBR Seer 
31.....---.| Payments to retired military officers. .-___| 374 : 
! Computation of profit for Question No. 15: 
Sales recorded to May 31, 1955 . phe olen aa rere tise de tele arise’ ; 0 
Costs incurred to May 31, 1955_- ie ar aE Ne eee Fe 
Less costs related to undelivered (2 ES Ie ae : .---. 2,095, 117 
Cintecele te Mn ooo cnciiecce eae eee dada . 0 
NEE RES SECT ES SSO ee ie ee see PR, oe eee ty siiidnebemiendd 0 
Less allocable portion of other costs of doing business-...__- a eS aie aig mney ce 0 


Net profit before tames...................:.. —s Fel 0 
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Mopets A4D-1 anp A4D-2—ConrtractuaL Data, Contract NOa(s) 55-189 
Question 21. Contract change orders or modifications: 


| | | 
Amend- | Change Date Contract | Description Contract cost 





ment No.| order item limitation 





Dec. 20,1954 |_- ...| Special change item 5 !__- 
May 24, 1955 | ; 2 sets parts A4D-2 fuselage section ! 
Increase cost limitation._........--.. 
Apr. 6, 1955 Change item 2 to read as follows: 
94 A4D-1 airplanes ! 
60 A4D-2 airplanes !- - 
Design data, tests, etc.!_-.......---- 
& A4)D-2 airplanes !- 
See 
Special tools and GHE ! 
Publications ! 
Increase cost limitation 
June 7,195 | 2 flight-control panels ! 
2 fuel panels ! 
| Increase cost limitation 
May 27, 1955 | ....| Revised delivery schedule ! 
o ene ieee amend Never received _. - - . 
.| June 14, 1955 Decrease cost limitation (149, 871. 01) 











1 No increase. 


Major changes—Weight changes of 50 pounds or more 





Contract | : eee Weight} Formalized 
No. ECP No. Description change ino 








| 
| 
— 
RB-66A _..| 9646 Change engines from Westinghouse Type |+1, 745 
| | J-10 to Allison J-71. Cost included in 
| definitive contract negotiations. 
Delete air-turbine motors. Cost included in —134 
| definitive contract negotiations. 
Deletion of AN/ARC-21 due to the fact that —330 | Change order 
work required to make the necessary lab- No. 5. 
| oratory tests on the antenna for AN/ARC- 
| 2lisofsuch a complex nature, the removal 
was necessary to meet the schedule estab- 
lished for production aircraft. Cost, 
} $82,000. 
| 5 | Redesign and relocate the shock mounts for 5 | Change order 
| the K-37 camera to take care of the in- No. 1. 
} crease in weight quoted in the revised 
photographic requirements document, 
dated July 11, 1952. Cost, $3,750. 
> | Install 3 K-46 cameras. Necessary power 
|  @ables will be installed along with mount- 
ings and adapters for the cameras. Cost 
included in definitive contract negotia- 
tions. 

Delete the radar set AN/APN-82, its com- | Change order 
ponents including AN/APN-81, AN/ No. 9. 
ASN-6, and all installation provisions 
including brackets and wiring. No struc- 

| tural change. Cost, 13,500 credit. 

| Install the heavy weight wheels and brakes Change order 
on the RB-66A aircraft before delivery. No. 10. 
The presently supplied wheels and brakes 
are for roll around only. Cost, $2,250. 

Delete the B components for the AN/APS- Change order 
27 (XA-7). Radar Set for AFSN 52-2828 No. 15. 

| _ and 52-2829. Cost, $3,000. 

Install complete inflight refueling system Change order 
without rendezvous equipment, complete No. 4. 
provisions for readily attaching a refueling 
probe and will include a refueling probe. 
Cost, $280,392.47. 

Redesign and relocate the shock mounts for 
the K-37 camera to take care of the increase | 
in weight quoted in revised photographic 
requirements document dated July 11I, | 
1952. Included in definitive contract. 

Install 3 K-46 cameras. Necessary power +97 | 

i 








cables will be installed along with mount- | 
ings and adapters for the cameras. Cost 
included in definitive contract negotia- 

| tions. | 


1 Planes 1 and 2, —350; planes 3, 4, 5, —275. 
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Major changes— Weight changes of 50 pounds or more—Continued 





Contract + | ae Weight | Formalized 
No. ECP No. Description change | ese 





54 | Install on the RB-66B, DS-1329, the tires, | 
wheels, and brakes now specified on the 
B-66B, DS-1327. The parts affected are | 
all GFAE and there will be no engineer- 
ing changes in structure or landing gear. 
Negotiated in definitive contract. 

Install the J71-A-9 (Allison 600-B19) engine, | | Change order 
as supplied with retractable engine | No.4 
screens and DS-1329 and DS-1327 speci- 
fications will be changed to include inlet 
screens. All additional parts installed on | 
the engine are GFAE and are received on | 
the engine. A switch for the pilot to 
manually operate the screens will be in- 
stalled as CFE. Cost, $99,000. 

Redesign antenna AS-618/APN-81 mount- Change order 
ing structure, install additional control | No. 11. 
panel C-1196/APN-82 at the navigator’s 
station. Install an additional panel J- | 
608/A PN-81 to contain the fuses and indi- 
cator lights. Change the computing sys- | 
tem to AN/ASN-6 from the type A-l sys- | 
tem. Cost, $218,558.26. | 

Delete from engineering releases and speci- 
fications DS-1327, appendix VIII, the 
MK-7 and MK-11 weapons. Cost, $115,- 

000 credit. | 

Installation of AN/ARN-6 radio compass | Change order 

| and antenna in the RB-66B and B-66B " 





aircraft. Cost, $211,235.80. 

Install conveyor chain bomb rack in the +78 ge order 
RB-66B airplane in place of the present | No.5. 
photoflash bomb configuration, in order to 
increase the flash bomb capacity of the 
airplane. Increases bomb capacity from | 
24 to 48 M-120 photoflash bombs. Cost, 
$1,520,000. | 

| Redesign antenna AS-618/APN-81 mount- Change order 
ing structure, install additional control | No.3. 
panel C-1196/APN-82 at the navigator’s | 
Station. Install an additional panel 
J-608/APN-81 to contain the fuses and 
indicator lights. Change the computing 
system to AN/ASN-6 from the type A-1 
system. Cost, $30,318.44. 

Redesign antenna AS-618/APN-81 mount- 
ing structure, install additional control 
panel C-1196/A PN-82 at the navigator’s 
Station. Install an additional panel 
J-608/A PN-81 to contain the fuses and 
indicator lights. Change the computing | 
system to AN/ASN-6 from the type A-1 | 

| system. Cost, $52,854.78. | | 
25669 Installation of AN/ARN-6 radio compass | Change 
and antenna in the RB-66B and B-66B | | No.2, 
| aircraft. Cost, $58,055.03. | 
Installation of AN/ARN-6 radio compass | Do. 
and antenna in the RB-66B and B-66B 
aircraft. Cost, $194,718.56. 
5 | Change DS-1327, DS-1328 and DS-1329 to Change 

| show that the external GFP Type II tanks | No. 5. 

are to be 450-gallon capacity in lieu of the 

500-gallon capacity as presently called out. 

This will require redesign of pylon sway 

braces. Noincrease on production. Cost 
| kits, $15,300. 

Delete the AN/ARN-21 military omninavi- 
gational system and install a navigational 
System consisting of AN/ARN-6, radio 
compass; AN/ARN-12, marker beacon; 
AN/ARN-14, VHF omni range and 
AN/ARN-I18 glide scope. No cost in- 
crease. 
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Major changes in contracts as listed 








| ECP No. 


,, | MCRor 
Model Contract No. change i 
} 


| 
Description | Weight | Formalized 


| 





C-138A...... 22452 Electronic equipment changes re- +98 | Change order 
quested by Development Engi- | No. 4. 

neering Board and Formal Mock- | 
up Board RF A’s, install direction 
finder group AN/ARA-25, install 
public address system MI-36A, 
and other electronic changes. 
Price, $144,588.27. 

Deletion of combustion heater and | Change order 
associated equipment from air- No. 3. 
conditioning system and revision 
of balance of system to improve 
reliability and save weight. Price, | 
$27,409.95. 

| Miscellaneous equipment revisions Change order 

| to the airplane lighting system as No. 2. 

requested by the Development 
Engineering Board and Formal | 
Mockup Board RFA’s. Price, | 
$47,734.47. 

Improvement in cargo loading capa- Change 
bilities as requested by Mockup No. 3. 
Inspection Board RFA’s. Price, 

| $536,948.90. 

Install crew life-raft provisions as Change order 
requested by Mockup Inspection No. 4. 

Board. Price, $159,558.54. 
Revise crew galley per request of Change order 

formal Mockup Board. Price, No. 2. 

$56,122.17. 

Install electrically operated flap sys- | Change order 
tem as backup in event of failure No.:4. 
of hydaulic flap system. Price, 
$164.723.24. 

Aircraft changes resulting from pro- order 

| _ peller changes. Price, $3,516.57. 46. 

Metal covered elevators. Installa- order 

tion and redesign elevator nose. : 
Price, $589,807.32. 

Use of 75 ST in fuselage, skin, and 
| stringers. Price, $170,830.66. 
Additional emergency escape pro- 

visions. Price, $101,413.19. 

Crew comfort provisions. Buffet 
and lavatory. Price, $53,847.26. 
Provide auto ejection life rafts. 

Price, $56,430.81. 

Additional tie-down provisions. 
Price, $521,567.39. 

Provide 20 G seats for radio opera- 
tor and navigator. Price, 
$48,959.55. 

Provide direct propulsion for over- 
head hoists. Price, $161,261.93. 

| Revise troop safety belts: Price, 

$241,730.78. 

Install R4360-20W engines and un- 
derlip cowling. Price, $220,376.93. 

| Propeller change for production air- Change 

planes. Price, $56,607.40. No. 5. 
Additional D-2 auxiliary power- | Do. 

plant in No. 1 nacelle. Price, 

$120,151.05. 

Replace modesty partition with | Change order 
curtains. Price ($44,122.50) credit. | No. 3. 

Delete nonskid material from cargo Do. 
floor. Price ($25,758.64), credit. | 

Deletion of certain radio equip- Change 
ment. Price ($145,670.08), credit. No. 6. 

Change generators to specification 
AN-G-1A. Price, $29,265.43. 

Change propeller blades to Curtis 
1052 in lieu of 1056. Price, $2,789.35. 

Deletion of zone III fire extin- 
guishers and detectors. Price, 
($127,158.98) credit. 

Provide scuff plates over lower main order 


























cabin lining and guards for floor 
lights. Price, $94,506.42. 

Provide protective screens in belly 
compartment. Price, $81,958.46, 
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Major changes in contracts as listed—Continued 





Model 


} 


Contract No. 


MCR or 


ECP No. 


| 
| 


Description 








+No change. 





| 
| 
| 


186 | Provide public 


Replace escape ribbons with ropes 
in increased quantities. Price, 
$59,354.38. 

Install second 
Price, $61,241.15 


radio compass. 


Revise escape hatches in majn cabin. | 


Price, $264,126.62. 
Increase capacity of crew and troop 
oxygen system. Price, $24,352.38. 


| Installation of ‘‘orange peel’’ cowl- 


| Wing 


Price, $1,451.82. 
tip anti-icing 
ground blower 
Price, $61,403.72. 


ing. 
heaters and 
installation. 


| Test install nesa glass de-icing. 


Price, $17,770.22. 
Reinforce main landing gear 
structure. Price, $44,272.30. 


and 


Provide 2-shot fire extinguishing 
System. Price, $78,280.95 

Revision to tie-down e¢ 
regulator. Price, $25,603.77. 


| Changes to P. and W. R4360-208 en- 


| Provide 


| Installation 


gines. Price, no increase. 
public address 


Price, $206, 226.90. 


system. 


Compartmentation of integral fuel | 


tanks. Price, $6,628,366.50. 
Installation of corotating nose wheel. 
Price, $198,783.24. 
of MIL-E-5352 
extinguisher system. 
$56,252.80. 


fire 
Price, 


| Addition of flooring to belly com- 


partment. Price, $151.526.45. 


| Revision of outer wing flap system. 


| Installation of AN-APS 42 radar, | 


Price, $783,506.35. 


Price, $35,209.36. 
Revision to exhaust stacks. 
$280,332. 


Install and delete brake debooster. | 


Price, 
charges. 

Redesign cow] inner ring and instal- 
lation of dual oil coolers. Price, 
$1,989,645. 


$7,371.29, cancellation 


| Delete wing fillet life raft compart- 


ments. Price, no increase. 


| Study and install side facing engi- 


| Change of propellers. 


neer station. Price, $1,340,497.53. 

Price, 
$4,391.20 

Reinstallation of 
Price, $106,486.05. 


AN/ARC-3. 


Install Curtis C-6345-C402 propel- 
lers. Price, no increase. 

Revision of tie-down requirements. 
Price, $9,426.69. 

Deletion of engine covers. 
($14,650.50) credit. 
Installation of specification 45009 
crew seats. Price, $103,129.78. 


Price, 


Provide scuff plates over lower main 


cabin lining and guards for fioor 
lights. Price, $51,494.26. 


| Provide protective screens in belly 


compartment. Price, $39,801.92. 


Replace escape ribbons with ropes 


in increased 
$31,514.82. 

Install second radio compass. 
$56,190.11. 


quantities. Price, 


Price, 


address system 


Price, $47,136.72. 


Price, 


change | 


Weight Formalized 


in— 


+110 Change order 
| No. 12. 
| 


Do. 
Do. 
| Change 


No. 15 
Do. 


order 


Do. 


Shange order 
No. 19 
Yhange orders 
No. 21 and 
No. 34. 
Shange order 


arder 
ders 


Change order 
No. 19. 
Change order 
No. 1 and 2. 
S. A. No. 1. 


| Change 
No. 1, 
| Change 

No. 5. 


order 


order 


Change 

j No. 2. 
Change 
No. 7. 
Change 
No. 5. 


| 8. A. No, 1. 


order 
order 


order 


| Change order 
No. 2 and 5, 


A. No. 1. 


Yhange order 
No. 20. 

Shange order 
No. 2 and 
No 5. 

shange 
No. 5. 

shange 
NO. o 
No. 13. 

vhange 
No. 3. 
order 


order 


order 
and 


order 


order 


order 


Do. 


Do. 


Change orders 
No. 1 and 


No. 18. 





2342 


AIRCRAFT PRODUCTION COSTS AND PROFITS 


Major changes in contracts as listed—Continued 





Model 


Contract No. 


MCR or | 
ECP No. | 


Description 





6 epanetage 





AD-4, 4N, 
» and 4W. 


AD-4 and 


AD-6. 


AD-5, 5N, 
and 5W. 


AD-5N and 
5W. 
AIP-6.. cece 








AD-6....... 
\ 


1 No change. 
2 Negligible. 








N0Oa(s) 51-020 


| 


| 
N Oa(s) 51-630 


N Oa(s) 52-247 


N Oa(s) 52-979 
N Oa(s) 52-980 
N Oa(s) 54-324 





N Oa(s)54-325 | 


188 
194 


211 | 
245 


291 
292 


304 | 


342 
614 
457 


MCR-623 


MCR-621 


MCR-701 


MCR-705 





| Improved main landing gear and 





Revise escape hatches in main cabin. 
Price, $115,545.71. 

Increase capacity of crew and troop 
oxygen system. Price, $47,170.01. 


Installation of ‘‘orange peel’’ cowl- 
ing. Price, ($863,666.72) credit. 
Provide 2-shot fire extinguishing 

system. Price, $40,894.75. 


Revision to tie-down equipment 
regulator. Price, $39,752. 

Changes to P & W R4360-208 en- 
gines. Price, no increase. 

Install additional nonskid strips on 
main cabin floor. Price, $74,561.50. 

Installation of corotating nose 
wheel. Price, $195,565.76. 

Reinstallation of AN/ARC-3. 
Price, $19,416.53. 

Install AN/A RC-21 in lieu of ARC- 
8, ART-13A, and BC-454. Price, 
$32,558.11. 

Installation and partial deletion of 
N-1 compass system. Price, 
$82, 845.36, including cancellation 
charges. 

Install gas turbine auxiliary power 
unit. Price, $11,180.88. 
Delete troop oxygen system. 

($346,537.32) credit. 

Revised covering for wing flap. 
Price, $114,029.37. 

Deletion of engine covers. Price, 
($128,634.60) credit. 

Dual installation of AN/ARN-6 
radio compass. Price, $111,430. 
Installation of Collins 618S-1 equip- 

ment. Price, $100,193.28. 

109 amendments, 42 change orders. 


Price, 


tail wheel assembly. rs) 
strengthen gear to accomodate a 
progressive increase in the air- 
plane operational gross weight. 
Approximately $143,000. 

External armor plate. To protect 
pilot and plane from ground fire 
as a result of Korean situation. 
Approximately $1,223,000. 

Centerline rack modification. To 
increase its capabilities for longer 
external stores, such as bomb ex- 
oie and special armament 
<its. Approximately $387,000. 

83 amendments, 12 change orders. 


Centerline rack modification. To 
increase its capabilities for longer 
external stores, such as bomb ex- 

losives and 100 special armament 
its. Approximately $938,520. 

External armor plate. To protect 
pilot and plane from gound fire as 
a result of Korean situation. Ap- 
proximately $610,000. 

33 amendments, 10 change orders. 


None. 

7 amendments, no change orders. 

None. 

10 amendments, 3 change orders. 

None. 

Letter of intent only, plus 2 amend- 
ments thereto. 

None. 

1 amendment, no change orders. 

None. 


| 





| 


Weight 
change 


Formalized 
in— 








+325 
+116 


—275 | 


+101 


—681 





| Change 


Change : 





Change 
1 @. 





Change order 
No. 2. 
Change orders 


and 
No. 6, 
Change order 
No. 12. 


Change orders 
No. 5 and 
No. 6. 

Change 
No. ll. 

Change 
No. 7. 

Change 
No. ll. 

Change 
No. 16. 

Change 
No. 21 


order 
order 
order 
order 
order 


order 
No. 3. 


order 
No, 2. 
Do. 
Do, 
Do. 
Do. 
Change 
No. 8. 


Change 
No. 12. 


order 


order 


order 


Change order 
oe 


Change order 


AM. 


Firm target 
amendent 
No. 6. 


Firm target 
amendment 
No. 6, 
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Major changes in contracts as listed 


Model 


ASD =}. . 2000 


A3D-1 





Contract No. 


| 
N Oa(s)-12026 |- 


N Oa(s)-12026 


N Oa(s) 51-632 


N Qa(s) 52-981 
N Oa(s) 53-381 
N Oa(s) 53-382 
N Oa(s) 54-316 


N Oa(s) 55-189 


N Oa(s) 10483 


MCR or 


ECP No. | 


| MCR-126 | 


MC R-128 


Description 


| lamendment, 9 change orders. 


NotTe.—This was amendment No 
17 that superseded the original con- 
tract and prior amendments and 
change orders. 

Deleted JATO provisions. Con 
sidered necessary to this particu- 
lar model. Approximately 
($35,000) credit. 

Install provisions for alternate in- 
stallation of either AN/ARC-27 
UHF or AN/ARC-1 VHF. Due 
to change of Navy standard com- 
munications system. A pproxi- 
mately $63,000. 

Decrease structural strength of fuse- 
lage nose section to accommodate 
increase of Allison T40A6 engine 
Approximately $38,000 


.| 21 amendments, 17 change orders 


“MCR-3 


MCR-10 


MCR-17 | 


MC R-23 


None 


None 
None 


None 


None 


MC R-202 


| MCR-218 


MC R-223 


MC R-253 


MC R-232 


Universal sway brace modification. 
Due to changes in special weapons, 
maximum-weight bomb to be ac- 
commodated and braced for flight 
maneuvers, catipulting and car- 
rier landings was increased by 700 
pounds necessitating increased 
structural as well as the bracing 
system. Approximately $23,100 

J57—P-1 engine in lieu of J40-W E-12 
Due to fact that J40 engine was 
not satisfactory. switched from 
Westinghouse to Pratt & Whitney 
engine. Approximately $1,485,000 

Delete AN/APX-17 IFF equip- 
ment. Identification equipment 
which Navy decided to delete 
Approximately $26,200 

Bomb bay modification. As result 
of studies of releasing bombs at 
high speed, the conventional 
bomb arrangement originally de- 
signed into the airplane was mod- 
ified to incorporate an ejection 
system. Approximately $614,- 
330.97. 

8 amendments, no change orders 

None. 

12 amendments, 4 change orders 

None 

4 amendments, 4 change orders 

None. 

6 amendments, no change order 

None. 

Letter of intent only, plus 7 amend- 
ments thereto. 

None. 

61 amendments, 45 change orders 

Install GFE electrical inv 


E-1737-1. Additional generator to 


provide increased power to su 
port added electronic equipment 
Approximately $17,000 

Install provisions for alternate in- 
stallation of either AN/ARC-27 
UHF or AN/ARC-1 VHF. Due 
to change of Navy standard com- 
munications system. Approxi- 
mately $39,000. 

The J34-W E-38 engines originally 
to be furnished were not available 
and J34-W E-36 were substituted 
(All GFE.) Approximately $140,- 
000. 

Install GFE improved APQ-35-B 
in lieu of earlier APQ-35-A radar 
Approximately $77,000. 

Modify barrier scoops. To make 
possible reliable engagement of air- 
craft with aircraft carrier barrier 
Approximately $52,000. 


Continued 


Weight; Formalized 
change in— 


Change order 
a. 


Change order 


Change order 
5. 


+40.0 | Firm target 
amendment 
No. 13 


Firm target 
amendment 
No. 13 


Firm target 
imendment 
No. 13 


Change order 
F. 


*hange 
AL 


shange 
AG 


shange 
AB. 
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Major changes in contracts as listed—Continued 





| 


| Contract No. MOR or 


| 
| 
| 
| 


-|-—————__| 
| NOa(s)51-021 | 


MC R-430 


>R-408 | 


| MCR-~414 


N Oa(s) 51-637 


N Oa(s)52-977 
N Oa(s) 54-320 | 


None 
NOl(s)51-141 


ECP-2138 | 


NOa(s) 51-654 | 


ECP-210 
i 
} 


3 Detail specification. 


4 Items carry a lump sum value of approximately $2,553,797. ‘ 
Definitive contract changed to 8SD-458-1-1 and 11 airplanes plus static test article. 


airplanes. 


* 
ECP No. | 


| 





| Definitive 





Description 





104 amendments, 40 change orders. 

The J34-WE-38 engines originally 
to be furnished were not available 
and J34-W E-36 were substituted. 
(AlLGFE.) Approximately $128,- 
000. 

Relocate radar antenna. to incorpo- 
rate modifications in nose section 
and radome to relocate APG-26 
radar antenna to eliminate shock 
and vibration due to gunfire and 
shadowing effect on the search 
radar. Approximately $159,000. 

Modify barrier scoops. To make 
possible reliable engagement of 
aircraft with aircraft carrier bar- 
rier. Approximately $48,000. 

Install 4 missile launchers and A PQ- 
36 radar in order to equip 16 air- 
planes for guided missile opera- 
tions. Approximately $472,000. 

contract, no 
ments, no change orders. 

Detail specification SD-458-1-1 in 
lieu of SD—458-1, consisting of— 

1. Use J57-P-11 engine in lieu of 
J-40 engine. 


Weight | Formalized 


| change | 
} 


|—524.3 





amend- | 


This change | 


made to make 11 more com- | 


bat ready airplanes 
proximately $3,315,932. 
2. Incorporate 7.0G 
strength. Result 
creased weight 
engine change. 


Ap- 


of 
due 


in- 
to 


wing | 


3. Install electronic cooling sys- | 


tem. 
fire-control system.4 


Caused by change in | 


. Aero 13D in lieu of Aero 10B, | 


To incorporate a newer and 
improved armament con- 
trol system.‘ 

. BuAer’ cockpit revisions. 
This is standard procedure 


and authorized by BudAer | 


after their check of mockup.‘ 

. Changes in GFE electronics 
and radio. To improve 
system by radio compass 
tie-in.‘ 

7. Added rocket packages, 
launchers, and armament. 
Switched to a 19-shot rocket 


in order to make plane a | 


better interceptor.‘ 
8. Miscellaneous changes.‘ 
11 amendments, no change orders. 
None. 


Definitive contract only, no amend- 


ment, no change orders. 

None, 

88 amendments, 29 change orders. 

Install Government furnished AN/ 
ARC 3 VHF communication set. 
To standardize communication 
equipment. Approximately 
$102,426. 

61 amendments, 10 change orders. 

Install GFE AN/ARNI4A omni- 
range equipment. To provide 
VOR (visual omnirange) naviga- 
tion system and provide for range 
flying with automatic-pilot. 
proximately $8,127. 

Install increased strength tie-down 
fittings. Provides tie-down rings 
capable of carrving ultimate loads 
of 5,000 pounds in any direction. 
Approximately $148,661. 


Ap- 
| 


n— 


order 


| 
| Change 
‘sé & 


Change order 
T. 


Change order 
I; 


order 


Change 
AB. 


Definitive con- 
tract. 








Change order 
p 


Change order 
| 


Change order 
D. 


Letter of intent specified SD-458-1 and 12 
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Major changes in contracts as listed—Continued 





Weight Formalized 
change | in— 


Model | Contract No. | pt ad Description 


} 
| Improvement of center wing in | +52.0 | Amendment 
| region of inboard nacelles. Ex- No. 6. 
| tend aircraft service life. No 
i } charge. 
| A F33(038)-18564 ...| 23 supplemental agreements, 26 
} change orders. 

Nore.—<As this is a Boeing air- 
| } | nlane it is believed Boeing will 
| | better be able to furnish the neces- 
} sary data and reasons for changes. 

C-l18A_. .| NOa(s) 53-693 - i _| 22 amendments, 4 change orders. | 
EC P-2223 | 20-gallon integral tank-type latrines. |+112.0 | Change order 
| Rearrangement of the passenger- | 3, 

toilet compartment to accomodate 
| larger capacity latrines. Approx- 
} imately $149,313. 


| 


EXPLANATORY NOTES 
1. All changes in weight shown are changes in airplane weight empty. 
2. Changes described separately are those which caused changes in weight empty greater than 50 pounds, 
or were considered changes of major design importance for reasons other than weight. On contracts where 
no changes of the above type occurred none have been shown separately. 


Dovuatas ArrcraFt Co., INc. 


Totals by year for period of performance under the following contracts: 
NOa(s)51-141; NOa(s)53-693; AF33(600)—5806; AT33(038)-9345; ATF33(600)— 
9646; AF33(038)—-14765; AF33(600)-16314; AF33(038)—-18564; W33—-038—ac— 
20260; AF33(600)—22452; A¥F33(600)—25669; AIF33(600)-28368; NOa(s) 10483: 
NOa(s)12026; NOa(s)51—020; NOa(s)51-021; NOa(s)51-630; NOa(s)51-632, 
NOa(s)51-637; NOa(s)51-654; NOa(s)52-247; NOa(s)52-977; NOa(s)52-979; 
NOa(s)52-986; NOa(s)52-981; NOa(s)53-381; NOa(s)538-382; NOa(s)54-316; 
NOa(s) 54-320; NOa(s)54-824; NOa(s) 54-325; NOa(s) 55-189: 

Exhibit A.—Overhead (refers to question 8c): 1952, $131,777,279; 1953, 
$157,147,634; 1954, $182,329,626; Dec. 1, 1954, to May 31, 1955, $104,438, 260. 

Exhibit B.—Administrative expense (question 8d): 1952, $12,088,579; 1953, 
$17,289,804; 1954, $21,451,916; Dec. 1, 1954, to May 31, 1955, $11,202,508. 

Exhibit C.—Engineering costs (question 8f): 1952, $24,429,616; 1953, 
$31,094,485; 1954, $39,331,186; Dec. 1, 1954, to May 31, 1955, $23,681,213. 

Exhibit D.—See page 2221 of testimony. 


Exnuisit E—Suscontracts Over $100,000 (Rerers TO QUESTION 8i) 


Contract NOa(s) 51-141— Model C-118A 





Vendor Address Subcontract or Amount 
order No. 


Western Design & Manufactur- | Santa Barbara Airport, Goleta, | OM-1A-71536_____| ! $41, 848. 80 
ing Corp. Calif. 
Maney Aircraft Parts, Inc Long Beach, Calif OM-1A-71522.____| 128, 930. 94 


| Part of an order totaling $124,357.21. The balance applied to contract NOa(s) 51-654 for 54 R6D-1 air 
planes 





AIRCRAFT PRODUCTION 


Question 8i—Contract AF3 





Vendor 


American Seating Co- 


Axelson Manufacturing Co 


Conner Machine Co-- 
Chrysler Corp--__- 
Com-Air Products, Inc. 


Emsco Manufacturing Co- 
Hiller Engineering & Manutfac- 


turing Co. 
O & M Machine_. 


Address 


COSTS AND PROFITS 


3(600)—-5806— Model C-124—Continued 





Subcontract or | 


order No. 


Amount 





Grand Rapids, Mich___-_- 


Los Angeles 58, 


Detroit, Mich ___- 
Los Angeles 23, Calif 


Los Angeles 1, Calif 
Los Angeles 58, Calif 


Los Angeles 22, Calif 


Oeit.....2:. 
Los Angeles 45, Calif__ 





§ 4_ 
OM-3C-450450____ 


ae 1C-70622 


OM_1G-118655.__~ 
OM-1C-118656_ _- 
OM-1C-118642__ 


T3C-431218-__- 
OM-2C 


-310300-__- 
OM-3C-456000_- 


$1, 074, 077. 
208, 792. 
1 76, 486. 
9, 285, 508. 7 
226, O80. 
107, 603. 
143, 640. 
434, 700. 


1, 915, 051. 
569, 663. 66 


Southwest Welding & Manufac- 


Atham ben, Call ncccnnccuns--- 
turing Co. 


T2C-986490 





143, 328. 





! Part of order tots —- $104,288.20, balance on contract AF33(038)- 14765. 


Contract AF 33(038)—-9345— Model C—124 





J d aSS Am 
Vendor A ddre wider No. A mount 





1 $3, 337. 60 
26, 763. 74 

3 13, 888. 00 
1, 110, 721. 74 
4 24, 773. 52 

5 89, 184. 64 

§ 3,345. 18 

T 37, 338. 95 


| Subcontract or 
| 
i 


Com-Air Products, Inc 

Chrysler Corp-- é 

Emsco ope gael Co. 
O & M Machine-- 


_.| Los Angeles 23, Calif 
| Detroit, Mich___- 

..| Los Angeles 1, Calif. _._---- 
| Los Angeles 22, Calif 


| OM-OC-51981___- 
51-123_- 
OM- oc -51979_ pi 
OM- OC-51227_- 
OM-1C-110863__. 
O M-2C-300350_- 
VW oodall, Inc. 5 


| El Monte, Calif. 





1 Part of order totaling $119,209.30, balance on contract A F33(038)-14765. 

2 Part of subcontract totaling $7,646,129.79, balance on contract A F33(038)-14765. 
3 Part of order totaling $116,064, balance on contract A F33(038)-14765. 

‘ Part of order totaling $1,401,561.62, balance on contract A F33(038)-14765. 

5 Part of order totaling $964,308.92, balance on contract A F33(038)-14765. 

6 Part of subcontract totaling $1,044,577.92, balance on contract A F33(038)-14765. 
7 Part of subcontract totaling $1,792,166, balance on contract A F33(038)-—5806. 


Contract AF33(600)—9646— Model B-66 





Subcontract or 


Vendor Address aie tn. 


Amount 








Pachmayr Corp 


Los Angeles 7, C 
A. O, Smith Corp 


| Los Angeles 22, Calif 


1 Part of order tots taling $123,317.35, balance on contract A F33(600)—25669, 
2 Part of order totaling $464,048.00, balance on contract A F33(600)-25669 


OM-5C-924561 _ __- 


OM-5C-941744__- 


1 $638. 95 
2 4, 784. 00 















AIRCRAFT PRODUCTION 








Vendor 














Bonner Machine Co 
Chrysler Corp____- 
Com-Air Products, Inc 










turing Co. 
O & M Machine 







turing Co. 






Woodall, Inc 
























Vendor 
























American Seating Co 


. 








Pachmayr Corp---- 








A. O. Smith Corp 











Western Electric Co__-- 























Vendor 







































Aeronca Manufacturing ¢ 














American Motors Corp 









































Bell Aircraft Corp. .-- 






































sendix Aviation Corp. 





Emsco Manufacturing Co 


C,. G. Hokanson Co., Inc. -._ 


Heller Engineering & Manufac- 
Southwest Welding & Manufac- 


Weber Showease & Fixture Co. - 


Stanford Research Institute- zy 


+ 


Aveo Manufacturing Corp-- 











1 Part of order totaling $104,288.20, balance 
2 Part of order totaling $308,612.50, balance 
’ Part of order totaling $146,103.95, balance 
4 Part of order totaling $195,615.00, balance 


Contract AF33 


Contract AF 33(038)—14765— Model C-124 


Address 





Los Angeles 45, Calif_. 
=” ee ea 
Los Angeles 23, Calif. 


Los Angeles 1, Calif 


Los Angeles 58, Calif 


Los Angeles 22, Calif_- 


Alhambra, Calif 


Los Angeles, Calif_. 
El] Monte, Calif__- 












ID 


600 —16314 


Address 
Grand Rapids, Mich- 


Los Angeles 25, Calif 
Los Angeles 7, Calif. 


Los Angeles 22, Calif 
Stanford, Calif.___- 
New York, N. Y..- 


! Part of order totaling $127,804, balance on contract A F33(600)-25 
2 Part of order totaling $137,788, balance on contract A F33(600)-25669. 


Aeroproducts Division of GMC-.-..| Municipal 





Contract AF 33(038)-18564—Model B 


Add: ess 


Airport, Dayton, 
Ohio. 

Hudson Motor Car 
Detroit, Mich, 
Crosley Division, 
Tenn. 


Division, 


Nashville, 


Buffalo 5, N. Y 


Bendix Products 
South Bend, Ind. 


Division, 





COSTS AND PROFITS 


Subcontract or 
order No 


OM-1C-70622.. 
51-123 F aoe 
OM-OC-51981 | 
OM-1C-118655 hn 
OM-1C-11865¢ 
OM-OC-51979 

O M-1C-118642_. 


r3C-431218 
2C-—GR5TRG 

O M-1C-110863 

OM-2C-300350 

P2C-985787 


52-105 


52-11¢ 


on contract A F33(038)-5806 
on contract A F33(038)-5806 
on contract A F33(038)-5S0¢ 


op contract A F33(038)-5806, 


— Mode l B-66 


Subcontract or 
order No, 


53-103 
OM-5C-942444 
OM-4C-146296 
OM-5C-942238 
OM-3C-457284 
54-218. 

52-130 

53-100_ 


669. 






in 
4d 


Subcontract 
order No. 


or 


51-101_-_- ™ 
53-106 - 
OM-4D-80234___- 
51-113 ‘ 
53-113 
OM-2D-250025. 
51-111 ‘ 
51-106. - 
Sl Lee 
OM-3D-69514 i 
OM-2D-256768_. 


OM-2D-256769_- 
OM-4D-80241 
51-103 

53-112 : ts 
OM-3D-69928__.-- 
OM-3 D-69804___ 
O M-2D-256764-.--- 


OM-3D-66061 ...- 
OM-3D-69526_._.. 
OM-3 D-66868_-_-- 


OM-4D-60200-1__- 


OM-4D-60201-1-.- 
OM-3D-66789T - _- 
OM-3D-66790T 


O M-4D-80215_. 
O M-4D-80039_. 





2347 


Amount 


] 


1, 384, 


1, 041, 242. 7 


100, 


x2 


376, 


BLD 


116, 








ian 
$21 
788 
124 


325 


52 


Amount 


> 


25, 417, 761. 2 


$25 





$1, 


Ded, 
) 


746, 5 


5OR. 56 


556 


171, 


2° 


503, 


AeO 


ROU 
812 


410 


299 413 
3, 412. 289 


059, 


Amount 


348 





9, 22 






, 044 
038 


7( 5 


7, O81 


729 


, 104 
2, 381 
533. ‘ 
7, 037. 2 
5, 014 


963 
238 
OS2 
244 
S41 


426 


, 102. 
173. 3 


3 

24 

007 
i 
; 


393. 23 


4, 8YO 


OU 


00 





99g 
00 
32 
oO 
00 


74 
56 
R8 


60 
40 
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Question 8i—Contract AF33(038)—18564— Model B~47—Continued 








Vendor Address | Subcontractor | Amount 
order No. 





Boeing Airplane Co eer $200, 945. 
Brooks & Perkins, Inc...........- Detroit, Mich | € 276, 560. 
t 11, 562. 
Brunswick-Balke-Collender SE eee at " } 791, 689. § 
53- ‘ 197, 959. 14 
Chance-Vought Aircraft, Inc i, ene 3-1i 663, 000. 
ra) M-3 D-60275- | 370, 000. 
Cleveland Pneumatic Tool Cleveland, Ohio-................| OM-4D-60250- i. 822, 637. 
| OM-4D-60251-1- 915, 381. 
Coleman Co., Inc.................| Wichita, Kams................. | 51- sal , 138, 289. 1 
395, 220. 
216, 339. 
522, 206. 
339, 613. 47 
S er 228, 887. < 
| OM 4D- 80051. = 158, 147. ! 
Ford Motor Co Kansas City Aircraft Plant, | 51-112 ...| 56,676, 960. § 
Kansas City, Mo. 51-112- deadeall , 506, 414. 
OM~4D- 80273__- ‘i 124, 998. ! 
General Fireproofing Co___._.....| Youngstown, Ohio 51- 2, 450, 541. 66 
| ea 708, 068. 5: 
OM-3D-69706__. 21, 544. 
OM-3 D-69705 i3t 544. 3 
OM-4D-80183_____! 570, 203. § 
} OM-~-4D-80184 — 671, 177. 
|(OM K-2D-20037__- 
OM-1D-9000______ |? 750, 000. 
Liquid Carbonic Corp Chicago, Ill OM-1D-9001 
5 857, 628. 
212, 625. 





jou iD -9002...... | 

OM-1D-9003 $1, 700, 000. 

| lomK- 21D-200036.- 

A. O. Smith Corp c _.| Milwaukee, Wis } 51-108__- 1 13, 450, 662. 87 
| | OM-2D- 256571. = 129, 577. fe 

| OM-3D-69630 230, 663. 
| OM-2D-256714_- 166, 074. 5: 
OM-2D-256715.- 166, 074. 5: 
Swedlow Plastics Co..............}| Los Angeles, Calif...........--..| eee 644, 749. 1 

| OM-2D-255143_.__ | 206, 342. 

Nh, ee oc) eee _| OM-2D- 250015___-| 457, 097. 

| OM-2D-250023_--_| 646, 722. 

| OM-2D-250016____| 457, 097 
OMK-1D 11410_- 121, 400. 40 

OM-3D-90069___ 186, 705. 

OM-3D-90070___-- 182, 250. 
| OM-3D-90075_.__-| 274, 400. 00 
| OM-4D-80246 233, 910. 00 
| OM-2D-250018._..| 133, 984. 40 
198, 650. 00 
Oo M- -3D-69990 Seen 151, 687. 80 
OM-4D-80227...--| 268, 839. 40 
OM-3D-66078_..- | 121, 212. 00 
Weber Aircraft Corp-- Burbank, Calif. OM-3D-90188 299, 772. 75 
OM-3D-90193-_.._- | 351, 043. 57 
Whirlpool Corp : fy) See | 3, 665, 391. 00 
5 ae | 506, 259. 00 
| OM-2D-200039..__ | . 609, 625. 44 
vinssicninanaediaia | 290, 015. 00 


Magic{Chef, Inc _..| St. Louis, Mo 











1 This is the original target price for 183 sets of B-47 aft-landing gear assemblies. This subcontract was 
terminated at approximately the 111th set. The redetermined price for approximately 110 sets purchased 
is $8,041,606.89. The termination was on a direct-with-Government basis. 


Contract W33—038ac—20260— Model C-124 





Subcontract or 


Amour 
order No. ount 


Vendor | Address | 





Ot OE Moadine....cco cit cke | Los Angeles 22, Calif | OM-8C-57006- --- $457, 380 








i ee 


i 


S BFBRFPINVSCS 
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Contract AF33(600)- 2— Model C-133 


Subcontract or 


Address order No. 


Amount 





Airesearch Manufacturing Co--- | Los Angeles, Calif__- 54-234... ..._. Sl 1 $7, 000, 000 
American Seating Co | Grand Rapids, Mich..._.....--- 53-146. _.-- 1, 119, 220 
| 





1 CPFF subcontract not yet negotiated, but expected to be approximately $7 million, including fee. 


Contract AF 33(600)—25669—Model B-66 








To sie Subcontract or 
Vendor Address cohen Via. 





American Seating Co Grand Rs - Mich 54-2: $1, 325, 018. 65 
Bell Aircraft Corp Buffalo, N. | | eee , 476, 416. 06 
Pachmayr Corp...........- _.....| Los Angeles, Xe eee 1-146296__ _- 56, 004. 00 

1942238... 34, 976. 00 

)-942561.._-. 122, 678. 40 
a a ae ae.” as paid ~4C-145359__- 200, 304. 00 

\~941744____ 59, 264. 00 
Stanford Research Institute _...__- 54-5 330, 364. 00 
Western Electric Co New r, N. 5s eae ce 2 25, 778, 876. 00 
Zenith Plastics Co ‘ oO | ee --| 54-2: )2, 394. 00 





! Part of order totaling eres —balance on contract A F33(600)-16314. 
* This subcontract has been partially terminated resulting in the cancellation of approximately 45 percent 
of the order. The dollar value shown above is the origina] total] prior to termination. 


Contract AF33(600)—28368—Model B-66 





. Subcontrac 
Vendor Address | +=MaDconsrecs oF 


Bell Aircraft Corp..-....--- -----| Buffalo, N 
! 








Contract NOa(s)—10483— Model F3D- 





- Subcontract or 
. SS ™m 
Vendor Address onder Na. Amount 





OM-O B-75804_ _.- $406, 027. 22 

OM-OB-75306___-| 211, 284. 69 

oes me nc codae.| OM -OB-ee.._| 169, 072. 34 

ae } : : .....| OM-3B-100008 152, 830. 00 
Interstate E ngineering Cc ‘orp -----| El 8e gundo, Calif O M-O B-75956 | 131, 249. 66 





Contract NOa(s)-—12026— Model A2D-1 








ae | ' = Subcontract or ieaet 
Vendor Address order No. Amount 





' 
Caleor Corp 4 eles, Cali 52-12% ine 1 $226, 384. 11 
Pastushin Aviation Corp do |} 52-121_ 2 72, 114. 87 
Temeo Aircraft Corp ‘ex 51-135... .- ‘ 6, 269, 692. 54 
| 





! Part of subcontract DAC-52-122 (Calcor Corp., which includes requirements for contracts N Oa(s)52-067, 
12026, 332, 51-637 981, 10414, 53-381, 53-382, and 51-138, for a total amount of $1,655,326.87) 
?P art of subcontract DAC-52-121 (Pastushin Aviation C orp., which includes requirements for contracts 
NOat $)52-247, 52-067, 12026, 51-021, and 53-381, for a total amount of $1,054,485.25) 
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Question 8i—Contract NOa(s) 51-020— Model AD-4—Continued 





| a 
y | Subcontract or 
ond ve 
Vendor Address order No. 


Amount 


Adel Precision Products. ------- Burbank, Calif_...-- OM-0B -77017-_--- $302, 854. 20 
a § pei eet . do a OM-OB-77004__ __- 279, 642. 92 
Do-. ch RS PEPE: PEE | - serail | OM-1B-88959__ _- 117, 456. 00 
Do_. aoe ere See _...-| OM-2B-76018-. _--- 1 2,006. 05 

Axelson “Manufacturing Co- ___| Los Angeles, Calif__- _...| OM-1B-S88917__- 135, 534. 00 

. = ill ee on ..| OM-0B-77023---- 141, 291. 34 
Tae tawens = ...| OM-0B-77009_--_- 134. 906. 46 
A Ce 2. — ..-----| OM-OB-77005. - - -- 402, 764. 34 

Doak Aircraft Co., Inc___- Torrance, Calif .__- ate aiiini 378, 543. 55 

Interstate Engineering Oorp......| Bi Gegundo, Callf.............. Sp f 903, 157. 00 

Marquardt Aircraft Co-- Van Nuys, Calif... f ‘ = 2469. 00 

Menasco Manufacturing Co---- Burbank, Calif_....-.-- OM-OB-77001____-| 4,870. 71 
Do Be in eS : OM-1B-88919._- thy 671. 90 
i a PPE: 2 do .-.-| OM-2B-76035-__-_-| 155. 527. 40 
0.0 aaitcmee ‘ 2 ‘ ae ...---.---| OM-OB-77000_.._-| 475. 757. 37 
Do. x ‘ - do : ibe - OM-0B-77020_- -_- | 271, 998. 52 
Do SEL ISS: do % ___| OM-1B-88916 489, 282. 00 

Modglin Co., Ine Los Ange les, Calif ..---| OM-2B-56927_-_--_- 2 88, 990. 40 
i... cise te _do_- See anal OM-2B-56932T - __ | 3 95, 671. 88 

Nevada Air Products Co ...| Reno, Nev. face eee OR a 959, 597. 00 

Vendorlator Manufacturing Co.._| Fresno, C m-. ‘ | 319, 216. 00 

Western Stove Co Culver City, Calif_- } A eee 162, 686. 00 











1 Part of order totaling $350,921.93; balance on contract N Oa(s) 51-630. 
2 Part of order totaling $111,713.20; balance on contract N Oa(s) 51-630. 
8 Part of order totaling $121,425.76; balance on contract NOa(s) 51-630. 


Contract NOa(s) 51-021— Model F3D-2 


Subcontract or 


Vendor Address order No. 


| Amount 


Do__- ‘ do : OM-0B-75967__- 
Do eta 7 SES OM-0B-75970 130, 724. 91 
Do a: ai a O M-1B-89221 267, 231. 40 
Do ; . eee Pee _.| OM-3B-100051___-| 150, 791. 15 
Do__. : do . is c OM-3B-100007 _ _ _- 300, 871. 45 
Do ; : ae ; : . OM-3B-100009 178, 880. 00 
Hardman Tool Co . do ; OM-1B-89209 . 101, 010. 34 
Interstate Engineering Co____-. El] Segundo, Calif__ E OM-0B-75883_____| 155, 422. 35 
Pastushin Aviation Corp _...| Los Angeles, Calif-__- ies 2. ae 1 11, 856. 72 


293, 870. 80 


| 

Axelson Rteneipetnins eee Los espn Calif_. OM-0B-75867- _ - $544, 047. 07 
| 
| 





1 Part of subcontract DAC-52-121 (Pastushin Aviation Corp., which includes requirements for contracts 
N Oa(s) 52-247, 52-067, 12026, 51-021, and 53-381, for a total amount of $1,054,485.25). 
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Contract NOa(s) 51-630— Models AD-4 





- Sub itrac 
Vendor Address ubcontract or Amount 
order No 


Adel Precision Products- . .---| Burbank, Calif____ OM-1B-99022_ $190. 62% 
Do. wees Sas Dee eR es OM-2B-76108. 200, 17 
Do ei : 7 ee ee : OM-1B-99804 287 
Do. " y .do_. OM-2B-76018 348 | 

Axelson Manufacturing Co __| Los Ange les, Calif_...... OM-2B-76089- 243.3 
do. Mes : vi oO Reese aS ..| OM-1B-99001. 223 
Do _do.. OM-1B-99021 ‘ 106 

Doak Aircraft Co., Inc__-_ ..| Torrance, Calif__._ 51-125_ 759 

Interstate Engineering Corp-.--- E] Segundo, Calif__- 51-116. : G5E 

H W. Loud Co | Pomona, Calif ae OM-2B-76079- 126 

Marquardt Aircraft Co_____- .| Van Nuys, Calif---- : 51-141. 

Menasco nanannenenitnd a Burbank, Calif_..__. OM-3B-102010 
oo : ig. OSES A oat oe _.....| OM-1B-99020- 

_ ea eee . ‘ a5 10. - : OM-1B-99019. 
ae : = - se - 3 OM-3B-102011 
Se Se ee janes s ..| OM-1B-99000_ 
Do ‘ cdaienadedua’ — weer. <a O M-1B-99800 

Modglin Co., Inc “Los Angeles, Calif O M-2B-56927 
Do . do O M-2B-56932T 

Nevada Air Products Co Reno, Nev 51-139 

Pastushin Aviation Corp__......-| Los Angeles, Calif_-- 52-107 

A. O. Smith Corp : als do / z OM-3B-102051 

Ve ndorlator Manufacturing Co Fresno, Calif ’ 51-154 

Weber Aircraft Corp.-.-.-.-...---- Burbank, Calif. —_- ; 52-112 

Western Sky Industries_..______- Hayward, Cailif--_.-...--- 52-103 


! Part of order totaling $350,921.93; balance on contract NOa(s) 51-020. 
? Part of order totaling $111,713.20; balance on contract NOa(s) 51~)20. 
, Part of order totaling $121,425.76; balance on contract NOa(s) 51-020. 


Contract NOa(s) 51—-632— Model A3D 





Subcontract or 
order No. 


Vendor Address Amount 


Axelson M: angecuanenlat ere | Los Angeles, Calif.......-- OM-1B-88301__---} $240, 398. 02 
Calcor Corp é ; oe oes do ta 52-122 oe 1 63, 359. 00 
H. W. Loud Co __.....--| Pomona, Calif as ROE | 88302___--| 129, 908. 19 


| 





! Part of subcontract DA C-52-122 (Caleor Corp., which includes requirements for contracts N Oa(s)52-067, 
12026, 52-977, 51-632, 51-637, 52-981, 10414, 53-381, 53-382 and 51-138, for a total amount of $1,655,326.87). 


Contract NOa(s)51-637— Model F4D-1 








; ” Subcontract or | 
Vendor Address ‘odae' No. Amount 





Axelson Manufacturing Co Los Angeles, Calif_...-- .-| OM-2B-77000._- $103, 765. 1 

_ eS eediebariatins ines do... a sags 2B-77005. 128, 927. 1: 
Caleor C orp- bi aetsine bees ‘ aE . 122. pon 1 124, 120. 1 
Pastushin Aviation C orp- ee : : ze SEE 5-313. . | 2 54, 027.3 


1 Part of subcontract D AC-52-122 (Caleor Corp., which includes requirements for contracts N Oa(s)52-067, 
12026, 52-977, 51-632, 51-637, 52-981, 10414, 53-381, 53-382, and 51-138, for a total amount of $1,655,326.87) 

? Part of subcontract D AC-55-313 (Pastushin AN iation Corp., which includes requirements for contracts 
N Oa(s)51-637, 52-977, 54-320, 53-381, 53-382, 54-316, 55-189, 54 , and 55-329, for a total amount of 
$1,913,523.88). 


Contract NOa(s)51-654— Model R6éD-1 


Subcontract or 
Address cotae Winx. Amount 


Western Design & Manufactur- | Santa Barbara Airport, Goleta, | OM-1A-715 
ing Corp. | Calif. 


! Part of order totaling $124,357.21: balance on contract N Oa(s)51-141. 
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Question 8i—Contract NOa(s) 52-247—-Model AD-5—Continued 





. Subcontract or 
Vendor | Address order No. Amount 





Los Angeles, Calif $311, 797.7 
2 -do 
Doak ‘Aivowadt Co., Inc_. _-- -| Torrance, Calif_- uibicana : 
Hardman Tool & E ngineering. ... West. Los Angeles, Calif... | OM- 2B-76357__--- 
| See SORE ES .do OM-4-3B-102544_ - 
Interstate Engineering Co- Fl Segundo, Calif.....-----.---- OM-2B-76377----- 
Marquardt Aircraft Co Van Nuys, Calif | 51-147___-- é 
Modelin Co. , Inc. _| Los Angeles, Calif OM-2B- 76319____- 
a “Nia Calif | OM-2B-76321 


OM-2B-76417 
OM ~2B- 76418 
Modglin Co., 
Nevada Air Products Co in no. Nev. ; ETRE : 1, 879, 108. 60 
Pastushin Aviation Corp Los Angeles. Calif. - 113, 888. 59 
Do. : | 1 | : 1 948, 009. 84 
A. O. Smith Corp---- eer | : 445, 257. 00 
Vendorlator Manufacturing C oe . 840, 728. 44 
Do.. ise do. x 
Western Sky Industries.....--....| Hayward, Calif- 
Weber Aircraft Corp___- purvenk, Calif. 
L. A. Young Spring & Wire 











! Part of subcontract DA C-52-121 (Pastushin Aviation Corp., which includes requirements for contracts 
NOa(s) 52-247, 52-067, 12026, 51-021, and 53-381, for a total amount of $1,054,485.25). 


Contract NOa(s) 52-977— Model F4D-1 





| 


Vendor Address | Subcontract or | 


order No. Amount 





Advance Gear & Machine Los Angeles, Calif..._--. -- --| OM-3B-101282____| $132, 805. 00 
Aircraftsman Co- Gardena, Calif a----------.-| OM-3-2B-77115. _- 269, 725. 60 
Axelson soeeeenetaring Co | 148 Angeles, Calif..-.......... -} OM-3-2B-77083__. 1, 201, 710. 00 
I eee | OM-3B-101497.. 360, 400. 00 
— _....-.---.]| OM-3BT~-101501 _- 230, O87. 55 
Calecor Corp : o SF BAAR 52-122_. 1 976, 075. 20 
Embe Gear Works.-.-.--- . Glendale, ¢ Yalif..................| OM-3-2B-77114. - 136, 850. 00 
H. W. Loud Co Pomona, Calif-__- : OM-3B-101: 218 3 188, 835. 00 
rate ; ; os ; | OM-3B-101219_- 158, 700. 00 

| OM-3B-101222 105, 800. 00 
OM-4-3B-101536__ 100, 616. 60 

-| OM-3-2B-77088_- 100, 740. 00 
| OM-3-2B-77090_-_- 213, 195. 00 
55-313 2 753, 811. 14 











1 Part of subcontract DA C-52-122 (Calcor Corp., which includes requirements for contracts N Oa(s) 52-067, 
12026, 52-977, 51-032, 51-637, 52-981, 10414, 53-381, 53-382, and 51-138, for a total amount of $1,655,326.87). 

2 Part of subcontract DAC-55-313 (Pastushin Aviation Corp., which includes requirements for contracts 
NOa(s) 51-637, 52-977, 54-320, 53-381, 53-382, 54-316, 55-189, 54-325, and 55-329, for a total amount of 
$1,913,523.88). 
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Contract NOa(s) 52-979—Model AD-6 





Vendor Address 


Subcontract or 
order No. 





Torrance, Calif 
Van Nuys, Calif 


Doak Aircraft Co., Inc 
Marquardt Aircraft Co 

Modglin Co., Inc 

Nevada Air Products Co 

A. O. Smith Corp 

Vengeraas Manufacturing G6: 


Reno, Nev-- 
Los Angeles, Calif... 
F -~* Calif 


Weber Aircraft Corp 
Western Sky Industries__._......- 


Hayw me Cc alif 
L. A. Young Spring & Wire 


San Leandro, Calif 


Los Angeles, Calif-...._--.-- = 


OM-3-2B-76508. --| 


OM-3-2B-76527 _- 
OM-4-3B-102545-_ 
1. 


53-131. 
OM 
53-133 


OM- 3-2B- 76452. = 


53- 1 24. 


3-2B-76454__- 


Amount 
' 


233, 475 
762, 217. ! 
349, 600 


. 605 

, 592. 
3, 047. § 

, 04. 5 
2, 100 
0), 714 
9, 630. 

, 564. 50 
2, 709. 86 





_! Part of subcontract DAC-53-129 (Doak Aircraft Co., 
NOa(s) 52-979 and 54-324, for a total amount of $226,024.22). 


2 Part of subcontract DAC-53-131 (Marquardt Aircraft Co., which include 


N Oa(s) 52-979 and 54-324, for a total amount of $214,892.68). 


3 Part of subcontract DAC-53-133 (Nevada Air Products Co., which includes requirements 


NOa(s) 52-979 and 54-324, for a total amount of $569,130.15). 


4 Part of subcontract DAC-53-124 (Vendorlator Manufacturing Co., 


Inc., 


which includes re« 


contracts NOa(s) 52-979 and 54-324, for a total amount of $1,354,424.59). 


5 Part of subcontract DAC-53-125 (Weber Aircraft Corp., 


ee 52-979 and 54-324, for a total amount of $367,423.46). 
6 > 


? Part of subcontract DAC-53-101 (L. 


for contracts N Oa(s) 52-979 and 54-324, for a total amount of $2,400,850.86). 


02 


Contract NOa(s) 


980— Model 


AD-6 





Vendor Address 








Doak.Aireraft Co., Inc... 

Interstate Engineering Corp. 

H. el ee ee Pomona, | SE 
a es eas ee 0. 

Marquardt Aircraft Co Van Nuys, Calif 

Menasco Manufacturing Co | Bur bank, Calif 

Nevada Air Products Co Reno, Nev 

A. a . Smith Corp Los Ange les, Calif_- 

do 


—— Calif 
El] Segundo, Calif 


Vendorlator Manufacturing Co--- 
We bel r Aircraft Cc woh = 





Contract NOa(s) 52- 


981— Model 


Subcontract or 


order No. 


OM-3-2B-76121._- 
OM-3B-102098 
| OM-2B-76188 
53-128 
53-105 ‘ 
OM-4BT 
OM -3-2B 
53-130 
OM-3 
53-132 
OM-+4 
OM-3-2B-76146. 
OM 3B-102041---_- 


470554. ‘ 
-76132 


-2B-76129__- 


A3D-1 





Vendor Address 





Subcontract or 


order No. 





Axelson Manufacturing Co-.-- Los Angeles, Calif._._- 
| NE et ne eee Rae do 

Caleor Corp 

California Air Products--_-_- 

Interstate Engineering Corp 

H. W. Loud 

Western Gear Works--- 


E] Segundo, C 
Pomona, Calif 
Lynwood, Calif 


El Cajon and | Los ‘Ange le Ss, , Calif 


OM-3-2B-76707_- 
OM 4B-400023 


”) 


54-239. 


OM-3B-100836____| 
OM-3-2B-76695.-_- 





1 Part of subcontract DAC-52-122 | 


Calcor Corp., 
12026, 52-977, 51-632, 51-637, 52-981, 


tract NOa(s) 54-249 is for mode] A3D-2 airplanes not covered by this report. 


juireme 


3B-102043__| 


OM_3BT 250750” 


nts for contracts 


$ requirements for contracts 


for contracts 


which includes requirements for 
which includes requirements for contracts 


i t of subcontract DAC-53-127 (Western Sky Industries which includes requirements for contracts 
NOa(s) 52-979 and 54-324, for a total amount of $1,314,059.50). 


A. Young Spring & Wire Corp., which includes requirements 


Amount 


$344, 853. 10 
376, 986. 2 
108, 955. 
586, 369. § 

3, 414, 762. 66 
130, 560 
120, 523 
262, 699 

, 544, 400. 

, 008, 238. 2 
230, 738. 
538, 346. 
153, 9O1. 

2, 984, 050. 7 
606, 962. 95 

2, 640, 244. 32 


Amount 


$650, 249 
109, 461. 

1 157, 651. 

2 38, 517 
318, 609. 55 
213, 300 
196, 628. 76 


which includes requirements for contracts N Oa(s)52-067, 
10414, 53-381, 53-382, and 51-138, for a total amount of $1,655,326.87) . 
? Part of erder totaling $106,944.70; balance on contract N Oa(s)54-316 and contract NOa(s)i4-249. ( 


on- 
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ini 8i—Contract NOa(s) 53-381—Model A4D-1—Continued 


Subcontract or 


Vendor Address order No. 


Amount 


Calcor Corp-- ; | Los Angeins, £ Calif__ scot P-SeR....... : 1 $34, 837. 11 
Pastushin Aviation C orp .do. : 52-121 2 766. 50 
BE eee PED LEN a ba -do ; ‘ | 55-313 318, 589. 74 
1s Je Cs | } | 

1 Part of subcontract D AC-52-122 (Calcor Corp., which includes requirements for contracts N Oa(s) 52-067, 
12026, 52-977, 51-632, 51-637, 52-081, 10414, 53-381, 53-382, and 51-138, for a total amount of $1,655,326.87). 

2 Part of subcontract DAC-52-121 (Pastushin Aviation Corp., which includes requirements for contracts 

Oa (s)52-247, 52-067, 12026, 51-021, and 53-381, for a total amount of $1,054,485.25). 

3 Part of subcontract D AC-55-313 (Pastushin Aviation Corp., which includes requirements for contracts 
NOa(s) 51-637, 52-977, 54-320, 53-381, 53-382, 54-316, 55-189, 54-325, and 55-329, for a total amount of 
$1,913,523.88). 





Contract NOa(s) 53-382—Model A4D-1 


| 
| 
| 





Subcontract or 


| 
' 
Vendor Address order No. 


Amount 


Calcor Corporation : Los Angeles, Calif_____ : | 69-123... ..-- ' $38, 707. 90 
Pastushin Aviation Corp____- | _ eae ..--| 55-313 2 17, 874.75 





1 Part of subcontract DAC-52-122 (Calcor Corp., which includes requirements for contracts 
N Oa(s) 52-067, 12026, 52-977, 51-632, 51-637, 52-981, 10414, 53-381, 53-382, and 51-138, for a total amount of 
$1,655,326.87). 

2 Part of subcontract DAC-55-313 (Pastushin Aviation Corp., which includes requirements for contracts 
NOa(s) 51-637, 52-977, 54-320, 53-381, 53-382, 54-316, 55-189, 54-325, and 55-329, for a total amount of 
$1,913,523.88). 


Contract NOa(s) 54-316— Model A4D-1 





l l 
i 
: 8 ; 
Vendor Address ubcontract or | Amount 
_| 
| 


order No. 








Axelson Manufacturing Co..._...| Los Angeles, Calif.......-._- _| OM-4B-400315__- $205, 732. 43 
California Air Products. pee do. “ | OM-5BT-259759 - - 

Menasco Manufacturing Co-_--. Burbank, “2 a OM-4B-400310 

Mitchell Camera Corp Glendale, Calif OM-4B-400341 

Pastushin Aviation Corp-_-_-....-| Los Angeles, Calif | 55-31 2 84, 441. 50 





1 Part of order totaiing $106,944.70; balance on contract N Oa(s) 52-981 and contract NOa(s) 54-249. Con- 
tract NOa(s) 54-249 is for a A3D-2 airplanes not covered by this report. 
2? Part of subcontract DAC-55-313 (Pastushin Aviation Corp., which includes requirements for contracts 
Pel 51-637, 52-977, 54- 320, ‘53- -381, 53-382, 54-316, 55-189, 54-325 and 55-329, for a total amount of 
1,913,523.88). 


Contract NOa(s) 54-—320—Model F4D-1 





Subec 
Vendor Address ae ontract or Amount 





Advance Gear & Machine | Los Angeles, Calif........._.....| OM-5- 4B" r- $113, 651. 22 
Aircraftsmen Co-_. ancwnacannn| CARGO, ORE. inno M-5- BT 209, 374. 28 


Axelson Manufacturing Co--.---- | Los pape, Calif. heteabeoaa OM- 4BT-470056_- 1, 007, 480. 00 
Do a 2 ..| OM-5BT-295034 133, 282. 13 
Embe Gear Works.---.- st . | Glena: ale, Calif. aes = Pee | OM-5-4BT- 270, 649. 00 
| 470089. 

H. W. Loud Co--_- | Pomona, Calif__...._- | OM-4BT-470049. 129, 940. 00 
Do Strain do * Bis _...| OM-4BT-470057. - 418, 300. 00 
Pastushin Aviation Corp bales Los Angeles, Calif__._--- -| 55-313. _.- on ! 534, 356. 00 











1 Part of subcontract DAC-55-313 (Pastushin Aviation Corp., which includes requirements for contracts 
NOa(s) 51-637, 52-977, 54-320, 53-381, 53-382, 54-316, 55-189, 54-325 nad 55-329, for a total amount of 
$1,913,523.88). 
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Contract NOa(s) ¢ 


Vendor 


Axelson Manufacturing Co 
Doak Aircraft Co., Inc 
Marquard, Aircraft Co_- 
Nevada Ai’ Products Co 
Vendorlator Manufacturing Co- 
Weber Aircraft Corp 

Western Sky Industries 

L. A. Young Spring & Wire-- 


1 Part of subcontract DAC- 
NOa(s) 52- 


| Los Angeles, Calif_. 


Torrence, Calif 
Van Nuys, Calif 
Reno, Nevada 
Fresno, Calif 
Burbank, Calif_. 
Hayward, Calif 
San Leandro, Calif 


53-129 (Doak Aircraft Co. 
79 and 54-324, for a total amount of $226,024. 22). 
2 Part of subcontract DAC-53-131 (Marquardt Aircraft Co., 


NOa(s) 52-979 and 54-324, for a total amount of $214,892.68). 


3 Part of subcontract DAC-53-133 (Nevada Air Products Co., 


NOa(s) 52-979 and 54-324, for a total amount of $569,130.15). 


4 Part of subcontract 


DAC-53-124 (Vendorlator 


— Model 


Ine., which 


Manufacturing Co., 


AD-6 


Subcontract or - 
order No. 
| 


Sy 4BT-400734 
-129 
-131 

53 133 

53-124 

53-125 

53-127 

53-101 


2355 


Amount 


$239, 870. 
' 51, 419. 
2 40, 300. 
, 525. 

3, 710 
792 

5, 495. 

, 141 


00 
18 
et) 
fe 
56 
50 
00 
00 


includes requirements for contracts 


contracts N Oa(s) 52-979 and 54-324, for a total amount of $1,354,424.59). 


§ Part of subcontract DAC-53-125 (Weber Aircraft Corp., 


NOa(s) 52-979 and 54-324, for a total amount of $367,423.46). 
7 (Western Sky Industries which includes requirements for contracts 
NOa(s) 52-979 and 54-324, for a tots al ae of $1,314,059.50). 


6 Part of subcontract DAC-53-127 


? Part of subcontract DAC-53-101 (L. 


Young Spring & Wire Corp., 


contracts N Oa(s) 52-979 and 54-324, for a total amount of $2,400,850.86). 


Contract NOa(s) 


Vendor 


Axelson Manufacturing Co 
Do 

Doak Aircraft Co., Inc. ee 

Interstate Engineering C ‘orp - 


Modern Metal Spinning & Manu- 


facturing 
Do.- om: 
Nevada Air Products Co--..-- 
Pastushin Aviation Corp 
A. O. Smith Corp 


Venderlator Manufacturing C 0. . 


Weber Aircraft Corp-- ; 
Western Sky Industries_.._- 


1 Part of subcontract DAC 
NOa(s) 51-637, 54-320, 
$1,913,523.88). 


§2-977, 


Contract Noa(s) 


*- 55-313 (Pastushin Aviation Corp., 
53-381, 





dO 
Do-_. 


Menasco Manufacturing ‘OO... 


do Fale alsin saci toslenianteral 
Mitchell Camera Corp 
Pastushin Aviation Corp 


1 Part of subcontract DAC 
NOa(s) 51-637, 52-977, 54-32 
$1,913,523.88 


381, 53-382, 


Address 


Los Angeles 58, Calif 
a ee 
Torrance, Calif : 
E] Segundo, Calif 
| | Los es ales, Calif. - 


"Rane, Ne v 


}_ 
Fre sno, C 
Rarbenk, ‘Calif_. 


.-| Los Angeles 45, Calif 


--| Hayw: ard, Calif 


53-382, 54-316, 55-189, 


55-189 


Address 


Los Angeles, Calif_- 
ae 
{ee : 
Burbank, Calif 
. do : 
Glendale 4, Calif 
Los Angeles 45, Calif_. 
i 
(P astushin Aviation Corp., 
54-316, 


54-325— Model 


| OM- 


whichi 
54-325, 


-~Model 


55-189, be 


| D-6 


Subcontract or 
order No. 


OM-4BT-~471000 
OM-4BT-471005 
54-202 
54-216 


5~4 B-401043 
OM-54B-401045 
54-206 

55-313 

O M-4B-401021 
54-210 

§A-212 

54-214 


and 55-329, tor 


AL D-1 


Subcontract or 
order No. 


5 B-2029656 
5B-202010____ 
-5 B-202000__ 
5B-202012 

5 B-202068 


5 B-202053 
1 


\ 


Amount 


$992, 174 
110, 820. 
202, 478 


which includes requirements for contracts 
which includes requirements for contracts 
which includes requirements for 


which includes requirements for contracts 


which includes requirements for 


, 348, 220. : 


189, 187. 


213, 580. 


319, 699. 6 
350, 757. 0 


380, 635. 

, 389, 546, 
304, 851 
1, 434, 360 


Amount 


$278, 185. 
200, 605, 
121, 040 
190, 760. 
263, 698 
167, 320 


1 56, 437 


88 
36 
96 


ncludes requirements for contracts 
a total amount of 


wD 
8 
0 
40 
DD 
00 
(0 


juirements for contracts 


, for a total 


amount 


of 
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Exuisit F1l.—Orriciats’ SALARIES AND BoNuses (REFERS TO QuEsTION 9) 


Totals by year for period of performance under the following contracts: NOa(s) 
51-141; NOas 53-693; AF33(600)-5806; AF33(038)-9345; AF33(600)-9646; 
AF33(038)-14765; AF33(600)—16314; AF33(038)—18564; W33-038 ac—20260; 
AF33(600)—22452; AF33(600)—25669; AF33(600)—28368; NOa(s) 10483; NOa(s)- 
12026; NOa(s)51-020; NOa(s)51-021; NOa(s)51-630; NOa(s)51-632; NOa(s)51— 
637; NOa(s)51-654; NOa(s)52-247; NOa(s)52-977; NOa(s)52-979; NOa(s)52- 
980; NOa(s)52-981; NOa(s)53-381; NOa(s)53-382; NOa(s)54-316; NOa(s)54— 
320; NOa(s)54-324; NOa(s)54-325; and NOa(s)55-189—1952, $507,849; 1953 
$617,383; 1954, $765,872; 1955 to May 31, $389,038. 


Exuisit F-2.—Stock Riauts (REFERS TO QuESTION 10) 


Certain directors, officers, and other key executives of the company have been 
granted options to purchase shares of the company’s capital stock under and pur- 
suant to its restricted stock option plan, which plan was adopted by the board 
of directors and approved by the stockholders in 1951. The following options 
granted pursuant to the plan were exercised, to the extent indicated, by the named 
individuals since April 18, 1951, the date of the inception of the plan, and on or 
before the date of this submission: 








| 
Sh | Opti Date of pon ty 
: , Shares | ption ate o capital 
Name of individual Date of option loptioned | price ! exercise stock pur- 
} | chased ! 





Do 
O. E. Bottorff 


d t i 

May 4,1953 : . 16, 1954 
3 . 30,1954 

9, 1955 f y sacs tnlesincach auceatlodeile 

Apr. 18, 1951 5. May 20, 1953 
y 21, 1953 
. 23,1953 
. 25,1954 


0 
0 
0 
0 
0 
0 
0 
200 
0 
0 
0 
300 
900 
0 


OP 
oszes 


A 
to 
Soo 


Do 
So fa = ..|May 4,1953 
Do __| Feb. 9, 1955 


SS cc8e 


s 


Apr. 18,1951 
May 4,1953 


_ 
oo 


Feb. 9, 1955 
ee! 
Apr. 18, 1951 
do 
Feb. 9, 1955 
a 
May 4,1953 
Feb. 9, 1955 
May 4,1953 


d 
May 4,1953 
Feb. 9, 1955 
do 





cockcocodBosooksoos 


00 | 

. 5844) Jan. 

. 5843) Jan. 
20. 5814| Jan. 

00 | 

















85. 00 
85. 00 





j 
| 
) 
] 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
D 
) 
D 
U 
D 
0 
D 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
a1 
19 
0 
0 
0 
0 
0 
”) 
0 
0 
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Name of individual 


Date of opticn optioned 1) price } 
| 


| | 


Shares | Opt 








. R. Holden 
. L. Hoskinson 


| May 4, 1953 
| Feb. 


do 
May 4, 1953 | 


“Feb. _ 


| May 


gr | Feb. 


Apr. 
Feb. 


Apr. 18, 1951 


18, 1951 | 6, 000 | | $16. 


9, 1955 


| Shares of 
ion | Date of | capital 
exercise stock pur- 
chased ! 
j 


50 | Jan. 21, 1954 | 6, 000 


5. 00 } 0 
3. 50 | July 23, 1953. } 600 


5. 50 | Jan. 20, 1954 1, 650 
5.00 | 

5. 00 

5. 00 


4, 1953 | 
9, 1955 


9, 1955 


9, 1955 | 


4, 1953 | 


O. B. Marble 

J. F. Martin- 

J. L. Mayer 

J. R. MeGowen 

a: eS NE ee, Set 


9, 1955 | 


0 : 
May 4, 1953 


9, 1955 | 


May 4, 1953 | 
| Feb. 9, 1955 


S. Newberry - 
M. :. renner es 


Feb. 9, 1955 


C. Raithel. ....... 
A, E. Raymond 
Do 


. P. Smith- = 
a , Sporleder.... 


D 0 
. H. Stevenson 
I. "L. Stevenson....-.-------- 
F. J. Stineman 
C. R. Strang 
H. W. Strangman 
H. W. Thue 


L 

Do. : Z 
ee es so : 
E. P. Wheaton ey . : 


Ss 


“Feb. 9,1955| 


Feb. 9. 1955. 


Apr. 18, 1951 


4, 1953 
9, 1955 | 
4, 1953 | 
9, 1955 
Apr. 18,1951 | 


do. 


Apr. 18, 1951 


58%) Oct. 29, 1953 | 300 
. 5844) Jan. 21, 1954 600 


5814| A pr. "26, 1954 | 


5. 00 


5844] Apr. 22, 1954 


5. 00 
5. 00 
5.00 | 
. 5844) July 20, 1953 | 


5844| Jan. 18, 1954 1, 050 


5. 00 0 
5.00 | 0 
- 5843) Jan. 900 


0 
0 
0 
0 
0 
0 


0 
900 
0 
0 
900 


oO. 00 Docs ais 0 
a. PIE 0 
5. 00 , ; 0 
. 50 | Sept. 25, 1953 | 900 
». 50 Apr. 19, 1954 1, 350 
5. 00 | 0 
| fo : 0 
3. 50 June 4,1952 , 800 


50 | Apr. 22,1 
50 | July 21, 195; 


May 4, 1953 


Feb. 9, 1955 | 
ae, NR 
x 
May 4,1953 
Feb. 9, 1955 | 
May 4, 1953 | 


50 =| Jan. 
5. 00 amas 
. 5844) Jan. 25, 1954 | 


6, 1954 | 


5. 00 
5. 00 
5. 00 


5844) Apr. 26, 1954 | 


| 


5s 8 


5. 00 
. 5844 


5844 


6.00 |.- : 
3. 50 Jan. 15, 1954 


May 4, 1953 
Feb. 9, 1955 
do 


Oct. 29, 1953 
5844) Jan. 22, 1954 | 


5844 Apr. 26, 1954 
00 oT 


5. 00 
5. 50 Mar. 24, 1952 


50 Apr. 24, 1953 


3. 50 | Sept. 11, 1953 


9, 1955 


16 
16. 
16. 
5. 
85. 





>. Jan. 21, 1954 
o. OO 


Apr. 18, 1951 2, 25 16 


50 Mar. 7, 1952 | 
50 July 20, 1953 
ef) Oct. 23, 1953 
50 Jan. 19, 1954 
00 

00 


: The number of shares optioned, the number of shares purchased, and the option prices have ane ad- 
justed to reflect stock splitups occurring May 9, 1951, May 5, 1954, and Feb. 
2 On Dee. 30, 1952, the company and Messrs. Raymond, W heaton, and Wood, by mutual agreement, 


rescinded the sale of these shares. 


2, 1955. 
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Exurpit G.—Torau SELLING EXPENSE (REFERS TO QUESTION 11) 


Totals by year for period of performance under the following contracts: 
NOa(s)51-141; NOa(s)53-693; AF33(600)—5806; AF33(038)-9345; AF33 (600)- 
9646; AF 33 (038) -14765; AF33(600)-16314; AF 33(038)—18564; W33-038-ac- 
20260; AF33(600)—22452; AF33(600)—25669; AF33(600)-28368; N Oa(s) 10483; 
NOa(s) 12026; NOa(s)51-020; NOa(s)51-021; NOa(s)51-630; NOa(s)51-632; 
NOa(s)51-637; NOa(s)51-654; NOa(s)52-247; NOa(s)52-977; NOa(s)52-979; 
NOa(s) 52-980; NOa(s)52-981; NOa(s)53-381; NOa(s)53-382; NOa(s)54-316; 
NOa(s) 54-320; NOa(s)54-324; NOa(s)54-325; and NOa(s)55-189—1952, 
$2,502,817; 1953, $3,026,420; 1954, $3,303,684; Dec. 1, 1954, to May 31, 1955, 
$1,860,747; total, $10,693,668. 


Exuipsir G1.—SELLING ExPENSE—ADVERTISING 


Totals by year for period of performance under the following contracts— 
NOa(s)51-141; NOa(s)53 693; AF33(038)—9345: AF33(038)—14765; NOa(s)- 
10483: NOa(s) 12026; NOa(s )51 020: NOa( s)51-—021; NOa(s)51-630; NOa(s)51 
632: NOa(s)51 637; NOa(s )51-654; NOa(s) 52-247; NOa(s )52-977; NOa(s) 52-979: 
NOa(s)52~980; NOa(s)52-981; NOa(s)53-381; NOa(s 3) 53-382; NOats)54 316; 
NOa(s)54-320; NOa(s)54 $24: NOa(s)54 325; and NOa(s)55-189: 1952, 
$1,431,410; 1953, $1,668,149; 1954, $1,727,777; December 1, 1954, to May 31, 
1955, $994,479. 

Exhibit G2.—Selling expense—Field service: 1952, $503,186; 1953, $688,383: 
1954, $713,998; December 1, 1954, to May 31, 1955, $357,731. 

Exhibit G3.—Selling expense—Contract administration: 1952, $504,795; 1953, 
$622,401; 1954, $778,127; December 1, 1954, to May 31, 1955, $464,296. 

Exhibit G4.—Selling expense—Miscellaneous other: 1952, $63,426; 1953, 
$47,485; 1954, $83,781; December 1, 1954, to May 31, 1955, $44,238. 

Totals by year for period of pe formance under contracts—N Oa(s) 51-141; 
NOa(s) 53-693; AF33(600)—5806; AF33(038)—9345; AF33(600)—9646; AF33(038)- 
14765; AF33( 600)- -16314; AF 33(038)- 18564; W33-038-ac-20260; AF33(600)— 
22452: AF33(600) 25669; AF33(600)- 28368; NOa(s) 10483; ‘NOa(s) 12026; 
NOa(s) 51-020; NOa(s)51-021; NOa(s) 51-630; NOa(s)51-632; NOa(s)51- 637: 
NOa(s) 51-654; NOa(s)52-247; NOa(s)52- 977: NOa( s) 52-979: NOa(s) 52-980; 
NOa(s) 52-981; NOa(s)53-381; NOa(s)53-382; NOa(s)54- 316; NOa(s) 54— 320: 
NOa(s) 54-324; NOa(s)54-325; and NOa(s)55- igo: 

Exhibit I.—Consultation and advisory fees (refers to question 13), 1952, 
$129,455; 1953, $113,825; 1954, $319,264; December 1, 1954, to May 31, 1955, 
$168,081. 

Exhibit J.—Depreciation (refers to question 17), 1952, $2,655,471; 1953, 
$3,248,658; 1954, $4,064,811; December 1, 1954, to May 31, 1955, $2,606,389, 


Balance sheet, Nov. 30, 1952 
— nt assets: 

Cash on demand deposit and on hand .-.-...-. $35, 365, 803 

Trade accounts receivable (including $31,779, 690 due from 
U. S. Government) 35, 052, 715 

Unreimbursed costs and fees under cost- plus-a-fixed-fee con- 

tracts with U. 8S. Government and others ($12,450,311) less 
$281,054 allowance for adjustments_ 40, 161, 947 

Inventories, at lower of cost (generally first-in, first-out method) 

or market:! 

Fixed-price contracts, orders, ete., in process____-. .. 220, 075, 305 
Materials, spare ‘parts, ete__ z thewenas “en 509 
Advances under material purchase agreeme nts 3, 434, 741 


Total- . ats 277, 407, 555 
Less adva ances and progress ‘payments “received 178, 456, 052 


ék otal— 98, 951, 503 
492, 439 


“210, 014, 407 
1, 069, 774 


See footnotes at end of table, p. 2359, 
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Balance sheet, Nov. 30, 1952—Continued 


Property, plant, and equipment on the basis of cost: 
Land _- -- -- ; ee ed - $771, 000 
Buildings at $15, 660, 743 
Equipment, ete____- 3 ; 30, 791, 430 


Total. _ - , 452, 173 
Less allowances for depreciation and amortiza- 
tion sees me z = : 6, 193, 634 


NS ok om esc cto oe 30, 258, 535 


Tec ants Ne Ee a Se 7 : e 31, 029, 5 


Deferred charges: Taxes, insurance, supplies, ete 
248, 454, : 


Current liabilities: 

Notes payable to banks, unsecured_________. : 52, 500, 000 
Accounts payable_-_ : ; 35, 035, 613 
Estimated additional costs on delivered airplanes : , 1, 578, O88 
Contribution to employes’ pension trust__-__-_- 1, 485, 000 
Wages and salaries payable__ ielekiaich 12, 344, 528 
Payroll deductions for bond purchases and taxes- ee 3, 440, 306 
Taxes, other than Federal taxes on income- : 1 918, 88] 
Advance payments received in excess of expe nditures on related 

fixed-price contracts, and $77,392 estimated refunds under 

target-price contracts _ _ - ), , 033 
Federal taxes on income of the y var ended Nov. 30, 1952, esti- 

mated * : : ¥ as 30, 000 


Total, current liabilities _ _- Sypetteesor aa! 54. 449 


Capital stock and surplus: 
Capital stock, no par value: Authorized 2,000,000 shares; issued 
and outstanding 1,200,000 shares *#_______- B42 : 30, 000, 000 
Earned surplus ere 


87, 699, 806 


Contingent liabilities, total ° a ea -..-. 248, 454, 255 


1 Amounts shown for inventories of contracts in process, materials, and supplies include items the titk 
to which was vested in the U.S. Government by reason of progress payment provisions of related contracts. 

2 Federaitax returns of the company have been examined through Nov. 30, 3900. The proposed changes 
for the years 1948, 1949, and 1950, as agreed to with local re presentatives of the U.S. Treasury Department 
and reflected in the accounts in 1951, are being considered by the Chief Counss " for the Bureau of Internal 
Revenue. No difference is expecte d to result. 

3 Property, plant, and equipment accounts include approximately $7,230,000 of costs for facilities certified 
as necessary in the interests of national defense during the present emergency. Approximately $4,775,000 
ofsuch costs are being amortized in the ac counts over 60-month periods as permitted for income-tax p Ur Pose s 

4 Optioas, expiring Apr. 18, 1956, to purchase at $49.50 per share an aggregate of 38,530 shares of the au- 
thorized but unissued capital stock ‘of the company were held by certain of the company’s key executives at 
Nov. 30, 1952. Options for unnamed key executives to purchase 20,000 shares additional also were authorized 
but were unissued at that date. The option price of each such share will be 95 percent of the highest price 
at which shares of the company are sold on the New York Stock Exchange on the date the option is granted, 
but not less than $49.50, 

During 1952, the options granted to 3 individuals were exercised in part by them. As aresult, 720 shares 
of capital stock were purchased by those optionees. On Dec. 30, 1952, the optionees and the company agreed 
to rescind such purchases with proper adjustment for interest and for dividends paid on the shares sur 
rendered. Effect has been given in this balance sheet to the subsequent rescission and to the adjustments 
mentioned. 

§ Certain business done by the company during 1950, 1951, and 1952 is subject to renegotiation by the 
U.S.Government. The effect, ifany, of renegotiation upon the accompanying financial statements cannot 
be determined at this time, but no significant change resulting therefrom is anticipated. No refund of 1948 
or 1949 profits was requested after review by the Renegotiation Board of the company’s reports for those 
years, 

6 All but 3 of the personal injury actions arising in prior years from the Mount Carmel and Bryce Canyon 
accidents involving Douglas-manufactured airplanes have been settled within the limits of insurance cover 
age. The company’s legal counsel believes that its insurance coverage is sufficient protection against those 
3 remaining cases which assert $1,065,000 damages for personal injury, the remaining property damage and 
loss claims ($342,500) arising from those 2 accilents, and the 14 actions pending <—. claims aggregating 
$3,888,808 on behalf of passengers in either an airplane ‘accide nt in August 1950 (Eagle, Colo.) or the one ir 
February 1952 (Elizabeth, N.J.). Other pending litigation against the company Eearee s no substantial 
amounts or will result in no signific: ant detriment to the company. 

The suits of 2 stockholde rs instituted in 1948 against various corporations and individuals were concluded 
in 1952. The California district court of appeal affirmed the judgment of the superior court which dismissed 
the suit; the companion suit filed in a Federal court was also dismissed 


74721—56——68 
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Balance sheet, Nov. 30, 1953 
Current assets: 

Cash on demand deposit and on hand $55, 688, 411 
Trade accounts receivable from U. 8. Government 22, 445, 667 
Other trade accounts receivable 3, 975, 804 
Unreimbursed costs and fees under cost-plus-a-fixed fee con- 

tracts, less allowance for adjustments (1953, $159,036; 1952, 

$281,054) - 001, 568 
Inventories of fixed- -price contracts in process, materials, etc., 

less advance and progress payments received !____- 78, 344, 518 
Refundable Federal taxes on income of prior years- 


Total, current assets 455, 968 
Other assets: Sundry deposits, accounts receivable, etc. ____- 1, 491, 553 
Property, plant, and equipment: Land, buildings, ‘equipmer t, etc., 
at cost less accumulated allowances for depreciation and 
amortization ? aes 343, 891 
Deferred charges: 8, 224, 315 


73, 515, 727 


Current liabilities: 
Notes payable to banks, unsecured $35, 000, 000 
re he a ie oes ne 45, 081, 190 
Estimated costs to be incurred on delivered airplanes-_-__-___- 1, 658, 396 
Contribution to employees’ pension trust , 940, 000 
Wages and salaries payable , 997, 382 
Payroll deductions for bond purchases and taxes 900, 114 
Taxes other than Federal taxes on income , 323, 987 
Estimated refunds under target-price contracts 745, 010 
Advance payments received in excess of expenditures on re- 
Steer RO PEAOG DOUMIINOES oo Ss wien cece nen esaceens 15, 365, 012 
Federal taxes on income, estimated 3 42, 901, 000 
Total, current liabilities 174, 912, 091 
Stockholders’ equity: 
Capital stock, no par value; authorized 2,000,000 shares; out- 
standing 1953, 1,202,552 shares; 1952, 1,200,000 shares‘.__ 30, 063, 800 
Additional capital paid in 4 64, 937 
Earnings retained in the business----.....--..--.-.-.------ 68, 474, 899 


Contingent liabilities,’ * total 273, 515, 727 
1 Inventories include items to which the U. 8. Government held title by reason of contract provisions. 


Amounts were determined on the basis of lower of cost (generally first-in, first-out method) or market, and 
comprise the following classifications: 





1953 1952 





Fixed-price contracts, orders, etc., in process ‘ $196, 250, 713 $220, 075, 305 
Materials, spare parts, etc--- ...-----| 45,421,603 53, 897, 509 
Advances under material purchase agreements a ae ew pain 2, 627, 400 3, 434, 741 


I ctl nancies tania * | 244,299,716 | 27, 407, 555 
Less advance and progress pay ments received koaueibaeswe 165, 955, 198 | 178, 456, 052 


78, 344, 518 | 98, 951, 503 503 





The amounts for 1953 include rig tony een A $700,000 of costs incurred under fixed-price contracts 
terminated for the convenience of the Government in 1953, after crediting approximately $15 million 
of progress payments received. The management is of the opinion that the profit to be realized under 
these contracts is not reasonably ascertainable at this time. 
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2 Property, plant, and equipment accounts are summarized as follows: 





1953 1952 





Buildings i ‘ =a $16, 409, 650 $15, 660, 743 
Equipment, etc as ive : ‘i 34, 580, 946 30, 791, 430 


Total__ 50, 990, 596 46, 452, 173 
Less accumulated allowances for depreciation and amortization. _1, 443, 742 16, 193, 634 


~ 31. 546, 8 854 30, 258, 539 
797, 037 771, 000 


32, 343, 891 31, 029, 539 





The amounts for 1953 include $9,515,042 for costs of facilities acquired under certificates of necessity 

issued after 1950. The certified portion ($6,293,156) is being depreciated in the accounts over 60-month 

periods as permitted for income-tax purposes, and the balance over longer periods. Amounts for 
Saepeaion so determined are believed to respresent a fair estimate of the actual loss of value. 


3 Federal tax returns of the company for years subsequent to Nov. 30, 1950, are subject to examination by 
the Internal Revenue Service. 
Amounts charged against income for taxes thereon were as follows: 








Provision for the year: 
Federal normal income tax and surtax____.........-._.___.-- $31, 731, 000 $17, 074, 000 
In I eto ane bestia decade 11, 170, 000 | 5, 656, 000 
Foreign income tax-_-_-- rap aele 36, 824 40, 961 
Oklahoma income taxes é pated SEPT ES 92, 000 33, 000 


Total. ee ee 43, 029, 824 22, 803, 961 
- 81, 762 65, 364 


42, 948, 062 22, 738, 597 





4 Options, expiring Apr. 18, 1956, to purchase an aggregate of 42,678 shares of the authorized but unissued 
capital stock of the company (36,175 shares at $49.50 per share, and 6,503 shares at $61.75 per share) were held 
by certain of the company’s key executives at Nov. 30, 1953. Options, previously authorized, for unnamed 
key executives to purchase 12,900 shares additional had not been granted at that date; the option price to be 
95 percent of the highest price at which shares of the company are sold on the New York Stock Exchange 
on the date the option is granted, but not less than $49.50. Options are exercisable upon grant. Payment 
in full is required when exercised. Coincident with the granting of an option, an employment agreement 
for the period until Apr. 18, 1956, is entered into between the company and the optionee. No accounting is 
done in respect of options until they are exercised. At that time the payment received is treated as capital 
paid in. No charge is made against income. 

During 1953, an option to purchase 400 shares expired before being exercised and options to purchase 2,552 
shares were exercised. The optionees paid $128,737 to the company for the 2,552 shares. The excess over 
$25 per share of such proceeds ($64,937) is shown in the statement of financial position at Nov. 30, 1953, as 
additional capital paid in. 

5 Certain business done by the company during 1951, 1952, and 1953 is subject to renegotiation by the 

}.8.Government. The effect, if any, of renegotiation upon the accompanying financial statements cannot 
= determined at this time, but no significant change resulting therefrom is anticipated. No refund of 
1948, 1949, or 1950 profits was required after review by the Renegotiation Board of the company’s reports 
for those years 

6 The company is codefendant in an action which alleges, among other things, violation of the antitrust 
law through misuse of patents, for which the complainant seeks $750,000 damages. Also, certain claims 
against the company arising out of airplane accidents in prior years are still pending. Company’s legal 
counsel believes the first-mentioned action is not well founded, and that the other indicated claims and 
pending litigation will result in no substantial detriment to the company. 


Note.— During 1953 the company, with the approval of its stockholders, modified its noncontributory 
pansion plan for salaried employees to provide increased benefits. Asa result, the company’s contribution 
for the year 1953 was approximately 38 percent greater than would have been required had such modification 
not been made. 
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Balance sheet, Nov. 30, 1954 
Current assets: 

Cash on demand deposit and on hand camncnc= OU, G47, 105 
U.S. Treasury bills (principal amount $7,000,000) 6, 983, 946 
Trade accounts receivable from U. S. Government_ 19, 797, 032 
Other trade accounts receivable 4, 389, 476 
Unreimbursed costs and fees under cost-plus-a-fixed-fee con- 

tracts, less allowance for adjustments (1954, $84,146; 1953, 

$159,036) _ 53, 745, 547 
Inventories of fixed- -price contracts in process, materials, etc., 

less advance and progress payments received ! 73, 130, 697 


Total, wurrent aseste........=....=..- ioe ___. 208, 693, 893 

Other assets: Sundry deposits, accounts receivable, ete_ 2, 258, 550 
Property, plant, and equipment: Land, buildings, equipment, ete., 
at cost less accumulated allowances for depreciation and amorti- 

+ wesc 2 38, 485, 944 

9, 058, 400 


Totel......... 


Current liabilities: 

Notes payable to banks, unsecured 
Accounts payable___ _. $45, 369, 444 
Estimated costs to be incurred on delivered airplanes 901, 37 
Contribution to employees’ pension trust 1, 245, 000 
Wages and salaries payable Pay es _ 17, 457, 685 
Payroll deductions for bond purchases and taxes____________- 4, 224, 131 
Taxes other than Federal taxes on income__________- _.. | € 958. 260 
Estimated refunds under target-price contracts__ : 4, 891, 393 
Advance payments received in excess of expenditures on re- 

lated fixed-price contracts_ 14, 785, 938 
Federal taxes on income, estimated 3 43, 772, 398 


EE RE aT TE 137, 605, 622 
Stockholders’ equity: 
Capital st ock, no par value; authorized 1954, 4,000,000 shares; 
1953, 2,000,000 shares; outstanding 1954, 2, 459, 860 shares; 
1953, 1, 202.552 shares 4____ : 30, 748, 250 
Additional capital paid in 811, 685 
Earnings retained in the business 89, 331, 230 


Contingent liabilities, total 5® 258, 496, 787 


1 Inventories include items to which the U. 8. Government held title by reason of contract provisions. 
Amounts were determined on the basis of lower ‘ot cost (generally first-in, first-out method) or market, and 
comprise the following classifications: 








Fixed-price contracts, orders, etc., in process-_-- -- _......-.------| $210, 495,006 | $196, 250, 713 
Materials, spare parts, ete--...-- Fes wereKiaeoe aa cue 41, 208, 613 | 45, 421, 603 
Advances under material purchase agreements. __- one ipabmapnasersmal 2, 222, » 190 | 2, 627, 100 
UE meee ieee | 253, 925, 809 244, 299, 7'6 

Less advance and progress pay ments Teceived__. icles im acacia “ 180, 795, 12 | 165,955, 1:8 


WR. . ncictececcnetiminnsheresasersenncsacn cen msec anenenncnes| | 78,344, 51s 





The 1954 and 1953 amounts include approximately $4,400,000 and $700,000, respectively, of costs incurred 
under fixed-price contracts terminated in 1953 for the convenience of the Government. : after crediting approxi- 
mately $16 million and $15 million, respectively, of progress payments received. The management is of the 
opinion that the profit to be realized under these contracts is not reasonably ascertainable at this time. 
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2 Property, plant, and equipment accounts are summarized as follows 








1954 1953 


Buildings pide Satie os ‘ ‘ ee $18, 630, 072 $16, 409, 650 
Equipment, etc__....._._.--- a ae a E, 3 42, 052, 284 34, 580, 946 


| eee — : 60, 682, 356 50, 990, 596 
Less accumulated allowances for depreciation and amortization 23, 018, 703 19, 443, 742 


, aleios siniiails : ‘ 37, 663, 653 31, 546, 854 
Land SRSA AES tie Ra eS eee ay: ; $22, 291 797, 037 


Totel..... J , ae Ly A . 38, 485, 944 32, 343, 891 


The amounts for 1954 include approximately $9,175,000 for costs of the certified portions of facilities ac- 
quired under certificates of necessity issued after 1950; such costs are depreciated in the accounts over 60- 
month periods as permitted for income-tax purposes. The uncertified portion of such facilities and other 
depreciable assets are depreciated under the straight-line method except certain assets costing approximately 
$2,375,000 acquired after Jan. 1, 1954, which are being depreciated under the sum-of-the-years-digits method. 
This change in method had no material effect upon the 1954 result from operations 

Changes in accumulated allowances for depreciation and amortization are summarized as follows 


Balance at Dec. 1, 1953 = _ = $19, 443, 
Addition, charged against current operations_____- : ¥. 5, 074, 


| ad Bs ne See 24, 518, 
Deductions: 
$846, 303 
653, 185 
1, 499, 488 
Balance at Nov. 30, 1954. “ _ : ‘ re 23, 018, 703 
’ Federal tax returns of the company for years subsequent to Nov. 30, 1950, are subject to examination by 
the Internal Revenue Service. 
Amounts charged against income for taxes thereon were as follows: 


1953 





Provision for the year: 
Federal normal tax and surtax____- $42, 311, 000 $31, 731, 000 
Federal excess-profits tax ¥ ; . 1, 249, 000 11, 170, 000 
Foreign income taxes____- Se eee a 33, 310 36, 824 
State income taxes_______- ft te eee ae 149, 000 92, 000 
i. | ee OS “i 43, 742, 310 43, 029, 824 
Under-over* provision for income taxes in sacahied : 92, 071 *81, 762 


Total aeaee 43, 834, 381 42, 948, 062 


* Authorized capital was increased during 1954 to 4 million shares and the shares outstanding on May 5, 
1954, were doubled by a 2-for-1 stock split. 

Options, expiring Apr. 18, 1956, to parchase an aggregate of 30,600 shares of the authorized but unissued 
capital stock of the company (30,000 shares at $24.75 per share and 600 shares at $30.875 per share) were held 
by certain of the company’s executives at Nov. 30, 1954. Options, authorized in 1951, for unnamed executives 
to purchase 25,800 shares additional had not been granted at Nov. 30, 1954; the option price is to be 95 percent 
of the highest price at which shares of the company are sold on the New York Stock Exchange on the date 
the option is granted, but not less than $24.75. The numbers of shares referred to above are in all cases after 
the stock split. Options are exercisable upon grant. Payment in full is required when exercised. Coincident 
with the granting of an option, an employment agreement for the period until Apr. 18, 1956, is entered into 
between the company and the optionee. No accounting is done in respect of options until they are exercised. 
At that time the payment received is treated as capital paid in. No charge is made against income for the 
reason that at the time of grant the option price did not differ materially from the market value of the shares 
optioned. 

During 1954 shares were issued under options previously granted as follows (numbers of shares and prices 
give effeet to the stock split): 


42,350 shares optioned in 1951, at $24.75 per share $1, 048, 163 
12,406 shares optioned in 1953, at $30.875 per share_____- . 383, 035 


NE ie bo wenicat Soavucktusetbeus as : ‘ io j 1, 431, 198 


The excess ($746,748) received over $12.50 per share was credited to “additional capital paid in.”’ 

On Jan. 19, 1955, a further 3-for-2 stock split was authorized; the split shares referred to in these financial 
Statements are those resulting from stock splits previously effected. 

5 Certain business done by the company since 1950 is subject to renegotiation by the U. S. Government. 
The effect, if any, of renegotiation upon the accompanying financial statements cannot be determined at 
this time, but no significant change resulting therefrom is anticipated. No refund of 1948, 1949, or 1950 profits 
was required after review by the Renegotiation Board of the company’s reports for those years. 

® Certain claims against the company arising out of airplane accidents in prior years are still pending. 
Company’s legal counsel believes that any possible settlements or judgments on these and other pending 
itigation involving substantial amounts are covered by insurance or would be reimbursable under Gov- 
ernment contracts. 
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Mr. Hésert. May I thank you gentlemen for your cooperation in 
coming down and supplying us with the information which we are 
seeking. 

I think I should make this one observation, however. I am—and 
this is no indictment of the people who had the ingenuity and the 
initiative to start the aircraft industry. We have been sitting here 
for 2 weeks listening to pleas and cries of blood, sweat, and tears, and 
yesterday we found $150,000 was pyramided up to $24 million, and 
now we find the ingenuity of a man, with $15,000, to build up a great 
company, worth $131 million, is that it? 

Mr. KavanauGH. $134 million. 

Mr. Héserr. I cheated you out of $3 million. I am almost tempted 
to paraphrase the comment of the well known piano player, not the 
ex-President, who said his brother, George, cried all the way to the 
bank. I am afraid that some people just complain as they drag the 
load down to the bank. But I find—lI really make that observation, 
to think it is a tribute, though, to the American system of free enter- 
prise, of which you gentlemen are part and parcel, and which your 
own ingenuity developed. 

I don’t condemn you for it, but I think those facts do speak for 
themselves. 

Mr. Netson. Could I make one comment, Mr. Chairman? I am 
awfully glad that the admiral stubbed his toe in the gymnasium at 
Annapolis. 

Mr. Hésert I might say this, too, in carrying out the analogy, in a 
lighter moment, that I am also impressed by the same complaints 
which we receive on that side of the table. We go to the House and 


hear practically all Members complaining how foolish they are to come 
to Congress, but breaking the doors down to qualify at the next 
election. 

We will recess until tomorrow morning at 10 o’clock, when we will 
have Republic. 

(Whereupon, at 12 noon, the subcommittee adjourned to reconvene 
at 10 a. m. the following day, Thursday, March 1, 1956.) 
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THURSDAY, MARCH 1, 1956 


House or REPRESENTATIVES, 
CoMMITTEE ON ARMED SERVICES, 
SUBCOMMITTEE FOR SPECIAL INVESTIGATIONS, 
Washington, D. C. 

The subcommittee met at 10 a. m., Hon. F. Edward Hébert (chair- 
man of the subcommittee) presiding, with the following members 
present: Messrs. Hess, Gavin, Cunningham, Bates, and Nelson. 

Mr. Hésert. The committee will be in order. 

Mr. Courtney. Mr. Chairman, this morning we have Republic 
Aviation Corp., of Farmingdale, Long Island, N. Y. 

With us this morning is Mr. L. L. Brabham, its vice president, 
and Mr. Davis, its treasurer. 

Mr. Héserr. Mr. Courtiey, before we proceed, I wish you would 
read this letter into the record, from the president of Republic. 

Mr. Covrrney. This is Republic Aviation Corp., Farmingdale, 
Long Island, N. Y. February 27, 1956. Hon. F. Edward Hébert, 
chairman, Subcommittee for Special Investigations, Committee ou 
Armed Services, House of Representatives, Washington, D. C. 

The current labor-management dispute at our Long Island plants will prevent 
my attendance at the hearings before your Subcommittee on Special Investiga- 
tions during the week of February 27. I have designated Mr. Thomas Davis to 
appear on behalf of our company in response to your request. Mr. Davis, who 
has been treasurer of our company since 1939, will be accompanied by Mr. Lowery 
L. Brabham who is a vice president. 

In 1947 the members of the Finletter Commission visited the major aircraft 
plants throughout the country. I believe that these visits contributed greatly 
to their understanding of the aircraft industry which was reflected in their final 
report. I would like to extend a cordial invitation to you and the other members 
of your subcommittee to visit us at our Farmingdale plant at any time which 
may be convenient. 

Respectfully yours, 
Munpy I. Prats, President. 

Mr. Héserr. Will you please express to the president our thanks 
and understanding of the situation. 

Mr. Brasuam. Yes, sir. 

Mr. Héserr. We are very happy to have you here. In connec- 
tion with the invitation to visit Republic, the Chair will say this, 
that before our report is written, the committee intends to visit 
every one of the plants under consideration, so we can get a first hand 
view of the physical plant involved in each area. 

Tell the president we are very happy to accept his invitation at the 
proper time. 

Mr. Courtney. 

Mr. Courtney. Mr. Chairman, Mr. Davis has a prepared state- 
ment. 


2365 
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Mr. Héserr. You may read your statement, Mr. Davis. 


Mr. Davis. I am Thomas Davis, treasurer of Republic Aviation 
Corp. 


TESTIMONY OF MR. THOMAS DAVIS, TREASURER, REPUBLIC 
AVIATION CORP. 


Republic Aviation Corp. was incorporated in 1931 as Seversky 
Aircraft Corp., and adopted its present name in 1939. Its principal 
plant is located at Farmingdale, Long Island, and other plants are 
located at Greenlawn, Hicksville, and Port Washington, Long Island, 

The company owns all of the manufacturing area at Farmingdale 
which consists of approximately 2,200,000 square feet. Included in 
this total is 424,000 square feet which was acquired in 1955 for research 
and development purposes. The other plants comprise approximately 
600,000 square feet and are leased by the company from private 
sources and the Government. 

The Port Washington plant, which was acquired by the Government 
during World War II, was leased from the General Services Adminis- 
tration in 1952 for a 5-year period. Government-owned property 
used in the performance of the contracts consists principally of machine 
tools and other personal property which have been furnished to the 
company under facilities contracts in the same manner that the 
Government has administered all defense contracts. 

At the present time the company employs approximately 18,000 
people and the current volume production items are the F-84F 
airplane which is a swept-wing jet fighter-bomber known as the 
Thunderstreak and a high-speed jet photo- -reconnaissance RF-84F 
aircraft. which is referred to as the Thunderflash. The company is 
also engaged in the development of the F—105 fighter-bomber which 
made its first flight in October of 1955, the RF-105, a photo- 
reconnaissance version, and the F-103 airplane which is a high 
performance jet interceptor. 

During World War II the company produced the P-47 airplane 
which gained fame in combat as the Thunderbolt and was the country’s 
first fighter aircraft with a speed in excess of 400 miles per hour. 
During World War II the Thunderbelt flew over one-half million 
combat sorties in the European and Pacific theaters. It was effective 
as a long-range fighter escort during the bombing raids on Germany 
and in ground-support operations of Allied troops in the European 
invasion and conquest of Germany. A review of the P-47’s World 
War II record is attached. 

The World War II production of this airplane was carried on at 
the Farmingdale plant and also in a plant provided by the Govern- 
ment at Evansville, Ind. A total of 15,329 Thunderbolts were 
manufactured during this period. At the end of World War II the 
Evansville plant was returned to the Government and subsequeatly 
sold to private industry for commercial usage. 

At the time of the cancellation of all the World War II contracts 
work had already commenced on a new model aircraft which was 
designated as the F-84. The initial flight of the F-84 airplane was 
made on February 28, 1946, less than 2 years after authorization had 
been received to proc eed with the design of our first jet fighter airplane. 

The company’s postwar plans included the manufacture of aircraft 
for private and commercial usage. A four-engine airline transport 
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was developed which was named the Rainbow and contracts were 
obtained from Pan American Airways and American Airlines. The 
finanet#l problems which beset the airlines in the postwar period 
necessitated a cancellation of these contracts and no aircraft were 
delivered under them. ‘The company also designed and sold a number 
of Seabees to private sources. This aircraft was a four-passenger 
amphibian. In June 1947, production of this model was halted 
because the demand for this low-priced model was not sufficient to 
justify its continued production. 

Surveys and estimates by private sources and the Government of 
the postwar demand for small private planes were erroneous. The 
company undertook the design and development of these models to 
preserve the nucleus of management and engineering personnel who 
had gained experience in the aircraft industry with the company in 
World War II, and to diversify its products. 

Since 1947 the efforts of the company have been directed toward 
the design and production of military aircraft, guided missiles, and 
related components for the United States Government. The com- 
pany produced and delivered 4,457 straight-wing F-84 aircraft prior 
to the commencement of volume production of the swept-wing F-84F 
and RF-84F aircraft. 

The instability of the industry during the period from 1946 through 
1950 and the unavailability of Government funds for research and 
development programs caused a reduction in engineering personnel 
employed by the company to 280 as of November 1, 1949. At this 
time it became apparent that the development of a swept-wing 
fighter-bomber was essential and the expenditure of company funds 
for this program was authorized by Republic’s board of directors. 

In June 1950, just before the outbreak of hostilities in Korea, 
the first prototype of the F-84F was successfully flown. The improved 
performance and capabilities of this aircraft led to the award of the 
initial contract on July 15, 1950. Delivery of the initial production 
unit was made in November 1952. The F—84F Thunderstreak is, at 
the present time, the holder of the official transcontinental speed 
record, 652 miles an hour in a nonstop flight from Los Angeles to New 
York on March 9, 1955. This week a new unofficial record of 672 
miles per hour was established by the nonstop, nonrefueled trans- 
continental flight of two F-84F’s from California to Langley Field, 
Va., in 3 hours and 34 minutes. 

The F-84F airplane can deliver atomic weapons as can its 
predecessor, the F-84G, which was the first jet fighter announced as 
having this capability. It is also equipped for inflight refueling which 
can be completed within 24% minutes. Group flights of F—-84F aircraft 
have flown nonstop across the Atlantic on many occasions and have 
conducted similar training operations over the entire Pacific area 
setting long-distance records over both oceans in regular operational 
missions. 

The range of this aircraft, together with its ability to deliver 
nuclear weapons is public knowledge. In 1954 the Air Force revealed 
that the F-84F aircraft then stationed in England could 
carry an atom bomb load equal to the destructive power of all the bomber aircraft 


based in Britain at any one time during World War II if they were loaded to 
capacity with high-explosive bombs and all dispatched to one target. 
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The F-84F is equipped to perform close ground support with rockets 
and bombs and also serves as a strategic escort fighter. The mobility 
and versatility of the fighter-bomber, which has been proved by the 
products of Republic Aviation Corp., has earned it a place in the 
arsenal of our couatry alongside the lightweight interceptors and the 
large multiengined bombers. Our products are today stationed 
throughout the world with units of the Strategic Air Command and 
the Tactical Air Command. They are also on duty with all of the 
member countries ir the North Atlantic Treaty Organization and 
other allies throughout the free world. 

The RF-84F Thunderflash incorporates the outstanding features 
of the F—84F aircraft and is equipped to perform high-altitude photo- 
graphic reconnaissance. Reports from Europe indicate that a photo- 
graph taken at high altitude can cover installations that may be as 
far as 420 miles from the aircraft’s position. A limited number of 
these aircraft have also been modified to permit them to be carried 
as a “parasite” aircraft in the fuselage of the B-36 airplane. This 
Ficon version can be launched and recovered in flight from the mother 
airplane for the performance of a specified mission. 

While designing aircraft of this type the company has also continued 
its reputation as a high volume producer in times of national emer- 
gency. When Korean hostilities broke out in 1950 the Farmingdale 
plant was producing one F-84 per workingday. Within 18 months 
the Farmingdale plant was delivering 10 F—84G aircraft per day. The 
F-—84 fighter-bomber established an outstanding record in Korea and 
became the backbone of United Nations fighter-bombing operations. 
‘Tae commanding geaeral of Fifth Air Force in Korea said in the spring 
of 1952: 

Proportionately, 40 percent of the fighter-bombers were F-84 Thunderjets; 
yet they are responsible for 60 percent of the destruction against the enemy. 

A copy of the F—84’s Korean record is submitted to this report. 

In conjunction with the design and producton of its aircraft, the 
company has pioneered in the use of aircraft parts forged by heavy 
presses. The use of these heavy forgings is steadily reducing the 
cost and weight of the end product. The F-84I today utilizes more 
than 200 forged parts. 

The company has also developed the application of optical tooling 
methods in the aircraft industry. Optical tooling results in increased 
accuracy and has had a significant effect in the reduction of costs. 

After the outbreak of hostilities in Korea the Government estab- 
lished a second source for the production of F-84F aircraft. In 
December 1950 General Motors Corp. was awarded a contract for the 
manufacture of this airplane at the Buick-Oldsmobile-Pontiac plant 
in Kansas City. At the direction of the Government, our company 
furnished technical assistance for this program. 

The delivery of engineering and production information under 
this program was a further dilution of managerial and professional 
talent which was already under a heavy burden with the rapid acceler- 
ation of defense production following the outbreak of the Korean 
hostilities. The establishment of this second source resulted in a 
loss to the company of an opportunity to build a considerable addi- 
tional quantity of the aircraft it had designed and developed; however, 
it was in the interests of national defense, and the company acceded. 
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The assistance program extended from early 1951 through August 
1955. 

The classified nature of the F-105 and F-103 orders, our missile 
programs and other research and development contracts currently 
being performed by the company does not permit their disclosure at 
this public hearing. 

The part played by a military aircraft producer is that of a team- 
mate to the military effort. Actually, we are now in the aerial 
weapons business, not the airplane business, with greater responsibili- 
ties being placed on us. 

Now, in order to be a partner in this effort and be in a helpful 
position to the Government, we must have strong capabilities. We 
are continually striving to organize and improve our engineering tal- 
ents to assist with and point the way to present-day rapid technologi- 
cal improvements. 

We must also provide the basic research facilities, plants and 
machines required for this endeavor. 

In support of these responsibilities to our Government, we are 
endeavoring to strengthen the business and attain a strong financial 
position. 

“Higher than before’ profits in our industry are being high- 
lighted and threatened with reduction as being excessive with growing 
emphasis on the return of net worth. All industry recognizes the need 
and importance of yardsticks or standards for measuring effort, pro- 
ductivity, financial gain, and progress. It is not adequate, however, 
to use the return on net worth as a measure of profits in our industry. 
It has been, and still is, a growth industry which continually faces a 
very high obsolescene factor in its products and the machines that it 
uses to make them. Net worth does not take into consideration the 
greatest asset we have—the skill and talents of engineering, scientific, 
manufacturing, and management groups capable of design, develop- 
ment, and production of aerial weapons. ‘The capital and net worth 
employed in the business does not afford a measure of our capacity to 
contribute to the defense effort. 

The industry cannot obtain nor could it afford to have the working 
capital and net worth to carry out peak production as demanded by 
military requirements, any more than it is believed the Government 
could afford to maintain in peacetime the defense structure that would 
be mobilized in the event of war. 

Any attempt to appraise the size of current earnings in the aircraft 
industry must take mto account that income statements are of neces- 
sity presented on the basis of conventional accounting concepts and 
cycles. When you consider that it takes 3 to 9 years to design and 
develop types of aircraft to the point of production, the conventional 
12-month accounting period appears to be inadequate to measure costs 
against revenues during the span of production, and to call the differ- 
ence a profit. The true costs and profits of aircraft production can be 
measured only over the entire period involved, from the beginning of 
desiga engineering to final production. 

Rates of return on net worth do not take into account the net sound 
value of plants and machinery. A substantial portion of the invest- 
ment of any manufacturing company is normally in physical plant 
facilities. Unless these facilities are completely new, their net sound 
value can be much greater than the value recorded on the books of 
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accounts. To relate earnings of 1955 dollars to plant investments 
made with 1945 dollars does not give the proper consideration to 
earnings on fixed values of plant investment. The long period of 
inflation which we have experienced these past years emphasizes this 
inadequate comparison. 

We speak of competition within the industry. We have far greater 
and more important competition with unfriendly nations. Much of 
the profit earned and retained in recent years will go toward maintain- 
ing a good facility and the employment of an eagineering and produc- 
tion organization which will be available should a national emergency 
arise. 

Over the past 7 years we have bad profits after mcome taxes of 
$46,123,000. Of this amount $16,928,000 or 37 percent has been 
invested in facilities, $10,871,000 or 23 percent has been paid out in 
cash dividends to shareholders and $18,324,000 or 40 percent has been 
retained in the business. 

These figures show that over three-quarters of our 7-year profits 
have gone back into the company for new and improved facilities, 
tools to work with, and operating capital. The retention of earnings 
has strengthened our working capital and prepares us for future con- 
tributions to the defense effort. Gradually it will tend to minimize 
the assistance required of the Government im the performance of con- 
tracts, and permit us to meet the planning requirements of industrial 
mobilization. Industry relies upon its earnings to provide funds for 
replacement and expansion of production and research facilities as 
well as funds for research and development itself. 

The attention of the Congress should be directed to the delay under 
existing legislation before a final determination is reported by the 
Renegotiation Board. ‘This is a serious problem in our industry and 
affects our future planning. It takes as long as 3 or 4 years be- 
fore a determination is received from the Board although contract 
prices and resulting earnings are being negotiated on profits measured 
on the annual basis. It is of deep concern to us that we do not. know 
our actual financial position. Whether profits in the end prove actual 
or otherwise as determined by the Renegotiation Board, we must be 
progressive in the outlay of funds for research, development and facili- 
ties or face stagnation. This is an unfortunate and unfair imposition 
on industry management and steps should be taken to remove this 
uncertainty which persists vears after the fact, as to the amount of 
profits the company has actually earned. 

Republic is celebrating its 25th anniversary this year and is proud 
of its many outstanding contributions to our airpower and the 
American people. 

Mr. Hféserr. I want to ask you 1 or 2 questions in connection 
with the statement. 

Mr. Davis. Yes, sir. 

Mr. Héserr. In the original organization of Republic, under the 
name of Seversky. 

Mr. Davis. Yes, sir. 

Mr. Hésert. It was originally organized as a commercial venture, 
for commercial aircraft? 

Mr. Davis. Yes, sir. 

Mr. Hésert. It got its first Government contract in which year? 

Mr. Davis. My recollection is that the first Government contract 
was in about 1934, sir. 
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Mr. Hésert. It was approximately 3 years after the organization of 
the company? You organized in 1931, as I understand it; didn’t you? 

Mr. Davis. That is correct. 

Mr. H&épert. In 1934 you got your first Government contract? 

Mr. Davis. That is right. 

Mr. Héperr. What was the success of the company between 1931 
and 1934, when it was in the commercial field? Was it a successful 
business operation? 

Mr. Davis. No, sir, it had not been successful, and for a number of 
vears prior to the company being known as Seversky Aircraft Corp., 
[ think that the predecessor company to that was the Seversky Aero 
Corp., the history of which I am not familiar with. 

Mr. Hépert. At all events, from the organization of the company 
in 1931 until 1934, when it received its first Government contracts, it 
was not a successful business venture? 

Mr. Davis. That is right, sir. 

Mr. Hépert. From 1934 on, I presume through World War II, 
through 1945, it then contributed in the manufacture of the planes 
which have been described? 

Mr. Davis. Yes, sir. 

Mr. Hésert. It was a successful business operation during the 
vears 1934 to 1945? 

Mr. Davis. No, sir. The first contract that Seversky had was for 
a small quantity of basic trainers, and a year or two following that 
they received a contract for a small quantity of a pursuit airplane, 
which was known as the P-35. 

In neither instance did the company profit from those contracts. 
As a matter of fact, in connection with the P—35 contract which was 
performed during the late thirties, the company lost just about 100 
cents on the dollar, as I remember. 

Mr. Hésert. That was on a Government contract? 

Mr. Davis. Yes, sir. 

Mr. Hésert. That was the company’s own money which it lost? 

Mr. Davis. Yes, sir. 

Mr. Hésert. It was not reimbursed by the Government? 

Mr. Davis. No, sir. 

Mr. Héspert. At what point, at what year, did the curve take an 
upward trend, in profits? 

I am talking to the period now from 1934 to 1945. 

Mr. Davis. I would say about 1941, 1942. 

Mr. Héperr. At the beginning of World War II? 

Mr. Davis. Yes, sir. 

Mr. Hésert. It continued an upward curve until 1945. 

Do you know what the profits were from that period, 1941 to 1945? 

Mr. Davis. The profits after taxes in 1942 were $2,105,000. In 
1943, after renegotiation, the profits were $3,639,000. 

In 1944, after renegotiation, $3,798,000. 

In 1945, $1,890,000. 

Mr. Héserr. These profits reflect only the business of the years 
1941 through 1945 and do not reflect the recapture of any previous 
losses? 

Mr. Davis. That is correct. 

Mr. Héserrt. In other words, if anybody lost money in the com- 
pany prior to 1941 and the period back to 1934, if those amounts 
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were recaptured, it had to be recaptured out of the profits between 
1941 to 1945, is that correct? 

Mr. Davis. Yes, sir. 

Mr. Héserr. So the ultimate profit between 1934 and 1945 would 
only reflect the figure which is the difference of the two periods I have 
indicated? 

Mr. Davis. Yes, sir. 

Mr. Hésert. In 1945, at the end of the war, and in 1946, you 
again ventured into commercial business? 

Mr. Davis. Yes, sir. 

Mr. Hfépert. Was the company a successful operation in that 
period? 

Mr. Davis. No, sir. The company lost—— 

Mr. Hésert. I think your statement testified you canceled out on 
two huge contracts. 

Mr. Davis. Yes. That is what brought on the losses in those years. 

Mr. Héserr. In the commercial venture. 

Mr. Davis. Yes, sir. 

Mr. Héserr. Then it also canceled out on the smaller type, aqua- 
plane, I think it was. 

Mr. Davis. An amphibian. 

Mr. Héserr. Then the financial status of the company—the curve 
again began to go down? 

Mr. Davis. Yes, sir. 

Mr. Hésert. And only turned upward again after you received 
the Government contracts for the F—84’s? 

Mr. Davis. Yes, sir. 

Mr. Hépsert. In other words, the committee is to understand that 
at all times when Republic was operating as a commercial venture in 
private industry it was a failure, and the only time it has shown profits 
is when it had a Government contract? 

Mr. Davis. It lost money on its commercial ventures. 

Mr. Hésert. That is the reason I asked you the question between 
1934 and 1941. 

Mr. Davis. Yes, sir. 

Mr. Héspert. And between 1941 to 1945 recaptured the losses of 
1934 to 1941. Inthe overall haul, as a Government operation, it did 
make money between 1934 and 1945. 

Mr. Davis. Sir, I do not have the earnings figures back 

Mr. Héserr. You can figure it this way: You have 4 years, I 
think, at substantially $3 million a year. That would be $12 million. 
You would have had to lose more than $12 million between 1934 and 
1941, which you obviously did not do. 

So obviously, through simple arithmetic, you did make money on 
your Government contracts and were a successful Government 
operator. 

Mr. Davis. That is correct. 

Mr. Hépert. Then you failed again, failed to be a successful 
commercial operator, but were again rescued—and I use the word 
“rescued” for want of a better word—by the Government from 1950 
to 1955, or 1956, the period we are now considering, with your con- 
struction of the F—84’s? 

Mr. Davis. Yes, sir. 
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Mr. Hésert. The committee is to understand that you are a 
totally and wholly Government-operated industry at this time as 
related to business? 

Mr. Davis. Yes, sir. 

Mr. Hépert. I notice that you said at the begianing of 1950 your 
production line on the F—84 was one aircraft per day. 

Mr. Davis. Yes, sir. 

Mr. Hésert. Within a period of 18 months it was stepped up to 
10 F—84’s per day. 

Mr. Davis. Yes, sir. 

Mr. Hépert. Subsequently General Motors had in effect a sub- 
contract to operate the F—84’s, to which you furnished personnel and 
experienced individuals from your plant to expedite the operation. 

Mr. Davis. Yes, sir; we furnished General Motors with that. 

Mr. Hésert. How long did it take to get a plane off the line by 
General Motors after the contract was awarded? 

Mr. Davis. I do not know. 

Mr. Hépert. You have no idea? 

Mr. Davis. No, sir; I do not. 

Mr. Hépert. Was it more than 18 months or less than 18 months? 

Mr. Davis. I do not know, sir. 

Mr. Héserr. John? 

Mr. Courtney. Do you have an answer to that? 

Mr. Davis. I would say it was more than 18 months. That is my 
estimate. 

Mr. Héspert. Do you have any estimate at all how much more 
after 18 months? 

Mr. Davis. No, sir; I do not. 

Mr. Hésert. But it was more than 18 months? 

Mr. Davis. I believe it was. 

Mr. Courtney. Before the first plane got off. 

Mr. Davis. Before the first plane got off. 

Mr. H&éBertT. Suppose you had not had the F—84 contract in 1950 
or 1951, with the outbreak of the Korean hostilities, and had not been 
producing even as much as one F—84 per day, how long would it have 
taken you to have gotten into production to make any considerable 
contribution to the production of these aircraft? In other words, 
supposing you had gone broke as a commercial venture in 1945, and 
Republic had been wiped out and would have been nonexistent because 
it could not produce commercial airplanes and the Government 
had not come to the rescue or the assistance and reestablished 
Republic—in effect you would have been a defunct or closed-down 
plant, almost a nonentity—how long would it have taken you from 
that status to have gotten an F—84 on the line? 

Mr. Courtney. On and off. 

Mr. Héserr. On and off the line, I mean the flyaway product. 
How long would it have taken you, in your estimation? 

Mr. Davis. I can only make an estimate. 

Mr. Hépert. Of course you can. That is all you can do. But if 
I may assist——— 

Mr. Davis. It might have been about 3 years or so. 

Mr. Hépert. Three years. I wanted to get that. 

Mr. Courtney. From scratch. 

Mr. Hépert. Three years from scratch. 
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(Mr. Davis nods.) 

Mr. Héspert. But by the Government, again using the word 
“rescuing”? you and keeping you in business and keeping you on the 
line, the pipeline, the Government did have available at the sudden 
outbreak of the Korean war a production line which was stepped up 
in 18 months to 10 fighters a day, which otherwise would have taken 
3 years to get 1 fighter off the line. 

Mr. Davis. That would be my estimate; yes, sir. 

Mr. Héserr. Any questions, Mr. Hess? 

Mr. Hess. Yes. First of all, Mr. Davis, I would like to compliment 
you on what I consider an excellent statement. 

Mr. Davis. Thank you, sir. 

Mr. Hess. I think it gives the committee a great deal of informa- 
tion, and especially [ am interested in your statement— 

The industry cannot obtain, nor could it afford, to have the working capital 
and net worth to carry out peak production as demanded by military requirements 
any more than it is believed the Government could afford to maintain in peace- 
time the defense structure that would be mobilized in the event of war. 

That is what our chairman has just been driving at, I believe, that 
you were in a position of readiness when an emergency did occur, and 
had you not been, we would have had to wait at least 3 years before 
we could have gotten the first plane off the line. 

Mr. Davis. Yes, sir. 

Mr. Hess. I also want to ask you—this may seem a simple question. 
I don’t know. But I note that you refer to the amount of money over 
the past 7 years, the profits. You say 37 percent was invested in 
facilities, 23 percent was paid out in dividends, and 40 percent was 
retained in the business. 

Mr. Davis. Yes, sir. 

Mr. Hess. Those figures were decided upon by the members of 
your board of directors, [ presume? I am talking about the division 
of the profits. 

Mr. Davis. No—— 

Mr. Hess. As to how much should be paid out in dividends and how 
much should be put in plant and how much should be put in working 
capital. 

Mr. Davis. Yes, sir. 

Mr. Hess. That was decided by your board of directors? 

Mr. Davis. Yes, sir. 

Mr. Hess. Was there at any time any suggestion by the Govern- 
ment, who I believe you did practically 100 percent business with, 
as to how you should divide your profits? 

Mr. Davis. No, sir. 

Mr. Hess. There never was a suggestion made by the Government 
as to how these profits should be divided? 

Mr. Davis. No, sir. 

Mr. Hess. What percentage should be paid out in dividends and 
what percentage should be retained in plant? 

Mr. Davis. No, sir. 

Mr. Hess. Or new facilities? 

Was there a suggestion at any time by the Renegotiation Board? 

_Mr. Davis. No, sir. 

Mr. Hess. You state also that it takes 3 to 4 years before you 

know what the Renegotiation Board’s final result is. ; 
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Mr. Davis. That is correct. 

Mr. Hess. During that period of time—let’s take, for example, 
just an arbitrary figure, the year 1953, where, let’s say, your profits 
were, for the sake of argument, $7 million. 

Mr. Davis. Yes. 

Mr. Hess. Of that $7 million you pay out 23 percent in dividends. 

Mr. Davis. Yes. 

Mr. Hzss. A certain proportion of it goes into plant and a certain 
portion into working capital. 

Mr. Davis. Yes. 

Mr. Hess. After you have made that distribution, the Renego- 
tiation Board comes along and says to you, 3 or 4 years later, that 
you cannot have a profit of $7 million, you have to pay back to the 
Federal Government $2 million of that. 

Mr. Davis. Yes. 

Mr. Hess. You can’t, of course, go to your stockholders and ask 
them to return the dividends. You have invested a portion of that 
profit in plant, in expansion of your plant, and you have a portion 
of it in working capital. 

Mr. Davis. Yes. 

Mr. Hess. If you are compelled to pay $2 million of that amount 
back to the Government, I presume that the only way for you to get 
it is to go to a bank and borrow the money, is that correct? 

Mr. Davis. It weakens our working capital. 

Mr. Hess. Yes, sir. 

Mr. Davis. If we have that much money at that particular time 
and the determination is made, of course we pay it out of working 
capital. But we would have to go to the bank to get the money. 

Mr. Hess. Yes. 

Mr. Davis. Either for that purpose or to again strengthen working 
capital. 

Mr. Hess. I take it that you don’t believe very thoroughly in 
renegotiation? 

Mr. Davis. No, sir; I do not. 

Mr. Hess. That is all. 

Mr. Héserr. In connection with the some 74 percent which you 
have turned back into the structure of the company itself as reflected 
in new facilities and new tools, you could have, under the law and 
legitimately, retained that amount of money, which you made on 
profits, and distributed it; couldn’t you? 

Mr. Davis. Yes, sir. 

Mr. Héperr. If you desired to. 

Mr. Davis. Yes, sir. 

Mr. Hépert. The whole amount could have been distributed 
among your stockholders as dividends or whatever term it is called in 
distribution of wealth. 

Mr. Davis. Yes, sir. That is what the earnings are for. 

Mr. Héperr. Instead of that, you did turn back—what was it, 
4¢ percent —— 

Mr. Davis. We put back 37 percent in facilities. 

Mr. Héserr. Thirty-seven percent in facilities, and 

Mr. Davis. And 40 percent we retained so as to strengthen our 
working capital and general financial picture. 

74721—56——69 
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Mr. Héperr. I reemphasize and recap again that this particular 
company, this particular operation, except for the time that it operated 
as a Government subsidiary—and I again use that word “subsidiary,”’ 
advisedly—it was not a profitmaking operation. 

Mr. Davis. Tht is correct. 

Mr. Hésert. And has depended entirely upon the Government 
for its successful operation, and in turn has produced this remarkable 
plane, whose record is attached to the statement you have made. 

Mr. Davis. Yes, sir. 

Mr. Hésert. I again notice a very striking similarity between the 
presentation of the argument made by you and your predecessors 
after the first day here. This question may be embarrassing but if the 
answer is negative, it is not embarrassing. 

With whom have you conferr ed, or have you conferred, with any of 
the other aircraft manufacturers in connection with the approach which 
will be made before this committee in defending the operations of the 
aircraft industry with Government contracts? 

Mr. Davis. No, sir, I have not. 

Mr. Hézertr. You have not conferred with any other aircraft 
manufacturer? 

Mr. Davis. No, sir. 

Mr. Héserr. Similarly situated as you are? 

Have you conferred with any industrial organization? 

Mr. Davis. No, sir, we have not. 

Mr. Héserr. You have not obtained the advice from any outside 
—_— any association, any public relations individual, any economic 

erts, any expediters outside of the Republic organization? 

Mr. Davis. No, sir, we haven’t conferred with anybody about our 
presentation at this meeting, sir. 

Mr. Héserrt. This presentation is strictly a Republic presentation? 

Mr. Davis. Yes, sir. We know there is a lot of material around on 
this question of net worth and renegotiation and subjects that this 
entire industry is interested in. I think over the years we have more 
or less put our thinking together. 

Mr. Hésert. That is understandable. I am not criticizing it. I 
just want to find out if there is any meeting of minds, because there 
certainly seems to be a striking contrast as we develop the hearings. 
This statement which you have read today, which is a very persuasive 
statement, almost falls in the line, without parroting or completely 
echoing some of the expressions which have come from this committee, 
and particularly from its chairman. I was just wondering what 
advice was being given or what consideration was being given as to 
see an advantage and follow up and using the arguments and bettering 
the arguments perhaps of the questions which have been asked. 

Mr. Davis. I think the answer to that is that the industry has this 
common problem and we have discussed it over the years. I think it 
just produces the same sort of thinking on the part of all companies. 

Mr. Hésert. There has been no conference of war as far as you 
know? 

Mr. Davis. No, sir. 

Mr. Héperr. In connection with the presentation before this 
committee? 

Mr. Davis. No, sir. 
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Mr. Héserr. This is an unanimity of thought which is refreshing, 
I will say that for the industry. 

Mr. Héserr. Mr. Courtney. 

Mr. Courtngy. I have just one question on your statement, and 
it is a simple one and probably a foolish one, but other people are 
going to have to read this at some time or other. 

What do you mean by the term, “optical tooling?” 

Mr. Davis. The optical tooling system was developed for use in 
the airframe industry’s manufacture of tools. 

Mr. Courtney. What is it? 

Mr. Davis. It is the use of tooling, or the use of optics in tooling. 
In the manufacture of airframe assembly fixtures it is necessary to 
locate Many components at widely separated points, with no fixed 
reference points from which accuracy can be determined. And in the 
past, it has been necessary to provide for this location through the 
use of plumb lines and surveyor’s transits and that sort of approach 
to it, whereas the optical tooling does away with that. It contributes 
to reduction in tooling costs. It increases the attainable accuracy. 
And it permits a uniformity in jigs and fixtures so that jigs and fixtures 
can be dismantled at one plant and moved to another location and 
set up without too much loss of time. 

Mr. Courtney. You spoke of the plumb line. Now that is a 
mechanical device. What device is used in optical tooling, so we 
may understand your processes? Areanydevicesused? Optical means 
one thing to me and probably not the same thing to the customers. 

Mr. Davis. There are telescopes involved. It would be like looking 
through a submarine periscope to sight and mark a point. 

Mr. Courtney. In other words, these are optical devices? 

Mr. Davis. Yes, sir. 

Mr. Courtney. That are amployed in manufacture and that is 
what you speak of? 

Mr. Davis. Yes, sir. 

Mr. Courtney. Mr. Chairman, and Mr. Davis, [I would under- 
stand that you would like to have your additions, the additions to 
your statement, which you did not read, as a part of the record? 

Mr. Davis. Yes, sir. 

Mr. Hésert. What part are they, Mr. Courtney? 

Mr. Courtney. They are the tabulation of performances during 
the Korean war with the Thunderjet. 

Mr. Héserr. I thought he indicated that in his statement, that 
that was part of his statement. 

Mr. Covrrney. This is an additional tabulation. 

Mr. Hésperr. An additional. Fine. 

Mr. Courtney. The other is a summary of the wartime operations 
of Republic P-47 Thunderbolts, a documentation from the Statistical 
Control Branch of the Army, then Army Air Forces. 

Mr. Davis. Yes, sir. 

Mr. Hépert. You are continuing the production and the contribue 
tion to the security of the country as long as you are able to work and 
produce, aren’t you? 

Mr. Davis. Yes, sir. 

(The documents referred to are as follows:) 
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SuMMARY OF WARTIME OPERATIONS OF REPUBLIC P-—47 THUNDERBOLTS 


(As supplied by Office of Statistical Control, Headquarters, Army Air Forces, 
Washington, D. C., under dates of September 8, 1945, and November 27, 1945.) 

1. P-47 aircraft first began overseas operations during March 1943, in the 
European Theater of Operations. By the end of that year they were operating 
in the Mediterranean and Southwest Pacific and during 1944 they became 
operational in all active war theaters except Alaska. From March 1943, through 
August 1945, they have flown over 546,000 combat sorties and dropped 132,000 
tons of bombs; expended over 135 million rounds of 50-caliber ammunition and 
60,000 rockets. 

2. P—47’s were used for escorting heavy bombers in the 8th Air Force during 
the early stages of strategic bombing, but were later used heavily in the 9th 
Air Force as a dive bomber and strafer in cooperation with ground activity. 
The extent of P-47 effort as a bomber can be better measured when it is shown 
that during the first 5 months of 1945, P-47’s flew an average of 1,677 sorties 
and dropped 541 tons of bombs per day. They have also been used for patrol 
and interception in the Pacific theaters. In its role as a tactical fighter, the P—47 
frequently carried 2 half-ton bombs and 2 165-gallon naplam tanks. 

(From D-day to VE-day in ETO, operations of this character exacted a 
terrific toll of German ground equipment including some 86,000 railroad cars, 
9,000 locomotives, 68,000 motor transports, 6,000 armored vehicles and tanks 
and 60,000 horse-drawn vehicles; destroyed and damaged.) 

3. The destruction of enemy equipment by P-47’s has not been confined to 
ground materiel. They have established the enviable record of shooting down 
4.6 enemy aircraft, in aerial combat, for each P-—47 destroyed by the enemy. 
They have destroyed a total of 7,067 enemy aircraft during the period of opera- 
tions through August 1945; 3,752 of these in the air and 3,315 on the ground. 

4, In accomplishing the total effort against the enemy, P-47’s flew 1,934,000 
hours overseas, consuming 204,504,000 gallons of high-octane gasoline. In 
addition to this overseas flying they flew 2,416,000 hours training in the continental 
United States, consuming 241,600,000 gallons of gasoline. 

5. Two-thirds of all the aircraft produced eventually found their way to 


overseas theaters as United States Army Air Force combat aircraft. 54 percent 

of these were lost due to enemy action and other causes. Losses of aircraft on 

combat missions was only 0.7 percent of those dispatched against the enemy. 
6. A complete tabulation of P-47 operatienal statistics follows: : 


P-47—1943 to August 1945 
NN cla ao aes seo 545, 575 
2 a re Se Se ee ee eaeeeee Seb SRSeC Eten ee wma sme emer ae 132, 482 
Rounds of ammunition: 
 ncicidicth ie Hee neeu en catnsguer cexe=o- , _ 134, 899, 415 
Cannon : 755 
59, 567 
URE IID i inieninrst wae pie ik wot 1, 352, 810 
Total hours _. 1,933, 596 
Gasoline consumed 


Combat losses: 
Enemy aircraft 
Antiaircraft__ 
Other... 
iC)” 
Noncombat losses: 
Due enemy ------- 
Other 
Rc aes 


oe a 
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P-47—1943 to August 1945—Continued 


Claims against enemy: 
Destroyed: 


Damaged: 
i 
Ground _ __- 


Total 


Aerial combat box score (percent) 

Combat loss rate per sortie, less than (percent) _-_- 
Total loss rate per sortie, less than (percent) 
Continental Air Force P—47 flying time__ 


SuMMARY OF KorREAN WAR OPERATIONS OF ReEpusBLic F-84 THUNDER! 


The Republic F-84 Thunderjet fighter-bomber went into action in the Kor 
conflict on December 7, 1950, and participated during the entire 3% years of 
hostilities. At one time or another 9 wings of Thunderjets were employed b: 
the United States Air Force and Strategic Air Commands. 

General Curtis E. LeMay, Commanding General of SAC, stated: ‘‘Without the 
F-84 the history of our effort in Korea might have been very different indeed.” 

The 900 Thunderjets employed in flying 140,000 combat sortics totaling 
221,798 hours: 

Destroyed or damaged 200,807 buildings; 2,317 vehicles; 4,846 gun positions; 
167 tanks; 259 locomotives; 588 bridges; 3,996 railears. 

Inflicted 10,673 rail cuts. Fired 20,258,200 rounds of .50 caliber ammunition, 
fired 22,396 rockets. Dropped 42,910 tons of bombs and 5,251 tons of napalm 

Mr. Courtnry. Mr. Davis, I don’t know whether you are familiar 
with the format we have been employing, but we have some general 
information which we put in the record at the time the company com- 
mences its presentation, 

So we may follow the same format in your case, I will read off the 
figures as they appear to us from your records, and | will ask you, 
please, to confirm them, or correct the om as the case may be. 

We start, as you know, in the year 1952. I take it that the calet 

ear is also your fiscal year? 

Mr. Davis. Yes, sir, it is. 

Mr. Courtney. During the period 1952 
renegotiation of the company’s operations? 

Mr. Davis. No, sir. 

Mr. Courtney. Whatever renegotiation occurred, i 
was prior to this time? 

Mr. Davis. It took place prior to 1952 

Mr. Courtney. The figures with ‘which we’ will 
effect to renegoti: 1tion in whatever form it took? 


Mr. Davis. That is right. 
Mr. Courtney. Prior to that time? 
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Mr. Davis. That is correct. 

Mr. Courtney. Are there any renegotiations pending at 
moment? 

Mr. Davis. Yes, sir. The year 1952 is pending. 

Mr. Courtney. That is still pending? 

Mr. Davis. Yes, sir. 

Mr. Courtney. And undetermined as of this time? 

Mr. Davis. And all years subsequent to this time. 

Mr. Courtney. Let’s go to the stock issued by the company. 
December 31, 1952, there were 1,105,946 shares outstanding. 

Mr. Davis. Yes, sir. 

Mr. Courtney. Of a par value of a dollar? 

Mr. Davis. That is correct. 

Mr. Courtney. Per share. 

You had no stated value on the books of the company for those 
shares? 

Mr. Davis. That is correct. 

Mr. Courtney. At that time there was paid-in capital of $1,966,038 
against these shares. 

Mr. Fogo. Additional. 

Mr. Courtney. Additional paid-in capital? 

Mr. Davis. $1,966,038. 

Mr. Courtney. And at the same time there was retained, had been 
retained in the business out of earnings, a surplus account of 
$15,975,800? 

Mr. Davis. That is correct. 

Mr. Courtney. Passing on to the year just closed, 1955, at that 
time there were outstanding 1,472,013 shares. Would you explain 
the difference in ihe number, very briefly? 

Mr. Davis. The increased number of shares between the years 
1952 to 1955 arise out of the stock dividends that were paid during 
that period. 

Mr. Courtnry. We will come to those as we discuss dividends. 

Mr. Davis. Yes. 

Mr. Courtney. That accounts for the difference? 

Mr. Davis. Yes, sir. 

Mr. Courtney. The numerical difference? 

Mr. Davis. Yes, sir. 

Mr. Courtney. At this period there is still no stated value of the 
stock on the books of the company. You have at this time additional 
paid-in capital of $13,816,021? 

Mr. Davis. Yes, sir. 

Mr. Courtney. At the same period you have a surplus retained 
out of earnings for use in the business of $27,518,118, is that correct? 

Mr. Davis. That is correct. 

Mr. Courtney. Your net worth in 1952 was $19,047,784, and at 
the end of last year, $42,806,152? 

Mr. Davis. That is correct. 

Mr. Courtney. Of dividends, you paid in 1952 $1.25 per share 
plus a 10-percent stock dividend? 

Mr. Davis. Yes, sir. 

Mr. Courtney. And in 1953, the same amount, plus a 10-percent 
stock dividend. 

Mr. Foco. $1.50. 





AIRCRAFT PRODUCTION COSTS AND PROFITS 2381 


Mr. Courtney. $1.50, I am sorry, plus a 10-percent stock dividend 

In 1954 a $2 dividend and a 10-percent stock dividend, and in 1955, 
a $3 dividend and 10 percent stock. 

Considering your company-owned property versus the Government- 
owned property in use and work on these contracts, as of the close of 
last year, you had in work and in use on these contracts Government 
property of a stated value of $1,292,956? 

Me. Davis. Yes, sir. 

Mr. Courtney. Is that correct? 

Mr. Davis. That is correct. 

Mr. Courtney. Does that include plant as well as machinery? 

Mr. Davis. That includes principally all machinery and machine 
tools, plus an extension of a runway at the Farmingdale plant. 

Mr. Courtney. That is the value that is assigned to this type of 
property by the Government, as of the close of last year? 

Mr. Davis. Yes, sir. 

Mr. Courtney. In other words, that is the figure supplied to you 
and not created by you? 

Mr. Davis. Part of it is the facilities that are purchased by us. 

Mr. Courtney. For the account of the Government? 

Mr. Davis. For account of the Government, on a facilities contract. 

Mr. Courtnny. Then carried—— 

Mr. Davis. The value of which we know because we pay for it. 
And in addition to that, there are facilities which are furnished to 
us out of the reserve pool on which we are given stated values for 
accountability. 

Mr. Courtney. There is no depreciation or amortization of any 
kind applied against this account? 

Mr. Davis. No, sir. 

Mr. Courtney. It is cost as known to you or supplied to you by 
the Government? 

Mr. Davis. Yes, sir. 

Mr. Courtney. Passing over to the company-owned property in 
work at the same period, the total investment in plant of the company 
in this period was at the cost of $18,134,352, against which you have 
been allowed a depreciation— and I ask you if you have been allowed 
the depreciation? 

Mr. Davis. Yes, sir. 

Mr. Courtney. Is that the tax rate of depreciation or is it the 
so-called true depreciation? 

Mr. Davis. That is the tax rate depreciation. 

Mr. Courtney. Tax rate, of $6,988,407. So that on December 31, 
1955, the company-owned property in work and in use on these 
contracts was $11,145,945, or substantially the equivalent of the 
Government’s original investment in its properties. 

Mr. Davis. Yes, sir, that is correct. 

Mr. Courtney. In your statement you indicate—your prepared 
statement, which I will refer to in a moment—that the plant in use 
on these contracts is a Government-owned plant under the adminis- 
tration of the General Services Administration for which you pay 
a rental? 

Mr. Davis. Yes, sir. 

Mr. Courtney. That rental, of course, is charged against the 
various contracts; is it not? 
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Mr. Davis. That is correct; yes, sir. 

Mr. Courtney. Just so we may orient ourselves at this point, 
that plant is located where? 

Mr. Davis. In Port Washington, Long Island. 

Mr. Courtney. Now of rentals in the year 1952 for that plant and 
the other Government properties under contract, you have paid 
$163,000 in 1952. Is that a final figure or is that an adjusted figure? 

Mr. Davis. The rental payments made in 1952 through 1955 were 

aid to the General Services Administration for use of the Port 
Vashington plant plus a small amount of machinery that they have 
in that plant. The rent applies to that only and does not relate to 
the $12,292,546 of Government property. 

Mr. Courtnry. We would understand that on the Government 
property account, as you show it here, there is no rental? 

Mr. Davis. That is correct. 

Mr. Courtney. But on property of the Government under the 
custody of a different department of the Government, you do pay 
a rental? 

Mr. Davis. That is correct. 

Mr. Courtnry. Which is charged against these Government 
contracts? 

Mr. Davis. That is correct. 

Mr. Courtney. Which is the sum shown opposite each year? 

Mr. Davis. Yes, sir. 

Mr. Courtney. Commencing with 1952, $163,000. In 1953, 
$156,000; and in 1954 and 1955, $155,000 in each year? 

Mr. Davis. That is correct. 

Mr. Courtney. I take it that all of those sums have been distrib- 
uted against the various contracts which we will discuss? 

Mr. Davis. Yes, sir. 

Mr. Foco. Percentage of Government sales. 

Mr. Courtnry. Yes. 

In this period we have from your report, sales to the Government 
of your products, in 1952, were 99.5 percent of the company’s total 
business; in 1953, 97.6 percent; in 1954, 99.2 percent; and in 1955, 
99.9 percent. 

Who got their head under the tent and for what? 

Mr. Fogo. Is that spare parts for that one-tenth of 1 percent? 

Mr. Davis. They may have been spare parts for the amphibian 
Seabee, which, of course, we still have to supply parts for and things of 
that nature. 

Mr. Courtney. In considering the distribution against these vari- 
ous contracts, 6 of them in number, which we will discuss as a part 
of your presentation, using only 1 as a sample or a format for the 
information and guidance of the committee in considering the whole 
presentation, there are certain sums of general overhead, manufactur- 
ing and engineering costs which are distributed throughout the 
contract. 

So we may understand your accounting practice, will you state the 
items that go into the general administration account and the method 
by which it is applied against the different contracts? 

Mr. Davis. We use a job-order basis for each contract. 

Mr. Courtney. Is that a dollar amount? 

Mr. Davis. The system of a—— 
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Mr. Courtney. Yes. 

Mr. Davis. The job-order system is used for each contract. We 
have three pools of direct labor, which would include the engineering 
labor, the tooling labor, and the production labor. 

We then have three groups of overhead expenses—those which 
apply to the manufacturing operations, the engineering activities and 
all of the general administrative expenses of the company. 

The manufacturing overhead is applied to the respective contracts 
on the basis of the direct labor dollar which is used in the performance 
of them. 

The engineering overhead is applied on the basis of direct engineering 
labor dollars used in the performance of the contract. 

Part of the manufacturing overhead is also applied to the direct 
tooling labor that goes into each contract. 

The general administrative expenses of the company are allocated 
on the basis of all of that direct labor going into each contract. 

Mr. Courtney. That is the accounting practice which we will 
follow through these various contracts? 

Mr. Davis. Yes, sir. 

Mr. Courtney. With reference to the officers’ salaries which are a 
part of general administration and which are distributed through the 
contracts, in the report made to the committee, you speak of a profit- 
sharing plan. 

Will you explain how that plan operates and how the profits are 
distributed and over what group, throughout what group? 

Mr. Davis. On January 17, 1946, the board of directors estab- 
lished a profit-sharing plan for officers and top administrative em- 
ployees. The allocation is of a discretionary nature. 

Mr. Courtney. In each year? 

Mr. Davis. In each year. The amount each year is determined 
by a formula calling for 10 percent of the first $5 million and 15 per- 
cent of all additional earnings before Federal taxes, after deducting 
5 percent on the capital as of the beginning of each year. 

There cannot be any distribution of the profit-sharing plan unless 
at least a dividend of 50 cents has been paid in each year on each out- 
standing share of stock. In April of 1946 that plan was approved by 
the stockholders. 

Mr. Courtney. Is that the plan which is still in operation? 

Mr. Davis. Yes, sir. The payments are determined by a com- 
mittee of the board of directors, none of whom can be officer-direc- 
tors. In its discretion, they determine the amount to be paid, who 
the participants will be, and the amount to be awarded to each par- 
ticipant in the different years. 

However, the amount that they in their discretion can distribute 
cannot exceed the formula. 

Mr. Courtney. It may be less than the formula, but not more? 

Mr. Davis. It cannot be more. It may be less, and has been less 
than the formula. 

Mr. Courtney. Was that less as a whole or less in individual cases? 

Mr. Davis. Less as a whole. 

Mr. Courtney. That is a discretionary matter when you make the 
allocation by action of the board of directors? 

Mr. Davis. Yes, sir. 

Mr. Courtney. I just wanted to get that clear. 
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How many, in numbers, participate in this plan over the years? 
Let us take the period we are considering, the past 4 vears, so we will 
have it in relationship to these figures. 

Mr. Davis. In 1952, 151 persons participated and in 1955, there 
were 211 persons participating. 

Mr. Courtney. Is the profit-sharing sum paid out in a single year 
or is it paid out over a period of years? 

Mr. Davis. The awards, themselves, are paid out in cash each year. 

Mr. Courtney. Is there anything further that we should under- 
stand about this profit-sharing plan? 

I notice you state in 1 or 2 instances in the course of your answers 
to the committee’s questionnaire, that the profit-sharing sums are 
not charged against some of these contracts. 

Would you explain that to us so we may follow it? 

Mr. Davis. Since the company established this profit-sharing plan 
in 1946 we have never asked nor sought for the allowance of it as a 
charge to Government contracts. 

The plan, itself, was put into effect as a true profit-sharing plan in 
1946, but did not pay out anything until the year 1950. And at no 
time have we charged any of the awards under it to any Government 
contract. 

Mr. Courtney. That is the explanation of the statement which 
you make in answer to all of the six contract questions? 

Mr. Davis. Yes, sir. 

Mr. Courtney. That none of the costs which appear here, in these 
answers, represent profits shared under the plan which vou have in- 
dicated, as a cost? 

Mr. Davis. That is correct. 

Mr. Courtney. That of course is not true of the salary account, 
is that right? 

Mr. Davis. That is correct. : 

Mr. Courtney. Salary account are distributed and contributions 
and the like are distributed on a percentage basis? 

Mr. Davis. Yes, sir. 

Mr. Courtney. Throughout various contracts and over the periods 
in question? 

Mr. Davis. The salaries are included in the general and adminis- 
trative expenses of the company and are distributed proportionately 
over all of the contracts. 

Mr. Courtney. Mr. Chairman, we have a statement of the salaries 
with the profits shared, in answer to the committee’s questionnaire, 
for the period 1952 to 1955. 

For the president, it appears, the salary of Mr. M. I. Peale, is 
$79,500 in 1952, 1953, and 1954, and $87,464 in 1955. 

The profit-sharing, which comes out of earnings and is not assigned 
to the Government contracts, in 1952 was $40,739, $32,390 in 1953, 
and in 1954 and 1955, it was $20,000 in each year. 

For Mr. W. G. Bain, vice president, who first came with the com- 
pany in 1954, a salary of $55,833, and in 1955, a salary of $63,185, and 
a $14,000 bonus. 

For Mr. L. L. Brabham, vice president, in 1952, salary of $22,090, 
with a bonus of $6,561; in 1953, $25,000 with a bonus of $18,738; 
in 1954, $25,000 and a bonus of $18,739—you picked up $1—and in 
1955, $27,548 in salary and $18,800 in bonus. 
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For Mr. K. Ellington, vice president, commencing in 1955, $24,367, 
with a $9,000 bonus. 

For Mr. A. Kartv eli, in 1952, $50,980 salary with a $34,404 bonus; 
in 1953 a salary of $50,880 and no bonus; in 1954, $51,030, and no 
bonus; and in 1955, $56, 053 and no bonus; in 1952, Mr. H. Lehne, a 
salary, in 1952 only, of $22,083; for Mr. T. A. Murphy, vice presi- 
dent, in 1952, a salary of $34, 980, with a bonus of $18,638; in 1953, 
a salary of $34, 980, with a bonus of $5 969; in 1954, the same salary 
and the same bonus; and in 1955, a salary of $15,000 and a bonus y 
$12,000; Mr. J. J. Ryan, vice president, in 1952, 1953, and 1954, 
salary of $31,800 in each year, and a profit-share of $21,015 in 1952: 
in 1953, $27 025; in 1954, $12,026; and in 1955, a salary of $35,113 
with a bonus $12,100; Mr. M. F. Scanlon, vice president, in 1952, a 
salary of $19,080 with a bonus of $8,833; in 1953, a salary of $19,650 
with a bonus of $11,359; in 1954 and 1955, a salary of $20,000 in 
each year with a bonus in 1954 of $11,358 and a bonus in 1955 of 
$11,400; for Mr. Davis, treasurer, in 1952, a salary of $37,100 and 
the same salary in 1953, and 1954, with bonus in 1952 of $24,853; in 
1953 of $11,961; and in 1954 of $11,962. In 1955, a salary of $40,859 
and a bonus of $12,000; Mr. J. A. Thompson, the secretary, first with 
the company in 1955, as an officer, $20,000 salary and $4,500 bonus; 
Mr. H. C. Pillman, assistant secretary, in 1954, a salary of $18,485 
with a bonus of $7,945, and in 1955, $18,500 salary with a bonus of 
$8,700; Mr. M. G. Veckman, in 1952, a salary of $16,960 and the 
same salary in 1953, with a bonus in 1952 of $7,116 and $9,151 in 
1953; in 1954, a salary of $18,417 and a bonus of $9,200; and in 1955, 
a salary of $18,500 and a bonus of $9,600. 

The salaries are only distributed over these contracts, to repeat the 
the question. 

Now with reference to contributions which are carried as a part of 
your overhead, will you refer please to the sheet covering that. You 
have answered the question only as to dues or contributions paid to 
Aircraft Industries Association. Do you have any dues or contri- 
butions paid to any other organizations or any other sources which in 
any way appear as a part of general overhead and in any way are 
distributed to any of the contracts we have in question? 

Mr. Davis. We have paid — dues to the Manufacturers 
Aircraft Association. In 1952 we paid them $114,064; in 1953, we 
paid $76,160; in 1954, $53,228; nat in 1955, $56,161. 

Mr. Courtney. What type of service is rendered by that associa- 
tion? 

Mr. Davis. The Manufacturers Aircraft Association is a cross- 
licensing arrangement for the use of industry patents. 

Mr. Courtney. Those fees are on a schedule basis? 

Mr. Davis. Those fees are paid on the basis of your sales per year. 

Mr. Courtney. Would that figure, or those figures be reflected in 
your distribution of general administration? 

Mr. Davis. Yes, sir. 

Mr. Courtney. Against these contrac ts. 

Any other associations not listed, that is, any other groups? 

Mr. Davis. Of amounts less than $1,000, we have paid to the Na- 
tional Security Industry Association amounts less than $1,000. 

Mr. Courtney. Over the 4-year period? 
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Mr. Davis. In 1952 there was nothing; in 1953, $400; in 1954, $650; 
and in 1955, $550. 

Mr. Courtney. In answering the questionnaire, you have specified 
Aircraft Industries Association: For 1952, $37,909: in 1953, $68,710: 
and in 1954, $52,959? 

Mr. Davis. Yes, sir. 

Mr. Courtney. All of those costs appear as a part of your general 
overhead and are distributed? 

Mr. Davis. Yes, sir. 

Mr. Courtney. With reference to question 31 having to do with 
retired personnel of the Military Establishment, you have answered 
that question by stating that there are two officials of the company 
who are retired. You have Martin F. Scanlon, vice president, who is 
a retired brigadier general of the United States Air Force. In your 
questionnaire, you state that he performs special assignments for the 
president of the company. His salary and his bonuses have appeared 
in your general officer statement, or your officer statement which I 
have just read. 

Would you indicate what those services are? 

Mr. Davis. He acts as liaison between the company and the various 
branches of the Government. The prompt receipt and distribution 
of information from and to these sources is essential to our company 
inasmuch as we are a supplier to the Government. 

Mr. Scanlon is also liaison with the embassies and the military 
missions of the various countries which utilize our aircraft. His 
special assignments, for example, might consist of visiting Europe to 
review the NATO requirements with respect to the maintenance and 
support of our aircraft by those countries. 

Mr. Courtney. Specifically, does he have anything to do with the 
sale of your products? 

Mr. Davis. No, sir, he does not. He has no part in sales nor in 
negotiating contracts. 

Mr. Courtney. Would we understand that he has to do with the 
technical matters relating to the performance of the aircraft? 

Mr. Davis. Yes, that would be included in his duties. 

Mr. Courtney. In each of these contracts, without detail, you have 
specified the amount of salary which has been applied to the various 
contracts in question, and they differ with respect to various contracts? 

Mr. Davis. Yes, sir. 

Mr. Courtney. No part of the profit-sharing, however, is assigned 
directly? 

Mr. Davis. No profit-sharing is applied, that is right. 

Mr. Courtney. Mr. James Colovin is likewise a retired United 
States Air Force officer. Will you explain what his duties with the 
company are? 

Mr. Davis. He acts in liaison between the company and branches 
of the Armed Forces which are equipped with our aircraft on technical 
and engineering matters. He does not participate in sales of the 
company’s products nor does he associate himself with contract 
matters and negotiations. He is strictly a technical representative. 

Mr. Courtnry. The amount of his salary likewise is distributed in 
various instances, as are indicated in the several questionnaire answers? 

Mr. Davis. Yes, sir. There is one other person that I would like 
to bring to your attention, who is not included in the questionnaire 
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because the action happened subsequent to the filing of the ques- 
tionnaire. 

In August of 1953 Alden R. Crawford resigned from the United 
States Air Foree with the rank of major general. He subsequently 
was employed by our subsidiary, the Republic Aviation International, 
in Europe, to administer a program which was then under contract 
in Europe to develop sources for the manufacture of F—84 spare parts 
for the aircraft which were being delivered at that time to the North 
Atlantic Treaty Organization countries. 

Since we furnished the information to your subcommittee in 
October, Mr. Crawford has been elected a vice president in charge of 
our European operations. So that he now is employed by Republic 
Aviation Corp. That election was made in October of 1955 and part 
of his duties is to administer our field service activities in Europe in 
connection with the NATO use of our aircraft. 

He likewise has nothing to do with sales, nor does he participate in 
the negotiation of contracts. 

Mr. Courtney. I would understand from your statement that until 
1955 no part of his salary or other charges have been assigned or 
assessed directly against any of the Government contracts with which 
we are concerned here this morning? 

Mr. Davis. Up until November 16, 1955, he was employed and 
paid by Republic International. : 

Mr. Courtney. I guess I omitted one thing. The total amount of 
money in the 4 years paid out under the profit-sharing plan and dis- 
tributed as you indicated was what in 1952, 1953 and 1954 and 1955 
Mr. Davis, please? 

Mr. Davis. The amounts distributed under the profit-sharing plan 
in 1952 was $760,294; in 1952, the amount paid out was $500,327: 
the amount paid in 1953 was $760,294; paid in 1954 was $825,134: 
and paid in 1955, was $831,600. ies 

Mr. Courtnny. Let us take a specific contract, in this instance, the 
one for the F-84F 

Mr. Hesert. Members of the committee, are there any questions 
now in the area of the general statements which have been made? 

Mr. Neuson. Mr. Davis, what particular aircraft are you manufac- 
turing now? . 

Mr. Davis. We are presently in production on the F-84F and the 
RF-84F. 

Mr. Netson. What is that called, the Thunderbolt? 

Mr. Davis. No, sir. The 84F is known as the Thunderstreak and 
the RF, waich is a photoreconnaissance version, is known as the 
Thunderflash. 

Mr. Netson. Is the F-84F the aircraft that proved superior to 
the MIG in Korea? 

Mr. Davis. I would like to have Mr. Brabham answer that. 


TESTIMONY OF MR. L. L. BRABHAM, VICE PRESIDENT, REPUBLIC 
AVIATION CORP. 


Mr. Brasuam. The 84F did not get in combat in Korea. We had 
the F-84E Thunderjet in combat in Korea. 

Mr. Neuson. That was the aircraft that proved superior to the 
MIG with American pilots? 
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Mr. Braspaam. Actually, the F-84 Thunderjet had a principal role 
as fighter-bomber in Korea, and most of its missions were in fighter- 
bomber missions 

Mr. Netson. I would like to pursue a question which [ think very 
interesting, and that is: How much money do you spend on research 
and development in aircraft each year? 

Mr. Davis. We have two types of expenditure for research and 
development. One would be under paid contracts with the Govern- 
ment, and the other would be expenditures made by the company and 
included in its general administrative expenses. 

In 1952 we spent, as part of general administrative expense, 
$190,500. 

Mr. Neutson. What I want to find out, is how much Republic 
spent of its own money on development, which is nothing; is it? 

Mr. Davis. All the development and research expenses are reim- 
bursed to the company either directly in a contract or indirectly 
through a distribution of its overhead expense. 

Mr. Newson. As a matter of fact, so far as Republic is concerned, 
when we talk about private enterprise in the aircraft industry, your 
research and development, your profits, your capital investment is 
all dictated by the Government; isn’t it? 

Mr. Davis. Largely so; yes, sir. 

Mr. Neutson. You have 99.9 percent of Government business. 
They tell you what profit you can make. They renegotiate your 
contracts. They tell you how much to spend on research and de- 
velopment. They dictate the model of plane that you shall build; 
is that right? 

Mr. Davis. Yes, sir. 

Mr. Newtson. Thank you, Mr. Chairman. 

Mr. Hésert. Mr. Gavin. 

Mr. Gavin. Following your particular line of reasoning, I would 
say that the Government has been fair and equitable, wouldn’t you 
say, from the looks of your statements, in the determination of what 
profits you will make? 

Mr. Davis. It would seem so; yes, sir. 

Mr. Gavin. How many contracts and the amount are yet to be 
negotiated, renegotiated with the Government, and how far back 
do they go? 

Mr. Davis. We have yet to be renegotiated for the business done 
in 1952 and years subsequent to that. 

*« Mr. Gavin. 1952 and years subsequent? 

Mr. Davis. Yes, sir. 

Mr. Gavin. What is the total amount of those contracts, approxi- 
mately? 

Mr. Davis. May I give that to you in terms of sales for those years’ 

Mr. Gavin. Any way you want to give it. 

Mr. Davis. The aggregate sales in the 4 years total $1,677 million. 

Mr. Gavin. $1,677 mhillion of Government money that is tied up 
in your business; is that right? It has to be renegotiated. It hasn’t 
been renegotiated. 

Mr. Davis. Not tied up in the business, sir. That was the aggre- 
gate sales for the 4 years, that have not vet been renegotiated. 

Mr. Gavin. The contracts have not been renegotiated. You 
haven’t settled with the Government vet. It is tied up in those 
contracts. 
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What I am getting at—it is a considerable sum of money. I am 
wondering why the Government doesn’t renegotiate and get some of 
these contracts terminated and settled up with your company. 

Mr. Davis. We feel that way, also, sir. We would like to have 
that done. 

Mr. Gavin. I am glad to hear you say that. 

In view of the fact there is evidence on your part that you are 
ready to negotiate, vou want to negotiate, you want these contracts 
taken care of and cleaned up and settlement made between you and 
the Government? 

Mr. Davis. Yes. 

Mr. Gavin. On progress payments, approximately what amount 
does the Government advance after you have agreed and determined 
upon @ contract on a particular type of plane, what progress payments 
do they make on the unfinished and unshipped product? 

Mr. Davis. We receive approximately 75 percent of the costs 
incurred on the respective contracts, after the work has been done 
and the money expended. 

Mr. Gavin. But they do advance payment while the work is in 
production? 

Mr. Davis. Yes. The work has to be done and the expenditure 
made before you can obtain the progress payment. 

Mr. Gavin. They advance money to you while the work is in 
progress. Progress payments are made on the contract. They don’t 
wait to pay you until you finish the job and turn the plane off the 
job. They make progress payments to you? 

Mr. Davis. That is correct. 

Mr. Gavin. What percent do they make to you while the contract 
is in progress? 

Mr. Davis. Seventy-five percent of our costs. 

Mr. Hésert. Mr. Bates? 

Mr. Bates. Mr. Chairman, I just want to inquire concerning the 
bonuses. 

Isn’t it generally known in the trade the factors which the purchas- 
ing officer permits and the Renegotiation Board permits as far as 
costs are concerned? 

Mr. Davis. Yes, sir. 

Mr. Bares. In other words, you did know that many companies 
do charge these bonuses as a part of the cost to the contract? 

Mr. Davis. I don’t know what they do. I have no knowledge of 
what other companies would obtain in their costs. However, ours 
is strictly a profit-sharing plan assuch. We do not seek any allowance 
for it in the cost of these contracts. 

I think many other companies have incentive-type bonus plans— 
at least they call them that—and they are, I believe, included in the 
cost. 

Mr. Bates. It all adds up pretty much to the same, whether it is 
before or after. It is a reflection of efficiency? 

Mr. Davis. Yes, sir. 

Mr. Bares. Profit sharing, whether it is before or after—they call 
them incentive and you call it profit sharing. But all of it is to stimu- 
late the work and do a better job, I would presume. 

Mr. Davis. That is correct. 
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Mr. Bates. At least you might have learned something here, in 
this particular hearing, insofar as the other companies are concerned. 

Mr. Gavin. Mr. Chairman, just another brief inquiry. What 
effort is made on your part, the company, to get together with the 
Department of the Navy or the Department of the Air Force to get 
this renegotiation expedited? How extensive—do you say, ‘We are 
ready to do business now. We would like to have you come in and 
let’s get this matter settled up’’? 

What effort on your part is made to get these matters settled? | 
want to find out where the fault lies, whether it is the fault of the 
Government or your fault, whose fault it is, where these contracts are 
completed and renegotiated. Four years is fairly ample time, don’t 
vou think, to get these matters cleaied up? 

Mr. Davis. Yes, sir, 1 think it is. The only thing I can say, sir, 
is that we file all the necessary reports and information on a timely 
basis with the people concerned and bevond that there isn’t very much 
that we can do. 

Mr. Gavin. I have no further questions. 

Mr. Hess. Mr. Chairman. 

Mr. Héserr. Mr. Hess. 

Mr. Hess. Do I understand this correetly. The Navy or the Air 
Force has nothing to do with that. That is the Renegotiation Board, 
isn’t it? 

Mr. Davis. That is the Renegotiation Board itself. 

Mr. Gavin. In vour corporation or the industry, they have com- 
pleted their work, and the Department of the Army, Navy, and Air 
Force completed their work, and thea the Renegotiation Board have 
been the ones that have beeu lax i1 not expediting these contracts and 
getting them cleared up and cleaned up so that settlement can be 
made. In other words, vou say there is $1,677 million tied up that has 
vet to be finally determined by the Government, or this Renegotiation 
Board, is that right? 

Mr. Davis. That is the total sales to be renegotiated. 

Mr. Hésert. Mr. Courtney. 

Mr. Courtney. Mr. Davis, so we may follow your accounting prac- 
tices on all six contracts, let us take up Air Force contract 33(038)- 
14803, which is a contract for the F-84 aircraft, which was initiated on 
July 15, 1950, and is still under performance by the company. This 
is a fixed-price, incentive-type contract. 

Will you tell us what the breakage is on the incentive? 

Mr. Davis. This is an incentive-type contract with an 80-20 per- 
cent split on the savings or the overruns, with a 15 percent ceiling on 
the amount of profit and a ceiling of 120 percent on the total. — 

Mr. Courtney. At this point we understand that the target price 
on this purchase of 510 aircraft has been agreed upon between your 
company and the Air Force, at $586,348 per unit. 

Mr. Davts. That is correct. 

Mr. Courtney. In considering your profit and incentive distribu- 
tion, that would be the target figure considered? 

Mr. Davis. Yes, sir. 

Mr. Courtney. Are you able to state now, and will you state for 
the record, the amount of profit determined as you have indicated it 
on the unit cost and target price which you just indicated? 

Mr. Davis. The unit profit is $36,604, which is 6.7 percent of the 
target cost. 
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Mr. Courtney. Does that 6.7 percent include any payments 
which you expect to receive as a part of the incentive? 

Mr. Davis. No, sir. 

Mr. Courtney. Was the 6.7 percent the figure that was the 
negotiated percentage at the time you entered into the contract? 

Mr. Davis. Yes, sir. 

Mr. Courtney. As we consider all of these contracts, what is the 
range of percentage of profit directly computed by percentage which 
prevails over the contracts we have here in question, how high and 
how low? 

Mr. Davis. This 6.7 percent is the low, and the high is the 8.5 
percent of the target. 

Mr. Courtney. In the six contracts with which we are concerned? 

Mr. Davis. Yes, sir. The profit is 6.7 percent, 7.5 percent, 8 
percent, and 8% percent. It varies within that range. 

Mr. Courtney. Since this is a 1950 contract, has the range of 
profit as you have indicated been raised as we have come from 1950 
1950 on to 1955, in negotiations? 

Mr. Davis. Yes, sir; the profit has increased from this 6.7 percent 
up to this 8 percent which we currently have on our contracts. 

Mr. Courtney. With respect to the percentage incentive distribu- 
tion, are all of the contracts that we are considering here on the 80—20 
percent basis? 

Mr. Davis. Yes, sir. 

Mr. Courtney. Mr. Chairman, this happens to be a very readable 
and understandable pamphlet, in response to these questionnaires. 
It is hardly necessary to repeat for the record the percentages of 
various items that are allocated against this particular contract. 

Mr. Hess. Put it all in the record. 

Mr. Hésert. Mr. Courtney, for the sake of time, the net target 
price of the product and profit? 

Mr. Courtney. I have just given that by way of unit cost. You 
have given the target price as $586,348, and the profit? 

Mr. Davis. $36,604. 

Mr. Courtney. Per unit, over 510 aircraft? 

Mr. Davis. That is correct. 

Mr. Courtney. This contract has not been completely finished, 
has it? 

Mr. Davis. The aircraft have been completed. There are still 
some parts to be furnished on that. 

Mr. Héserr. That is the top target, or is that the low target? 

Mr. Davis. That is the low target in terms of percentage. 

Mr. Hésert. What was the top target? 

Mr. Davis. 8% percent. 

Mr. Hésert. I mean dollarwise. 

Mr. Davis. $41,107 

Mr. Hésert. No, the top cost. In other words, your low target 
is 500-plus, as the cost of the aircraft, and your profit of $36,604. 
Now, what was your top? In other words, what I am trying to 
develop here is what was your original top target price? 

Mr. Courtney. What was the original unit cost? 

Mr. Davis. That is the original 

Mr. Hésert. Haven’t you reduced the cost of the aircraft? 

Mr. Davis. On follow-on contracts. 

74721—56——70 
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Mr. Héserr. In following contracts? 

Mr. Davis. Yes, sir. 

Mr. Hésert. What is the low in the contracts? 

Mr. Davis. The unit profit- 

Mr. Hf&serr. No; unit price first. 

Mr. Davis. $244,381, and the unit profit is $18,102. 

Mr. Héserr. That is the two extremes. 

Mr. Courtney, you have six contracts there? 

Mr. Courtnry. Yes, sir. 

Mr. Héserr. I suggest in order to expedite it, that you insert the 
six contracts at this point in the record, showing all of the figures, 
without having to read it out. 

Mr. Courtney. That was my purpose, Mr. Chairman. Each one 
is in very great detail. 

Mr. Héperr. It will show in the record. 

(The information follows:) 


Repusiic AviaTION Corp. ANSWERS TO QUESTIONNAIRE 


1. The information set forth in this report relates specifically to the initial 
contract issued to Republic Aviation Corp. on July 15, 1950, for the manufacture 
of F84F aircraft. All information submitted in this report is current as of June 
30, 1955, unless otherwise specified. Contract prices have been rounded off to 
the nearest dollar. Where percentages of the total are requested, we have used 
a weighted average for the period from the third quarter of 1950 through the 
second quarter of 1955. 

. Contract AF33(038) 14803. 

. AF33(038) 14803 is a fixed-price incentive-type contract. 

. Letter of intent, dated July 15, 1950. 

. Same as (4) above. 

6. The total contract price is $368,387,379, including allotted funds which 
have not yet been approved amounting to $13,915,266 for the procurement of 
additional spare parts and the cost of contractor change notifications issued 
under this contract. This is the overall contract price for the various items 
specified therein. It includes the consideration for the manufacture of 510 
F84F aircraft, 2 prototype aircraft, spare parts, tooling, ground handling equip- 
ment, handbooks, engineering services, the development of this type aircraft, 
and technical assistance to General Motors Corp., a second source of supply for 
the F84F airplane. 

7. The average unit sales price (target price) for the 510 F84F aircraft furnished 
under this contract is $586,348. 

8. (a) The cost of raw material fabricated by our company is $8,879,182. 

(b) Direct labor costs expended by our company in the performance of this 
contract are $45,223,627. This sum represents manufacturing and tooling direct 
labor. Engineering direct labor is reflected in the reply to 8 (f). 

(ec) Manufacturing and tooling overhead charged against this contract is 
$70,596,655 which is 21.7 percent of the total. General and administrative over- 
head is included in 8 (d) and engineering overhead in 8 (f). 

(d) Administrative costs charged against this contract are $3,902,639, which 
is 18.3 percent of the total. 

(e) The premium portion of overtime compensation charged against this 
contract is $4,801,156, 

(f) Engineering costs (including research costs) charged to this contract are 
$15,906,120, which is 23.8 percent of the total. 

(g) Development costs charged to the contract are $177,129, which is 15.6 
percent of the total. 
~ (h) Researth costs charged to this contract are $121,330, which is 21.2 percent 
of the company total. This amount is also included in the reply to question 8 (f). 

(i) The total dollar value of all commitments plaeed under this contract as of 
August 31, 1955, is $200,916,019. The information requested on subcontracts in 
excess of $100,000 is reported in exhibit A, 
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Exuisit A.—Contract AF33(0388) 14803—Contractor project . 


Date of pur- 


Te -urchase order » 
Vendor Purchase order No.| chase order 





Admiral Tool . Die Co., 45-10 Vernon Blvd., Long 2-20-71201 | Sept. 15, 1952 | 
Island City, N. Y. 
Adel division, Genera! Metals Corp., 10777 Van Owen 3-37953 ug. 24, 1951 
t., Burbank, Calif. 3-37972 | July 1, 1951 
Aeroproducts division, General Motors Corp., Munic- 2-71367 t. 26, 1952 
ipal Airport, Dayton, Ohio. 2-13 98114 M: 13, 1954 
se a Accessories Corp., 1414 Chestnut St, Hillside, 3-39201 | Js 21, 1953 


Aircraft Controls Co. division, Gorn Electric Co., 2-13-83411 1953 
Stamford, Conn. 2-13 90641 , , 1954 
Aircraft Products Co., Church Rd. & Crooked Lane, 2 Apr. 15, 1953 
Bridgeport, Conn. 
Airesearch Manufacturing Co., 288 Old Country Rd., $-45722 | July 25,1951 
Mineola, N. Y. $-3113 June 19, 1951 
38-3525 l 20. 1951 
Allied Engineering division, A International, Inc., 2-13-1065 | Apr , 1953 
230 Park Ave., New York, N. Y 2-13-1006 do 
Beech Aircraft Corp., Fast Central Ave., Wichita 1, -20- 5 Mar. 22, 1955 | 
Kans. , ae 
9, 1954 
3, 1955 
, 1954 | 
J 1955 | 
Benson Manufacturing Co., 1811 Agnes Ave., Kansas 2-20-7 2882 ‘eb. 12,1954 
City, Mo 
Bendix Aviation Corp., Bendix Products division, 2-23-14813 cc. 1,1952 
South Bend, Ind. | | 
Boyertown Industries, 23 North Walnut St., Boyer- 2-20-71183 t. 16,1952 1 170, 304. ! 
town, Pa. 2-46530 st. , 1951 160, 084. 
2-20-76391 | Nov. 12, 1952 | 126, 302. 
Bridgewater Machine Co., 68 Cherry St., Akron, Obio-__| 2-35260 | Mar. 27, 1952 830, 940. 6 
2-59905 ar. 11,1952 119, 446. 
2-35261 | Mar. 27, 1952 | 772, 744. 
2-21-95604 July 952 1 110, 892. 55 
H. W. Butterworth & Sons Co., Bethayres, Pa a 2-89196-: 21 | July 5 141, 668. ; 
-21-73504 %. 4 52 | 322, 754. 3 
1-83302 2c. 52 | 105, 000. 
City Tank Corp., 53-09 97th Pl., Corona, N. Y ae 2-17-95352 ar. 53 394, 475. 
2-14-82724 aC. . 124, 644. 93 
Clark Aiken Co., Lee, Mass ee 2-21-36402 | Apr. 952 128, 635. 7 
Cleveland Pneumatic Tool Co., 3781 East 77th St., | 2-94273 | July 952 287, 216. 
Cleveland, Ohio. | 2-23-14821 ac. 1, 1952 | 323, 010. 
2-23082 | Oct. 23,195 910, 291. 
37-15226 : ‘ 951 | , 027, 618. 02 
Columbus Axle Co., 5300 Harvard Ave., Cleveland, 2-20-71202 | Sept. 9: 155, 393. 
Ohio. 2-90661 | May 3 52 181, 180. 5 
2-23-20491 ‘eb. 24,195 106, 070. 
2-21-419 | . 18, 1952 | 223, 754 
2-21-95532 | July 25, 195: 129, 780 
2-23-36713 | § . 30, 195% 115, 962. 9° 
Cm Products, 1201 Rio Vista Ave., Los Angeles, | 2-23-20490 feb. 24, 195% 172, 660. 
ail, 
Control Instrument, 67 35th St., Brooklyn, N. Y.---__.| 2-58556 . 4,195 580, 385. 93 
2-23-64126 | Aug. 3, 195: 251, 301. 6 
Consolidated Tool & Products, 2450 East 23d St., Los 3-17-95350 rc. 5, 1952 172, 139. 82 
Angeles 58, Calif. 
F. W. Dixon, 1-3 Dock St., Cambridge, Mass. 4-76852 | Mar. 25, 195 168, 000. 
Douglas Aircraft Co., El Segundo, Calif. a) 3-13-6491 t. 22,1952 | 303, 637. 
Dukes Co., 2108 Southport Ave., Chicago 13, tl 2-23-38026 | Apr. 1,1 119, 073. 81 
Dunbar Kapple Co., Geneva, ni. 2 2-71176 | . 4,1952 | 143, 865. 0 
East Dayton Tool Co., Dayton 4, Ohio, Eclipse Pio- 4-15-23908 | Feb. 9, 1953 | 250, 000 
neer division. 
= < lene division, Bendix Aviation, Teterboro, 3-37895 | Jan. 3,19: 186, 679. 5 
ef 3-27723 A ay , 195 571, 506. 99 
Edo Corp., 13-10 111th St., College Point, } } 2-22-105849 ay 18, 195 140, 196. 96 
Electrol, Inc., Kingston, N. — SRE REEES 2-23-68750 | Sept. 25,1953 | | 206, 959. 00 
2-23-60227 | Feb. 29, 1952 77, 759. 00 
Elianef, 97-11 50th S8t., Corona, N. Y_..__----_---.--.-| 2-50722 | Jan. , 195% 91, 106. 00 
2-21-34583 | May 18,1953 | 20 
2-21-19779 | Jan. , 1953 164, 248. 00 
2-21-19724 s , 1952 | 107, 398. 60 
2-21-6245 , if 173, 657. 80 
2-21-6244 | Oct. 8,1952 | | 184, 665. 50 
2-21-9540 aC, , 195 508, 824. 00 
2-50722 t. 24, 19% 191, 106. 00 
2-20003 | Mar. 9,195 100, 466. 00 
Eaoiocring Is Industries, 1461 East Jefferson Ave., De- 4-15-95801 | July 24,1952 308, 810. 00 
t 7, Mich 
Engineering Research, Riverdale, M i 2-23-49471 , 19: 102, 420. 66 
Excelio Corp., 1200 Oakman Bivd., Detroit, Mich. ..-.| 2-64266 | Feb. 25, 159, 013. 00 
Fairchild Aireraft, Hagerstown, SS s4ds554q 4-15-20032 . 15, 1952 125, 000. 00 


1 Purchase order also applicable to other contracts. 
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Exurspit A.—Contract AF 33(088) 14803—Contractor —— 37—Continued 


Date of pur- 


Vendor Purchase order No. woe 
chase order 


Amount 


Ferro Machine & Foundry, 3155 East 66th St., 2-96079 | July , 1952 | |! $208, 424. 60 

land, Ohio. 2-5402% Dec. 12, 1951 103, 548. 00 

Me May 5, 1962 | 182, 016. 00 

21-13728 | Feb. 3, 1953 168, 854. 40 

2-84252 | Apr. 29, 1952 120, 976. 80 

-20-21520 | Mar. 17, 1953 156), 722. 88 

Florence Stove, 205 School St., Gardner, Mass , -22-99123 | July 28, 1952 111, 987. 44 

General Engineering, Inc., 2527-2529 Frederick Ave., -21-57288 | Sept. 8, 1953 107, 830.00 
Baltimore 23, Md. 

General Fireproofing Co., Youngstown, Ohio-. 2-68336 | Apr. 11, 1952 464, 301.00 

General Tire & Rubber, 1708 Englewood Ave., Akron 2-23-44059 | Apr. 21, 1953 114, 743. 86 


9, Ohio. 
B. F. Goodrich Co., 230 Park Ave., New York, N. ¥ 2-44582 | Aug. 1,1951 | 1 429, 230.00 
2-44583 | do } 164, 316. 00 
244576 do | 446, 102. 00 
2-44581 | do 180, 352. 00 
244584 | ae... 119, 747. 00 
2-44577 | do 236, 875. 00 
20-43231 | Sept. 1, 1953 199, 680. 00 
20-3230 132, 704. 00 
20-6323 d . 31, 1953 120, 224. 00 
-22-12910 | Mar. 19, 1953 249, 900. 00 
-22-12911 | ». 10, 1952 | 104, 940. 00 
22-991 50 >. 9, 1052 260, 000. 00 
=22-99152 400, 000. 00 
Goodyear Tire & Rubber Corp., Akron, Ohio_____- } 2-22-43025 | w. 21, 1953 394, 144. 00 
C. L. Gougler, 1460 East Lake St., Kent, Ohio__- 2-21-34557 | Apr. 8, 1954 609, 000. 00 
2-21-34556 | Apr. . 1953 500, 395. 00 
Gyrodyne Company of America, St. James, Long 2-20-40393 | May 18, 1953 316, 997. 84 
sland. 
H, & B. American, Midwest division, 612 Park Ave., 2+21-34554-| Oct. 29, 1953 327, 188. 00 
Indianapolis, Ind. 2-21-34555 | May 6, 1953 310, 096. 00 
Hansen Lynn Co, 800 South Flower St., Burbank, 2-74924 | May 15, 1952 102, 774. 35 
Calif. | 2-56556 | Feb. 29 1952 126, 678. 10 
International! Silver Co., Meriden, Conn_-_. Jan. 24, 1952 138, 074: 00 
Island Machine Co., Fulton St., Farmingdale, N. Y 2-21-1963 Jan. 26, 1953 148, 853. 00 
Jacques Brass Specialty Co., 302 East Federal St., 2-21-0089 | Oct. 14, 1952 176, 979. 00 
Baltimore 2, Md. 
Kaiser Metal Products, Inc., Bristol, Pa 


Goodyear Aircraft Corp., Akron, Obio-- 


p to ho bo to to te to 


2-23-23088 | Dec. 22, 1952 411, 620. 00 

2-22-23105 Dee. 26, 1952 133, 126. 00 

2-22-23095 | Dee. , 1952 , 034, 398. 00 

2-22-23097 Dec. § 
2-23-23551 | Jan. 
2-22-23087 | Dec. 
~22-23099 | Dee. 
2-33000 | July 
2-23-58190 | Oct. 
2-22-10131 | Dee. 
Dec. 


1952 , 798, 106. 00 
1963 115, 690. 00 
1954 419, 131.00 
1952 3, 937, 040. 00 
1951 , 952, 216. 00 
1953 140, 840. 00 
1952 289, 822. 00 
1954 910, 296. 
Dee. 1954 526, 760. 
Kanarr Corp., 60 Dilley St., < ‘ean ra... . Pag b7 | Feb. 3, 1953 t 560, 
The Kawneer Co., Niles, Mich. éumenie 2- 22-22676 | Mar. , 1953 416, 187. 40 
| 2-22-9091: 53 | Sept. 10, 1952 183, 150. 00 
2-22-12886 | Nov. 7, 1952 117, 642. 71 
2-22-22675 | Der. 18 1952 , LOT, 390. 00 


AAI oo 


wen 


Kerns peeiene pe Co., 45-18 Court Sq., Long 
Island City, N. Y. PW-2-21-18781 | Jan. 27, 1953 739, 044. 00 
Walter Kidde & Co., Belleville, N. J 3-61783 | May 20, 1952 230, 000. 00 
3-20524 | Apr. 26, 1951 549, 480. 00 
Liberty Products Co., Farmingdale, N. Y------- 2-20-84050 | Dec. 9, 1953 | | 3 370. 00 
2-23-33888'| Aug. 19,1953 | 3, 797, 670.80 
PW-2-21-26198 | Mar. 10, 1953 76 
2-21-95605 | July 10, 1952 117, 975. 00 
2-23073 yo 2, 1951 256, 738. 59 
2-33754 | , 1951 112, 696. 08 
2-20-6091 | Sept. 15, 1953 475, 811. 73 
PW-2-21-34549 | Mar. 10, 1953 ' 833, 244. 00 
7 5 oe Corp., 3100 South Kedzie Ave., 2-20-57340 | Oct. 2, 1958 , 587, 991. 80 
hicago, Ill. 2-20-57343 | Aug. 16, 1954 907, 539. 12 
2-14-133309 | Sept. 7, 1954 184, 918. 00 
Liquidometer Cor Ba 36-16 Skillman Ave., Long 2-41755 | June 28, 1951 228, 483. 00 
Island City, 2-39061 | Feb. 8, 1952 193, 474. 80 
Magic Chef, he. 3201 Harvard Ave:, Cleveland, Ohio. 2-22-118095 | Aug. 17, 1954 
2-22-118004 | Sept. 15, 1954 
Glenn L, Martitr Co., Baltimore, Md__. 4-15-23926 | Feb. 13, 1953 
2-21-13773 | a3 ae 
2-21-73502 
MPM, Inc., 9110 George st. Cleveland, Ohio 2-21-34558 | oq 
Man-Sew Corp,, 121 West 27th St., Néw York 1, N. Y. 2-21-517 
Merchandise fart, Onieago. It 2-22-58018 








1 Purchase order also applicable to other contracts. 
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Exureir A.—Contract AF 33(088)14808—Contractor project 37- 


Vendor 


Purchase order No 





National Equipment Co., 50 John 8t., Brooklyn, N. Y- 

National Waterlift Co., Inc., 2220 Palmer Ave., Kala- 
mazoo, Mich. 

National Tapered Wings, 3001 East 11th St., Los | 
Angeles, Calif 

Needham Manufacturing Co., Needham Heights 95, | 
Mass. 

New York Air Brake Co., Watertown, N. Y__--_-_---| 

Norge division, Borg-Warner Corp., 88 West Broad- 
way, Muskegon Heights, Mich. 


Otis Elevator Co., 260 11th Ave., New York, N. Y 
Orenduff & Kappel, 81 Urban Ave., Westbury, N. Y 


Ozone Metal Products, 101-32 101st St., Ozone Park, | 


Long Island 


Pachmayr, 1220 South Grand Ave., Los Angeles 15, 
Calif | 

Penn-Michigan Manufacturing Co., 2730 Scotten Ave., | 
Detroit, Mich 

Poloron Products, Inc., 165 Huguenot St., New 
Rochelle, N. Y. 

Proctor Electric Co., 3d St. and Hunting Park Ave., 
Philadelphia 40, Pa. 

Quaker City Metal Weather Strip Co., Sharon Hill, Pa 

Ronson Art Metal Works, 1 Aronson Square, Newark 2, 
N 


Russell Reinforced Plastics, 521 West Hoffman Ave., | 
Lindenhurst, N. Y | 


° | 
Sargent Engineering Corp., 2523 East 56th 8t., Hunt- 


ington Park, Calif. 
Servel, Inc., Evansville 20, Ind 


Servel, Inc_. - 
Evansville 20, Ind-. 


Schulz Tool & Manufacturing Co., 401 East Mission 


Dr., San Gabriel, Calif. 
Skyline Products, Inc., Grand Blvd., Deer Park, N. Y- 
Smith Morris, 824 Myrtle St., Ferndale, Mich 
Special Machine Tool Engineering Co., 132 Lafayette 
St., New York, N. Y. 


Purchase order also applicable to other contracts. 


2-47872 
2-23-23581 
2-21-34614 
2-21-73503 
2-21-10529 


3-13-57876 


2% 


22-8503 
22-8503 
2-69025 


2-23-50034 


2-12-36520 


2-39193 


2-23071 


Date of pur- 
chase order 


Continued 


2, 1951 $135, 
3, 1953 264, 


2.1952 
, 1952 


28, 1952 


126, 
216, 


1953 


Amount 


397. 
453. 
648. 
514 

052. 


530. 


2. O41 


, 557 
, 280. 22 


707 


20, 800. 
, 716. 
7, 006. 
, 200. 

, 322. F 
76, 358. 
), 358. 
, 180. 
, 406, 
222, 870. 
5, 699. 
, 200. 
25, 022. 


893 


3, 828. 


364 


6, OO9 


l 
437. 24 


122. 
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Exurpit A.—Contract AF33(038)14808—Contractor project 37--Continued 


] 
"4 > | Yate of “ 
Vendor Purchase order No.| Date of pur 


| chase order Amount 





| | 
Swedlow Plastics Corp., 394 North Meridian Rd., | 2-22-99137 | Sept. 30,1952 | $167, 983.12 
Youngstown, Ohio. 
Talley & Cooper, Inc., 75 Front St., Brooklyn, N. Y 2-50718 | Oct. 26,1951 | 1 234, 641.05 
A. J. Thieblot Aircraft Engineering Co., 1005 E 8t. | 4-34353 | May 29,1951 382, 000. 00 
NW., Washington, D.C. | 
rhompson Products, Inc., 23-555 Euclid Ave., Cleve- | 3-34087 | July 15,1951 | 131, 547. 62 
land, Ohio. } 3-34080 | Feb. 5, 1954 | 214, 195. 98 
Thor Corp., 2115 South 54th Ave., Chicago, I. fa 2-59804 | Dec. 1, 1954 | 117, 452. 32 
2-58555 | Dec. 4, 1951 | , 963. 83 
Twin Coach Co., Postoffice box 2507, Buffalo 25, N. Y--| 2-22-37559 | July 31, 1953 
| 2-24-163147 | Aug. 25, 1955 | i116, 108. 92 
2-22-37560 | May 20, 1954 | 206, 117. 56 
United Controls Corp., 25 John 8t., Amityville, NY -.-| 2-13-99444 | Mar. 22,1954 | '178,154.5 
ae Co., Post Office Box 1605, Provi- | 2-23-49127 | June 9,19523 | ' 170,410.00 
dence, R. I. | } 
Viking Tool] Co., 2 Main St., Belleville, N. J 2-23-257 | Aug. 26, | ! 221, 256. 50 
Oct. 177, 639. 06 
| Sept. & 53 | 103, 127. 97 
| Oct. , 1951 | 319, 423. 00 
Nov. 16, ! 112, 903. 66 
2-21-6192 | Oct. 1 130, 948. 14 
Westigihnoune Electric Co., 40 Wall St., New York, | 2-20-86850 | Dec. 515, 946. 98 
NN } 





ty 2-21-26192A | Mar. 
Kellett Aircraft Corp., Camden, N. J 37-18393 | Dec. 


Zarkin Machine Co., 34-19 10th St., Long Island City, | 2-21-39307 | Apr. 
’ | 





' Purchase order also applicable to other contracts. 
# In excess of $100,000. 


Note.—This exhibit reflects only the purchase orders in excess of $100,000 which were issued for articles 
manufactured to design furnished by Republic Aviation Corp., equipment items designed specifically 
for aircraft of our design, tooling required in the performance of the contract and engineering services. 


9. Compensation in excess of $20,000 paid to any person as an officer of the 
company for any year during the period from 1952 through 1955. This compen- 
sation includes salary and amounts paid under a profit-sharing plan. No amount 
paid under the profit-sharing plan has been charged or claimed against this con- 
tract. The amount of officer salaries charged to this contract is $306,497, which 
is 13.4 percent of the total. (See p. 2384.) 

10. Stock rights do not constitute a part of any compensation for any official or 
employee of this company. 

11. No amount is charged as selling expense. 

12. For dues or contributions paid to the Aircraft Industries Association see 
page 2385. 

The service which this association renders as a public information media for 
the aircraft industry constitutes a very limited portion of the benefits furnished 
to its member companies. Of the total amount paid to this association which 
was charged to overhead, 23.9 percent or $48,294 is charged to this contract. 

13. From the third quarter of 1950 through the second quarter of 1955, 
$1,346,993 was paid in consultation or advisory fees and 18.9 percent of such fees 
is charged to this contract. We have included in this amount fees which were 
paid for advisory services in the management of the company and have not in- 
cluded fees paid for legal and accounting services. 

14. Traveling expense charged to this contract is $1,154,332. There is no 
entertainment expense charged to any contract. 

15. A total profit of $23,550,709 is claimed in the negotiated contract price 
referred to in (6) above. 

16. The amount of $36,604 is claimed as profit on each airplane manufactured 
under this contract. This amount is a portion of the negotiated target price 
referred to in (7) above. 

17. The amount charged for depreciation against this contract is $674,026, 
which is 19.1 percent of the total. 

18. Further provision is made on our books in the form of a reserve for the accel- 
erated amortization of property, plant, and equipment. No portion of this 
amount is charged or claimed against any contract. 

19. None. 

20. See (18) above. 

21. The reply to this inquiry is included in exhibit B. 
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Exursit B.—Recap of contract AF 33 (038)-14808 as of June 80, 1956 


Supplemental agreement No. 1, dated June 8, 1951: Adds 208 additional 
F-84F airplanes, spare parts, special tools and ground handling equipment, etc., 
increase, $46 million. 

Change order No. 2, dated June 19, 1951: Adds $50,000 to engineering change 
funds, increase, $50,000. 

Change order No. 3, dated September 7, 1951: Adds item 3a to cover special 
tools and ground handling equipment for 237 ‘F’ airplanes under GM contract 
AF-—18503, increase, $1 million. 

Change order No. 4, dated October 16, 1951: Adds $5,000 to engineering 
change funds; also clause 9—gratuities, increase, $5,000. 

Change order No. 5, dated December 3, 1951: Adds miscellaneous items and 
clauses, no change. 

Change order No. 6, dated January 10, 1952: Adds item 17 (c) and (b) to cover 
wind tunnel models, increase, $160,000. 

Change order No. 7, dated January 24, 1952: Adds $5,000 to engineering 
change funds, increase, $5,000. 

Change order No. 8, not issued. 

Supplemental agreement No. 9, dated May 23, 1952: Adds 28 additional 
F-84F airplanes, spare parts, special tools and ground handling equipment, ete., 
increase, $8 million. 

Change order No. 10, dated March 12, 1952: Authorizes engineering study per 
exhibit WCEG-417, no change. 

Change order No. 11, dated March 14, 1952: Adds $6,500,000 to engineering 
change funds, increase, $6,500,000. 

Change order No. 12, dated April 10, 1952: Delivery schedule for items 1 and 
13 airplanes, no change. 

Change order No. 13, dated April 16, 1952: Adds item 18 to cover maneuvering 
stabilizer, increase, $362,000. 

Change order No. 14, dated April 23, 1952: Spare parts provisioning document 
amended, no change. 

Change order No. 15, not issued. 

Change order No. 16, dated May 21, 1952: Adds $3,300,000 to engineering 
change funds, increase, $3,300,000. 

Change order No. 17, dated June 11, 1952: Adds $4 million to engineering 
change funds, increase, $4 million. 

Change order No. 18, dated June 26, 1952: Adds miscellaneous item and 
amends clause 2, no change. 

Change order No. 19, dated June 26, 1952: Adds $4 million to engineering 
change funds, increase, $4 million. 

Change order No. 20, dated July 24, 1952: Adds $8 million to spare parts funds, 
increase, $8 million. 

Change order No. 21, dated September 22, 1952: Adds miscellaneous items and 
incorporates CCN’s, no change. 

Change order No. 22, dated October 13, 1952: Adds $287,000 to engineering 
change funds, increase, $287,000. 

Change order No. 23, dated October 13, 1952: Adds $349,000 to engineering 
change funds, increase, $349,000. 

Change order No. 24, dated November 4, 1952: Incorporates special tools and 
ground handling equipment exhibit, no change. 

Change order No. 25, dated November 7, 1952: Adds $588,000 to engineering 
change funds, incorporates CCN’s, increase, $588,000. 

Supplemental agreement No. 26, dated December 8, 1952: Adds item 24, hateh 
assemblies (canceled by change order 69), increase, $7,000. 

Supplemental agreement No. 27, dated January 16, 1953: Property account- 
ability article revised, no change. 

Supplemental agreement No. 28, dated March 13, 1953: Extends GM assist- 
ance through June 30, 1953, increase, $1 million. 

Change order No. 29, dated January 15, 1953: Appendix II, MCP 71-610 
added to item 10, training parts, increase, $100,000. 

Supplemental agreement No. 30, dated January 20, 1953: Adds item 25—4 sets 
F-84F-1RE mobile training units, increase, $1 million. 

Change order No. 31, dated January 21, 1953: Incorporates form MCP 71-665, 
interim spare parts selection procedure, no change. 

Change order No. 32, dated March 10, 1953: Incorporates spare parts exhibit, 
no change. 
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Supplemental agreement No. 33, dated March 5, 1953: Adds paragraph per- 
mitting revision in contract billing prices. Increase partial payments limit from 
80 percent to 90 percent prior to establishment of firm target price. Incorporates 
specification ES-334—-1 dated April 18, 1952. Increases unit price from $200,000 
to $400,000, increase, $50 million. 

Change order No. 34, not issued. 

Supplemental agreement No. 35, dated April 7, 1953: Adds item 3 (b), special 
tools and ground handling equipment for B-57 airplanes called for under Glenn 
L. Martin contract AF-22617, increase, $200,000. 

Change order No. 36, dated May 4, 1953: Incorporates training parts exhibit, 
no change. 

Change order No. 37, dated May 27, 1953: Incorporates CCN’s no change. 

Change order No. 38, dated May 28, 1953: Adds $260,000 to engineering 
change funds, increase, $260,000. 

Change order No. 39, dated May 19, 1953: Incorporates special tools and 
spare parts exhibits, no change. 

Change order No. 40, dated May 20, 1953: Item 25, MTU’s, deereased from 
4 to 2 sets, decrease, $600,000. 

Change order No. 41, dated May 25, 1953: Authorizes use of facilities on a 
no-charge basis, no change. 

Change order No. 42, dated June 3, 1953: Adds $330,000 to engineering change 
funds, increase, $330,000. 

Supplemental agreement No. 43, dated June 5, 1953: Adds items 26 and 27, 
increase, $25,000. 

Change order No. 44, dated June 11, 1953: Adds $190,000 to engineering 
change funds, increase, $190,000. 

Supplemental agreement No. 45, dated June 12, 1953: Unit billing price of 
item 1 airplanes increased from $400,000 to $500,000; delivery schedule revised, 
increase, $50 million. 

Change order No. 46, dated June 19, 1953: Incorporates special tools exhibit, 
no change. 

Change order No. 47, not issued. 

Supplemental agreement No. 48, dated September 21, 1953: Extends GM 
assistance through December 31, 1953, increase, $400,000. 

Change order No. 49, dated July 21 1953: Incorporates CCN’s no change, 

Change Order No. 50, dated July 24, 1953: Incorporates training parts exhibit, 
no change. 

Supplemental agreement No. 51, dated March 5, 1954: Adds item 29, special 
pylons for airplanes manufactured by GM, increase, $900,000. 

Supplemental agreement No. 52, dated July 31, 1953: Adds installation of 
certain CFE items and incorporates CCN’s. Basic agreement AF-7029 incor- 
porated, no change. 

Change order No. 53, dated August 13, 1953: Establishes overall security classi- 
fication of ‘‘Restricted,”’ no change. 

Change order No. 54, dated September 11, 1953: Item 28, engineering funds 
added, $280,000 committed funds only, no change. 

Change order No. 55, dated August 28, 1953: Adds such assistance required 
by the Government for phase IV development testing program at Edwards AFB, 
no change. 

Change order No. 56, dated September 1, 1953: Incorporates spare parts and 
special tools exhibits, no change. 

Change order No. 57, dated September 10, 1953: AF specification revised, 
no change. 

Change order No. 58, dated September 28, 1953: Incorporates special tools 
exhibits, no change. 

Supplemental Agreement No. 59, dated October 30, 1953: FV stablishes firm 
target prices for items Nos. 1, 4, 6, 7 and 8; adds clauses 13 and 14; revises clauses 
4 and B-5 restoring partial payments limit to 80 percent; incorporates CCN’s, 
increase, $14,000,000. 

Change order No. 60, not issued. 

Supplemental agreement No. 61, dated February 15, 1954: Fstablishes firm 
target prices for items Nos. 13, 16, 19, and 22; revises clause 4, increase, 
$56,000,000. 

Change order No. 62, dated November 19, 1953: Adds preconcurrent delivery 
of spare parts, no change. 

Change order No. 63, dated December 9, 1953: Amends effectivity of CCN 106 
incorporated in change order No. 49, no change. 
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Change order No. 64, dated December 11, 1953: Incorporates special tools 
exhibit, no change. 

Change order No. 65, dated December 18, 1953: Establishes class eoding 
procedures, no change. 

Supplemental agreement No. 66, dated December 17, 1953: Extends GM 
assistance through June 30, 1954, increase, $400,000. 

Change order No. 67, dated January 22, 1954: Item 28, engineering changes, 
committed funds increased, no change. 

Supplemental agreement No. 68, dated January 20, 1954: Unit billing price 
of 274 F—-84F airplanes increased from $580,000 to $688,000, increase, $29,000,000. 

Change order No. 69, dated February 4, 1954: Deletes item 24, Hateh assem- 
blies, decrease, $7,000. 

Supplemental agreement No. 70, dated February 17, 1954: Amends sub- 
contracts clause to comply with appendix No. 2 to AFPI 70-300, no change. 

Change order No. 71, dated February 19, 1954: Incorporates CCN’s, no change. 

Change order No. 72, dated February 19, 1954: Item 28, engineering changes 
committed funds increased, no change. 

Change order No. 73, dated March 5, 1954: Incorporates CCN’s, no change. 

Change order No. 74, dated March 16, 1954: Item 28, engineering changes 
committed funds increased, no change. 

Change order No. 75, dated March 31, 1954: Item 28, engineering changes 
committed funds inereased, no change. 

Change order No. 76, dated April 15, 1954: Incorporates special tools and 
ground handling equipment, and training parts exhibits, no change. 

Change order No. 77, dated April 9, 1954: Incorporates CCN’s and transfers 
engineering funds from item 11 to item 28, no change. 

Change order No. 78, dated April 16, 1954: Item 28, engineering changes, 
committed funds increased, no change. 

Change order No. 79, dated May 6, 1954: Incorporates CCN’s, no change. 

Change Order No. 80, dated May 25, 1954: Item 28, engineering changes, com- 
mitted funds increased. CCN’s incorporated, no change. 

Supplemental agreement No. 81, dated June 1, 1954: Adds item 30 to cover 
handbooks for F—84F-25RE aircraft, increase, $38,000. 

Change order No. 82, dated June 4, 1954: Incorporates revisions to spare parts 
exhibits, no change. 

Change order No. 83, dated May 27, 1954: Amends item 25, MTU’s, increase, 
$17,000. 

Change order No. 84, dated July 6, 1954: Incorporates CCN’s, no change. 

Change order No. 85, dated June 14, 1954: Increases special tools and ground 
handling equipment items 21 and 3 (b) by $100,000 and $290,000, respectively, 
increase, $400,000. 

Supplemental agreement No. 86, dated June 17, 1954: Extends GM assistance 
through December 31, 1954, increase, $280,000. 

Change order No. 87, not issued. 

Change order No. 88, dated July 23, 1954: Incorporates revisions to spare parts 
and special tools and ground handling equipment exhibits, no change. 

Change order No. 89, dated September 1, 1954: Formalizes CCN’s; revises 
clause 12 of basic agreement AF-—7029; adds clause 18, nondiscrimination of em- 
ployment, no change. 

Change order No. 90, dated August 17, 1954: Revises general provisions 10, ex- 
amination of records, no change. 

Supplemental agreement No. 91, not issued. 

Change order No. 92, dated September 3, 1954: 
parts exhibits, no change. 

Change order No. 93, dated September 16, 1954: Revises items 1, 
to include ‘‘for the USAF’”’; revises allotments for item 19, no change. 

Change order No. 94, dated September 20, 1954: Incorporates revisions t 
parts, and special tools and ground handling equipment exhibits, no change 

Change order No. 95, dated October 1, 1954: Incorporated CCN’s, no change 

Change order No. 96, dated November 23, 1954: Incorporates revisions to 
spare parts exhibit, no change. 

Change order No. 97, dated November 5, 1954: Incorporates revision to training 
parts exhibit, no change. 

Change order No. 98, dated November 5, 1954: Incorporates revisions t 
special tools and ground handling equipment exhibits, no change. 

Change order No. 99, dated November 30, 1954: Incorporates CCN’s 
change. 
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Change order No. 100, dated December 16, 1954: Amends class coding proce- 
dures established by change order No. 65, no change. 

Supplemental agreement No. 101, dated December 22, 1954: Extends GM 
assistance through August 31, 1955, increase, $260,000. 

Change order No. 102, dated December 16, 1954: Authorizes repair of F-84F 
airplane, AF S/N 51-17071 pursuant to “Flight risks’’ clause, increase, $12,000. 

‘hange order No. 103, dated December 17, 1954: Attaches revisions to spare 
parts exhibits, no change. 

Change order No. 103, Exhibit A dated February 9, 1955: Attaches revisions 
to spare parts exhibits, no change. 

Change order No. 104, dated January 19, 1955: Incorporates CCN’s, no change. 

Supplemental agreement No. 105, dated March 4, 1955: Incorporates CCN’s, 
no change. 

Supplemental agreement No. 106, dated February 17, 1955: Incorporates 
CCN’s, no change. 

Supplemental agreement No. 107, dated March 1, 1955: Adds item 31 to cover 
230-gallon, type I and 450-gallon type I pylon tanks, delivery preservation, 
packaging, and final inspection and acceptance, increase, $2,400,000 

Supplemental agreement No. 108, dated March 7, 1955: Incorporates revision 
to special tools and ground handling equipment exhibit, no change. 

Supplemental agreement No. 108-1, dated May 12, 1955: Attaches revisions 
to special tools and ground handling equipment exhibits, no change. 

Supplemental agreement No. 109, dated March 23, 1955: Decreases items 3. 
3a, 14, 15, 20, 21, and 23, decrease, $3,700,000. 

Supplemental agreement No. 110, dated April 5, 1955: Attaches revisions to 
spare parts exhibits, no change. 

Supplemental agreement No. 110-1, dated May 20, 1955: Attaches revisions to 
spare parts exhibits, no change. 

Supplemental agreement No. 111, dated April 25, 1955: Incorporates CCN’s, 
no change. 

Supplemental agreement No. 112, dated May 6, 1955: Incorporates CCN’s, no 
change. 

Supplemental agreement No. 113, dated May 11, 1955: Incorporates CCN’s, 
no change. 

Supplemental agreement No. 114, dated June 15, 1955: Incorporates CCN’s, 
no change. 

Supplemental agreement No. 115, dated June 3, 1955: Increases estimated 
total price for training parts, tools, and equipment under item 10, increase, 
$14,000. 

Supplemental agreement No. 116, dated June 20, 1955: Incorporates revision 
to training parts, tools, and equipment exhibit, no change. 


Answers to questionnaire—Continued 

22. See page 2382. 

23. The net worth of the company as of December 31, 1952, was $19,047,784. 

24. The net worth of the company at the end of 1955 was $42,806,152. 

25. On December 31, 1952, 1,105,946 shares of common stock with a par value 
of $1 were outstanding. On June 30, 1955, 1,338,194 shares of common stock with 
a par value of $1 were outstanding. 

26. See page 2380. 

27. Paid-in capital as of December 31, 1952, amounted to $3,071,984 and as of 
June 30, 1955, paid-in capital amounted to $9,734,546. 

28. Earned surplus as of December 31, 1952, was $15,975,800. As of June 30, 
1955, earned surplus was $29,785,230. 

29. All real property used in the performance of this contract is owned by the 
company or leased from sources other than the Government with the exception 
of the manufacturing area at Port Washington, N. Y., and a tract of land situated 
in Farmingdale, N. Y. 

The plant at Port Washington, N. Y., is leased from the General Services 
Administration for a period of 5 years which commenced on February 1, 1952. 
This plant area consists of approximately 224,843 square feet, which represents 
9.6 percent of the total building area operated by the company. The lease also 
provides for the use of personal property situated at this facility. 

In 1954, the Government acquired a tract of land in Farmingdale, N. Y., con- 
sisting of approximately 83 acres adjacent to the 436 acres owned by the company 
to permit extension of an existing runway from 4,500 feet to 7,500 feet. The 
usage of this property is authorized by a facilities contract AF33(038)28785. 

Property furnished by the Government in the form of machinery and equipment 
under facilities contracts and its dollar value is tabulated in exhibit C. 
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Exarsit C.— Personal Property furnished under facilities contracts 


| SFC AF-0074 | SFC AF-28785| AR reser’, | Total 





I. Machinery and equipment: 
a-1. Production machinery.-_----..-_}-- Se oka ewe $5, 135, 590 $1, 104, 936 
a-2. Production equipment.._______'- a ialalag 596, 235 60, 759 656. { 
. Building ins tions (me- | 
chanical) - $ 709, 959 , 382 , 250, 741 
Laboratory ‘and test equip- | 
aR Rb. ARS, HP ety 725, 984 28, 804 754, 788 
. Furniture and fixtures... _- , 439, 191 71, 535 563, 772 
. Portable tools- ae 361, 817 , 853 363, 670 
. Material handling equipment.. i ss ahaa 247, 284 , 678 424, 962 





! Figures shown below reflect value of equipment furnished from Air Force Reserve pools by transfer of 
accountability under SFC A F-28785, which did not require the allocation or expenditure of additional 
funds under SFC A F-28785. 


Notse.—Figures for A F-9074 are final. The figures for A F-28785 are not final, and are subject to revision 
at estimated completion date of Oct. 31, 1955. The AF Reserve figures do not include the value of certain 
equipment now being received from the General Motors Corp. plant at Kansas City—estimated value 
about $3 million. 


Bailed property used in the performance of this contract is itemized in exhibit D, 


Exureir D 


Bailed ew as of oe 15, 1956, contract AF33(038) 14803 


Bailment | ~— 
“reement and Equipment requested No Purpose 
amendment eb 


1163-3 | 2 radio receiver, R-77A/ARC-3, command set; 8 | To perform radio noise interference 
2 dynamotor, type DY-21; 1 dynamotor, tests on rotary actuators in ac 
type DY-22; 2radio receiver, R 101 A/ARN cordance with specifications AN 
6. I-24A and AN-M-10-A. 

1163-12.02__- 2 AN-N-6 gun sight aiming camera (Aerno : “or use in connection with the in- 
74C 2250) S/N 2900-106450. | oO alle _ yn design on production 

°—84 reraft. 

1163-15.01. | 3signal generator, TS-14 A ‘ 8 | To check production installation of 
radar sets in F-84F and RF 
84F aircraft. 

2 fixture-starter coupling locking-- 32 | To maintain the YJ-76 W 1 

2 wrench, turbine rotor rear shaft plug—re- d 

moving and installing. 

2 wrench, turbine rotor rear shaft nut 

2 stand—turbine, rotor shaft assembly 

2 sling—turbine, rotor shaft assembly (hoist) 

2 sling—first stage turbine stator blade and 

support assembly, hoist. 
24 motor rocket assembly, HVAR 5-inch, S/N | or armament acceptance inspec- 
S9G KA-13443. tion 
24 head rocket, MK-6 and model S/N S9GEA- 
13425. 
24 kit, model rocket aircraft M-3, S/N 
S9N KS-13076. 
1 fin assembly, model 5, Navy low drag 1,000 
pound size. 
4 drill, bomb, 100 pound AN-M30A1, S/N 
15. 





1163-22.01 


1163~25.04 


S6GB A-230 

2 smoke a M-10, S/N 450210 

1163-28.01__...| 1 type I-72H signal generator 58 | For checking ARN-6 radios and 
| circuits on contractor’s final as- 
| sembly line 

1163-39 2 type N-9 gunsight aiming camera, S/N 2900- or use in connection with erector 

106830. head development in the per 
1 type P-2 impact camera, 8/N 2900-108030 t formance of contracts. 
I impact camera, type P-2 of camera body 5 | For P-2 camera installation de- 
Aerno 74-276 S/N 2900-046850 and 1 maga- sign in F-84 F aircraft. 
zine Aerno 74-277, S/N 2900-520581-4. 

116343 | 1 ARC-33-RT173/A RC-33 receiver, S/N 1600- for monitoring experimental test 
| 218997118. flights made by contractor's air 
| 1 ARC-33-C784/A RC-33 contro] panel, S/N ( craft at Edwards Air Force Bass 

1600-373061550. 
1163-44 ..| | headset, HS-33-_. exe For preinstallation testing of pro 
1 microphone, T-30 , sae 9: duction GFAE ARN-6 and 
| 4 RC-33 units. 
1163-49 a. | ere type M-3, Aerno 93-316, drawing 7 To check ejection seat linkage in 
LX-32-1 (inert). F-84F and RF-8S4F aircraft. 
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Bailed sprees as une —- 165, 1955, contract shncemmanei sniandtiinmaeaannan 


Bailment | 
agreement and | 
amendment 


1169-7_.... 


| 


1169~21.06_ - 


Equipment requested 





‘1 bird peak reading w 
7CAC-977610. 


wattmeter, No. 840A, 
| 
| 1 dolly and cradle, 8/N 8200-207005-A-3 | 


| | 1 control unit, S/N 1600 NL 


| 1 inverter, F-% 
11 Itimeter, 
| 2 Test set ARC/5, 


| 1 erystal, 8392 


1 

| 1 headset, HS~33- eo 
1 
l 


generator signal, 804 


relay, AN3025-2 


end Remo aati pas 8506-1 -42 
2 kit-gun- boresight, J -1, S/N 8007-A A F291810_| 
1 kit-cun-boresight, 2 S/N 8007-A A F291700_ | 
1 sight-bore-gun c¢ ~The S/N 2900-760050 AN-1 
1 relay, M-1, panes =: 1525 "| 
Aerno 42- 2361. 
Aerno 60-1050_ | 
AN/ARM-1. 
1 Test set ARC-522, [E-19A 
1 Junction box, J68/ARC, Ae rno 80-1001 -- 
cC.. 
1 crystal, 8423.08 KC. 
1 mounting, type MT 
2 control panel, type C-4€ 


Cc = 


274A, Aerno 80- a 
404/A 


| 1 regulator, voltage, Aerno 42-1501 


1216-1... 


1216-4..... 





1216-11 


1824-05. 


| 1 regulator 


50C R- | 


1 relay, type E-2 
lrelay, type M- 


| linverter, type F 35, Aerno 42-2361 


1 gage, P/N AN5771- 4A, Aerno 61-2350 
1 indicator, type K-7, A’erno 61-8855 
1 camera, S/N 1156, 16 mm., S/N 2900-106825 - - 
1 camera lens, S/N 460410, S/N 2900-NI-F-2_- 
1 lens, 8/N ER-395, 50 mm., 8/N 2900-054833. 
2 re gulat x generator voltage, P/N 1118404, 
S/N Aerno 42-1501. 

lre lay, P/N AN3025-2, S/N Aer 42-1505 
1 dynamotor, P/N DY-21 ARC-3 S/N Aer 
80-2501. 
l1dynamotor, P/N D Y-22/ARC-3 S/N 3H1535- 
22, 
mounting-dynamotor, P/N MT-236 ARC-3 | 
w rench- spanne ry! 6 ir ich, P/N 7900-868560__.. 
wrench-spanner, 28 inch, P/N 7909-868565 
wrench-spanner, 38 inch, P/N 7900-868570___- 
wrench-spanner, $4 ine h, P/N 7900-868575_._- 
wrench-spanner, 38 inch, P/N 7909-868580____ 
wrench-spanner, 44 inch, P/N 7900-868585 

Lo inch, P/N 7900-868590___ 

be inch, P/N 7900-868595___- 


wrench-spanner, 
wrench-spanner, 
foot flare nut 12 Pt., P/N 


wrenen crow 
AN8508. 


ee ee 





voltage generator, P/N 1118404 
S/N Aer 42-1501 | 
1 relay, P/N AN3025-2, S/N Aerno 42-1505 
1 type B-7 switch-control stick, P/N 46D5157_- 
2 Pitot tube, type G-2, AN 51812-1 60-9650 


1 suit, altitude, type T 
1 helmet, type K-1 
suit, regulator 
8300-N L. 

2 rack bomb, 


-1 S/N 8310-810325 
, S/N 8300-440355 : 
ind cylinder, type, C-1, S/N 


type S-3, S/N 6400-612977-.- 


Sperry 


system test 
SIN7C 


A C-038377. 


analyzers, P/N 1000012, 


3 receiver-transmitter, 
7 CAC-6§81065. 
spectrum analyzer 
T7TCAC-OA1085. 

3 simulator, range radar, S/N 7CSG-654721-. 

50 C R-1/A R-8370 KC 2100-2X4-8370 (ervsts 

I KC 2100-2X4-815 


RT-198A/U PX-7, S/N 


kit, TS-148/UP, S/N 


.-8; 56-47 
AR- $248 KC 
50 CR-1/AR-7540 KC 
1 sight line level indic 
ltype A 


2100-2X4-8248 (erystals) - | 
2100-2 X 4-7540 (crystals) _| 
ators, S/N 8042-A-264 

2 bore sight kit, S/N 9CMS-6541__- 
1 wrench, AF S/N 9A W A-923900 

1 wrench, AF 8/N 9A W A-923901__- 

1 wrench, AF S/N 9A W A-923902_. 


Purpose 





21 F For determining power output of 
an AN/APX-6 radio installed in 
| aircraft. 
For test purposes. 
) 
| 


| For installation in 
plane F-84F and 
performance tests. 
‘or performing high 
ing of development 
type aircraft. 


sir- 
, for 


prototype* 
RF-84F 


iltitude test 
and proto- 


or use in the performance 
tracts AF 33(038)-14803 
33(038)-14810. May 

or use in the performance of con- 
tracts 14803, 14810, 6580, 
und 6581. 


ot co 


and/ AF 


1. 
| i 


6704, 


To bore sight the type N-9 gun- 
sight reticle camera. 

To service J-65 series engines being 
installed in F-S4F and RF-S4f 
aircraft. 
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Bailment 
agreement and | 


amendment | 


Equipment requested 





1825-02 


| 
| 


| 


1 puller, AF S/N 9A W A-923915___ 
1 puller, AF 8/N 9A W A-923916_ 


| 1 sling, AF 8/N 9A W A-924065 


| Wrench, AF 8/N 9A W A-924092 
| 1sling, AF 8/N 9AW A-924124__ 


| 1 AN/ARC-19 (XA-1), standard test equip- 


| 7 voltmeter, 
| 1 voltmeter, 
| 3 multimeter, 


| 6 oscilloscope, 


| 1 test set ‘ 
| 1 voltage frit mor Sola type ‘constant, ‘serial 


| 1 camera, 


1 puller, AF S/N 9A W A-924128 

2 AN/URM- re 1), microphone simula- | 
tor set, S/N 7CAC72523 

2 AN/U RM- 12(X A), a point test set, 
S/N 7C A C-801319-2665. 

1 AN/URM- 18(X A-1), dummy load test set, 
S/N 7C AC 274350. 

4 sets boresight optical sets, S/N 9CMS-93- 
24734. 


1 suit, anti- G, type G-3A, S/N 8300-858475 

1 indicator, air speed, type F-2A, S/N 6025- | | 
586B K-0142. 

1 indicator, air speed, type F-4, S/N 6025- | 
865F U-5-03. 

1 indicator, sight line level, S/N 
8003 4113689. 

1 field test unit, 398J, 
DERC-14938. 

2 kits, 8042A F 291850 

60 crystal unit, 2100-2X4-8156.47 CR-1A, 


8156-47KC. 
54 crystal unit, 2100-2X 4-8370, CR-1A/AR 
KC 
1 AN/ARC-19 (XA- 1), special test equipment 


type A-2, 
P/N CS- 


type G-1, 


8370 


ment. 
1 anenee, AT-197/ARC-19 





3 AN/U PX-7, radar set 

2 AS-133/AP X, antenna 

1 inverter, 1500 V.S., 1-phase, 8/N 4224-F-35__.| 

TS-i8s” S/N 7CAC-045-975 | 

RS-375/U, 8/N 1690-329001895. _ _ - 

TS-352/U, S/N 1690-320001771 

2 range calibrator, TS-102A/UP, S/N 7CAC- | 
170276-245. i 

TS-34, S/N 1690-327878300 

2 oscilloscope, TS-239/UP, S/N 7CA C-612120_- 

1 test set, TS-62/AP, S/N 7CAC-177683 

5 test set, TS-147A/UP, S/N 7CAC-801319-237 

1 spectrum analyzer, TS-148/UP, S/N 7CAC- 
041085. 

S-268C/U .. 


No. G02373. x 
microfilm copying, model D, S/N 





} 231. 
2amplifier Servo Force No. 107-109 6001-N L...| 


| 38 crystal (7540KC), transmitter, S/N2X4-7540_| 


1 indicator repeater, No. 917-1050, 6001-N L | 

1 indicator master, No. 107-109, 6001-NL; 1 | 
stick dynamotor, No. 308. 6001-N L. 

38 crystal (8248KC), receiver, 8/N 2X4-8248 

1 dummy rocket, 8 ‘CM 

1 flight analyzer, type C 


1 field test unit, type G-1A_- 


1 radio set, AN/ARC-3 transmitter - - 

1 radio set, AN/ARC-3, receiver. - Ss 

1 AN/ARC-3, power supply- -- = 

1 radio control asse mbly, AN/ARC-3. | 

1 RT-181/AP G- 30, freqe uncy converter, trans- 
mitter, AF S/N 5919-A A F 187600, 

1 PP-493/APG -30, power supply-range com- | 
puter, AF S/N 1660-373749993. 

1 CN-112/APG-30, voltage regulator, AF S/N 
5919-A A F 187600. 

1 truck, aircraft fuselage, aft, AF 
$220-780800. 


stock No. 


AN/UPM-6B, 
3 antenna shield, 
7207 06 


S/N 7CAC- 
CW-224/U, 


3 radar test set, 
801319-21 58-2 
S/N 7CAC 


COSTS AND PROFITS 


, contract AF33(0388) 


vo 


| To check the 





2403 


14803—Continued 





Purpose 





ARC-33 command 
set. 


To cheek the boresighting of the .50 
ealiber machineguns being in- 
stalled on aircraft. 

For use in the performance of con- 
tracts AF 14803 and AF 14810. 


For use in the performance of con- 
tracts 14803 and 14810. 


For use in the performance of con- 
tract 14803 and 14810. 


For use in the performance of 
contracts 14803 and 14810. 


For use in the performance of con- 
tracts 14803 and 14810. 


For use in the performance of con- 
tracts 14803 and 14810. 


For use in the performance of con- 
tracts 14803 and 14810 


For use in the performance of con- 
tracts 14803 and 14810. 

For use in the performance of con- 
tracts 14803 and 14810 

For use in the performance of con- 
tracts 14803 and 14810. 


For checking and calibrating radar 
test equipment to maintain proper 
flow of this equipment. 


For use in the removal and installa- 
tion of F-84F and RF-84F air- 
craft aft fuselage section. 

For bench, preflight test, plus 1 
spare of AN/APX-6 radar equip. 
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Bailed equipment as - Sept. 15, 1955, contract AF33(038) 14803—Continued 








! 
Bailment | oat 
agreement and | Equipment requested To | Purpose 
amendment “| 
— 








2009-3.03 tow bar assembly, B-25, aircragt, S/N 8200- | 8 | To service, store, and handle tran- 
055000; 1 tow bar assembly, B-26 aircraft, sient AF aircraft at Farmingdale, 
S/N 8200-904000. 
tow bar assembly, F-80 aircraft, S/N 8200- | 10 | 
082150 (main gear). | 
tow bar assembly, F-80 aircraft, S/N 8200- 
903325 


Long Island, N. Y. facility. 


| 
tow bar assembly, F-86, 8/N 8200-903305_.___| 
tow bar assembly, C-54, S/N 8200-03100 | 
shockmount base, catalog No. 18-109, serial | For use by subcontractor, Airborne 
No. 16151-5, Consolidated Engineering Co. Accessories Corp., Hillside, N. J., 
4-channel case, catalog No. 14120, serial No. for use in the development, man- 
26614, Consolidated Engineering Co. ufacture and testing of aircraft 
4-channel case, catalog No. 14120, serial No. actuators to be installed in pro- 
26314, Consolidated Engineering Co. duction F-84F and RF-84F 
oscillator power supply, catalog No. 2-105, 22; aircraft. 
serial No. 360X6, Consolidated ngineering 

0. 

carrier amplifier pe 1-113B, serial No 
819Y3, Consolidated E ngineering Co. 
carrier amplifier, type 1-113B, arial No. 
631X2 Consolidated ngineering C 0. 
carrier amplifier, type 1-113B, serial No. 
558X 2 Consolidated Sngineering Co. 
carrier amplifier, type 1-113B, serial No. 
896X3, Consolidated Engineering Co. 
carrier amplifier, type 1-113B, serial No. 
493X2, Consolidated Engineering Co. 
linear integrating amplifier, type 1-112A, 
-_ rial No. 209L1, Consolidated Engineering | 





1 frequency meter, type No. 1176-A, serial No. 
650, General Radio eg 
amplifier for type G. Speedomax recorder, 
Leeds & Northrup. 
Nobatron een ae tes supply, model | 


No. E-28-150, serial No. 1003, Sorenson. 
double-range portable millivolt coSeater, 
Oat. No. 8662, serial No. 674936, Leeds & 
Northrup. 
1 pressure transmitter, model No. P-10S8-500G- 
120, serial 778, 500 psi, Statham. 
pressure pickup (cell-fluid pressure EP eC 
model No. P10S-50G-120, serial No. 773, 50 
psi., Statham. 
pressure pickup (cell-fluid pressure SR-4), 
type SS 347, serial No. 5C715 500 psi., Bald- 
win. 
square pave generator, model No. 210A, serial 
| No. 995, Howlett Packard Co. 
1 amplifier, model No. 450A, serial No. 786, 
| Howlett Packard Co. 
1 laboratory bench, desk type, M. W. Kellogg - - 
| 1 laboratory bench, inclosed 2<loor, M. W. 
Kellogg. 
11 laboratory bench, inclosed 3-door, M. W. 
Kellogg. 4 
1 laboratory bench, open steel leg, M. W. Kel- 
logg. 
a 
lalternating current voltmeter, model No. 341, 
serial No. 16571 Weston. 
1 alternating current milliammeter, model No. 
433, serial No. 89594, Weston. 
standard insulation tester, catalog No. 724, 
serial No. 5883, record. 
direct current ‘volt ammeter, model No. 1, 
serial No. 60129, Weston. 
direct current milliameter, model No. 622, 
serial No. 12749, Weston. | 
Prag No. 1 volt box (external resistor), 
ype No. 22, serial No. 60129, Weston. 
yaa amplifier, type 1-1138, serial No. 
2241B4, Consolidated Engineering Co. 
pressure pickup (cell—fluid pressure, rh « 
type SS 347, serial No. 507414, 500 p. 
Baldwin. 
pressure pickup (cell—fluid pressure), type 
BS 347, serial No. 8518S, 500 p. s.i., Baldwin. 
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Bailed equipment as of Sept. 15, 1955, contract AF 338(038) 14803—Continued 


Bailment ees 
agreement and | Equipment requested No Purpose 
amendment | si a 


2000-5.........| 1 pressure pickup (cell—fiuid pressure 120 
ohms), type No. BS 347, serial No. 852, 500 
p. s. i., Baldwin. 
magazine, record with 1-B964-C record 
takeup spools, 1-zA-17980, film container, 
catalogue No. 28998, serial No. 809A B10, 
Consolidated Engineering Co. 
tube tester, model 5341, serial No. 5310156, | 
Michock. 
ny pickup (cell—fluid pressure), type 
C 410, serial No. 126, 200G p s.i., Baldwin. 
ressure pickup (cell—fluid pressure), type 
. 410, serial No. 11508, 2,000 p. s. i., Bald- | 
win. 
millisecond meter, model No. 25A, serial 
No. 25631, Electronic Instruments, Ltd. | 
multiplier, type No. 1300A, serial No. 1801, 
(for No. 300VTVM), Ballantine. 
standard inductance 10 MuH, type No. 103, 
serial No. 11 (for No. 160A Q meter), Boon- | 
ton. 
standard inductance 50 MuH, type No. 103, 
serial No. 15 (for No. 160A Q meter), Boon- 
ton. 
standard inductance, 500 MuH, type No. | 
103, serial No. 21 (for No. 160A Q meter), | 
Boonton. 
standard inductance, 500 MuH, type No. 
103, serial No. 25 (for No. 1604 Q meter), 
Boonton. 
standard inductance, 1 MH, type No. 103, 
seria! No. 31 (for No. 160A Q meter), Boon- | 
ton. 
standard inductance, 5 MH, type No. 103, 
serial No. 35 (for No. 160A Q meter), Boon- 


ton. 
standard inductance, 25 MH, type No. 103, 
serial No. 42 (for No. 160A Q meter), Boon- 
ton. 
coupling transformer, type 141B, 1-KC- | 
50KC (for No. 160A Q meter), Boonton. 
galvanometer tester, for testing, and calibrat- | 
ing CBC galvanometers, M. W. Kellogg. 
wer supply tester, for testing CEC, cata- 
og No. 2-105, oscillator power supply, M. 
W. Kellogg. 
carrier amplifier, type 1-113B, serial No. | 
547X2, Consolidated Engineering Co. 
recording oscillograph, model No. 5-114-P4, 
cartel No. 972N6, Consolidated Engineering 
0. 
recording magazine, catalog No. 28998, serial | 
| No.913AV14, Consolidated Engineering Co. 
| 1 Speedomax recorder (without amplifier) type 
G, serial R504-L-742, Leeds & Northrup. 
450-pound Shaker table, model No. 44, serial 
Cal. 44-105-0, Calidyne. 
special control panel, mode] No. 56, serial | 
No. 1, Calidyne. | 
chronotron double pulse unit, model No. A25, 
serial D527, Electronic Instruments, Ltd. 
wattmeter, model No. 432, serial No. 9886, 
Weston. 
dual channel oscillograph, type BL 292, 
serial No. 157, Brush Development Co. 
oscillator, audio, type No. 101044, serial 
No. A14289, model No. 202B, Hewlett 
decade resistance box, ag 602-M, serial 79 | For use by subcontractor, Airborne 
No. 9968, General Radio Co. Accessories Corp., Hillside, N. J., 
regulated power supply, model No. 205 A, 3 for use in the development, man- 
serial No. 504, Electrical Measurements ufacture, and testing of aircraft 
Corp. actuators to be installed in pro- 
i harmonic wave analyser, model] No. 300A, | duction F-84F and RF-&84F 
seria] No. D686, Hewlett Packard Co. aircraft. 
velocity pickup, type No. 4-102A, serial No. 
2585, Consolidated Engineering Co. 
Q meter, type No. 160A, serial No. 3927, | 
Boonton Radio Corp. 
direct current voltmeter, model No. 430, 
seria] No. 20352, Weston. 
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Bailed equipment as of Sept. 15, 1955, contract AF 33(038) 148038—-Continued 





Bailment : 
agreement and Equipment requested 


Iten 
amendment N 


0. Purpose 





l vacuum tube voltmeter, model No. 400- 85 
C, serial No. 1978, Hewlett Packard Co. 
1 alternating current current-transformer, 86 
model No. 461, serial No. 13730, Weston. 
1 oscilloscope, serial No. 4734, type 304R, Du- 
mont Corp. 
1 vacuum tube voltmeter, model No. 300, 
serial No. 11002, Ballantine. 
lstandard signal generator, model No. 82, 
serial No. 144, Measurements Corp. 
1 decade amplifier, model No. 220, serial 
No. 2102, Ballantine. 
1 multiplier, type No. 402B, serial No. 1354, 
Ballantine. 
1 nobatron regulated power supply, model 
No. E-12-5, serial No. N B-620, Sorenson. 
1 yoke assembly, AF stock No. 9900-38-05-1089_ For the servicing of the pilots’ 
type H-2 emergency oxygen 
bailout bottle as set forth in AN 
03-5000t dated Mar. 10, 1945, in 
the performance of contracts. 
4 dolly J65 engine buildup, P/N MRD 1200B, Develop provisions for accommoda- 
S/N 427, 428, 429, 430 S/N 8220-750585. tion J65 engine and for handling 
in conjunction with production 
of FS4F aircraft. 
| 4dolly, MRD 1200B J65 engine Nos. 1, 2, 3, 4, 3 | To handle production jet engines 
S/N 8200-750585. | in final assembly and flight test 
section. 
transmitter, RT-lla/APN, S/N 1660-| 1 To flight test APN-76 rendezvous 
2811993234. equipment installed in F84F. 
ASN-6 prototype test equipment, P/N | | For purpose of attaching it to 
75-089 stock No, 7~-CAC-N L-80159-675. grounded aircraft to simulate 
flight conditions permitting full 
testing of each component of the 
ASN-6. 
2009-4.02 ea AN/URM-11 test set, 7C AC 725215 | For use in our final assembly area 
for bench checks. 











AN/URM-12 voltage point test set, 7C AC- 
801319-2665. 
AN/URM-13 dummy load set, 7C AC-273450. 
AN/URM-14 microphone simulator, 7C AC- 
725-230. 

generator sect, Hewlett-Packard, model 
608B, 7C AC-9035. | 
bar assembly towing, C47 A/C S/N8200- To service, store, and handle tran- 
082136, class 19A, P/N 50D7778. sient A/F A/c at farm. 

indicator, true air speed, Aerno 60-4931, 1 | For use in ground check out and 
type, M-4, class 05C, AF stock 6025-1297B- bench checking of ASN-6 (GPI) 
8-04 or AF stock No. 6025-1297C-8-04. equipment. 








Aircraft, AF 33(038)-—14805 


| 

Bailment agree- : . | 
ment and amend- Aircraft No. Purpose 
ment 


1163-40-03 . Fs84F, 51-1360 (F-15) To accommodate LRJ 63 engine for flight demonstra- 

| tions. 

1163-55 FS4F, 51-1351___............| Accommodate LRJ 63 engine for flight demonstrations. 

1824-7-03 Fs84F, 51-1627 (F-282)._......| For general aerodynamic tests, structural integrity tests, 
maneuvering stabilizer modification tests and produc- 
tion spoiler installation evaluation. Hydro antiskid 

| brake must be added per CCN 114. 

1824-8-05 .| F8dF, 51-1356 (F-11) ...| For general production development tests. For AN/ 
APS-19 Installation in outboard pylon tank & in- 
stallation of related wiring and cockpit control and 
flight test as per CCN 152 

2009-38.01 ..| Fs4F, 52-6647 (F-875) - - _| Structural integrity flight demonstrations to accom- 
mo final integrity demonstration RF-84F A/C. 
orward section RF-84F A/C S/N 51-1846 may be 
mated with Aft F84F S/N 52-6647. 

2009-44 Fs4F, 51-1624 (F-279) For general aerodynamic evaluation in accordance with 
CCN 348 to AF 14803 to authorize drag chute in- 
stallation and testing of prototype. 
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Government-owned property used in the performance of this contract, includ- 
ing the Port Washington plant and certain personal property furnished under the 
facilities contracts identified in exhibit C, has also been used by the company 
in the performance of other prime contracts and subcontracts under other Gov- 
ernment contracts. 

See page 2381 of testimony. 

31. The only retired officers of the United States Military Estabiishment cur- 
rently in the employ of Republic Aviation Corp., to the best knowledge of the 
company, are Martin F. Scanlon, vice president, brigadier general, USAF retired; 
and James Colovin, colonel, USAF, retired. The company’s personnel records 
do not indicate whether or not an employee holds a retired status in the Military 
Establishment; therefore, it is not possible to furnish an unqualified statement 
in response to this question. The salary and amounts paid under a profit- 
sharing plan to Mr. Scanlon and Mr. Colovin since 1952 are tabulated below 
with the amount of salary charged in each year against this contract directly 
or indirectly: 





Amount paid | 
ee ee AE MES Oe 
against this 
. *rofit-shar- | . ac 
Salary Profit sh ar- | contract 
ing plan 





Martin F. Scanlon: | 
as a peer steel $19, 650 $11, 359 | 930 
1954_- oe P ae 20, 000 11, 358 | 2, 702 
1955 (1st half). _- 10, 000 11, 400 275 
James Colovin: 
953 _... baited cies cone : 11, 832 3, 210 5, 964 
54 


1954__- EE RE SPSL EO iE eee 11, 448 3, 334 , dll 
1955 (1st half) ____- ae 5, 400 3, 300 | 144 








No amount paid under the profit-sharing plan is charged or claimed against 
this contract. The company has no knowledge that any fee or other thing of 


value paid by it has been received in part or in whole, directly or indirectly, by 
any nonemployee who is a retired officer of the United States Military Estab- 
lishment. 


32. Balance sheets of the company for the years 1952, 1953, and 1954 follow. 


74721—56——_71 
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RepusBiic AVIATION Corp. 


mI] 


Exuipir E.—Statement of financial condition, Dec. 31, 1952 


Cash Pees es SS SF : nein LE, Ol, AOD 
Receivables, princip: uly U. S. Government !- : _.-. 19, 560, 446 
Inventories, at the lower of cost or market !___ sales eel “eae 14, 962 , 632 
Prepaid expenses _ _ _ _-- oa . ; 392, : 


Current assets_______- avin ‘ 76, 876. 


Notes and accounts payable ? ee ee ee ow “542, 
Accrued liabilities. _______- : : 18, 717 
Federal taxes on income__-_--- amet : : : 19, 307, 637 


Current liabilities______ ; : _ 68, 567, 595 
Working capital = ; as 13, 309, 160 
Accounts receivable —officers 3 eee _ : - 29, 428 


Property and plant, at cost less depreciation and amortization ?_ ___ 8, 482, 316 
Patents and patent rights__........._._--- ’ l 


21, 820, 905 
Less—Note payable maturing beyond 1 vear? 2 te neater 2, 773, 121 


Excess of assets over liabilities a SSE 19, 047, 784 


Shareholders’ interest: 4 
Common stock $1 par value, authorized 2,500,000 shares, out- 
standing 1,105,946 shares_____ : 1, 105, 946 


Capital in excess of par value of common stock - SE 1, 966, 038 
Income reinvested or employed in the business - _- 15, 975, 800 
(There are authorized 200,000 shares of preferred ‘stock, $50 

par value, none of which is issued.) 


2 lees ge oat rete! 19, 047, 784 


1 The company has a credit agreement with the Chase National Bank of the city of New York dated 
February 29, 1952, under which the company may borrow up to $10 million to be evidenced by notes that 
ma tu re in 90 days from date sf borrowing but not later than Mar. 3!, 1954. At Dec. 31, 1952, no loans wer 
outstanding under this agreement. In this connection the company has assigned, and during the life of 
the agreement will continue to assign to the bank as collateral all contracts with the U. S. Government 
the dollar volume of which exceeds $100,000. 

2 On June 30, 1950 the company acquired for $5,332,924 the land and buildings comprising its main plant. 
in this connection, a promissory note for $4,266,339 was issued and secured by a purchase money mortgag 
on the property acquired. The unpaid balance of the note at Dec. 31, 1952, amounted to $3,199,755 of which 
$426,634 is payable within 1 year. 

The company reacquired 11,000 shares of its common stock in 1950 which were sold to certain officers at 
cost. The shares held as collateral are to be paid for without interest within 5 years. Upon death or in 
capacitation of the purchaser the payment may be completed or the company will offer to reacquire the 
shares for the amount paid on account by such officer. 

4 On Novy. 20, 1952, the directors declared a dividend payable Dec. 20, 1952, in common stock at the rate of 
1 share for each 10 shares held by common stockholders of record on Dec. 1, 1952. A value of $1944 per share, 
based on the closing market price on the record date was assigned to each share issued. No fractional shares 
or scrip were issued and stockholders entitled to receive fractional shares were paid cash in lieu thereof 
Che amount transferred from accumulated earnings for the 100,540 shares issued for this dividend was 
$1,922,828. Of this amount $1 per share (par value) or $100,540 was added to the common stock accoun 
and the difference of $1,822,288 transferred to capital in excess of par value of common stock. 


NOTES 


lhe principal contracts for aircraft are of an incentive type upon completion of which the Government 
and the company share in any savings or extra costs resulting from variances between actual and target 
costs. It is the company’s practice under such incentive-type contracts to estimate costs of deliveries on 
the basis of target prices less applicable portions of the estimated or target profit. Until completion of a 
contract no consideration is given to the company’s share of savings, if anv. 

Proceedings under the Renegotiation Act of 1948, as amended, have been concluded to Dee. 31, 1950, and 
no refunds were required. As to 1951 and 1952, no refunds under the Renegotiation Act of 1951 are expected 
and no provision has been made therefor. 

There are pending against the company certain lawsuits, claims, indemnifications, etc., none of whic! 
should materially affect the financial position of the company. 
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Statement of financial condition, Dec. 31, 19538 
j, 320, 345 
Ss. 

Government !___ eed a! ES e 39, O40, O15 
Contracts in progress !_ _- : , 276, 393 
Sundry inventories, materials, and supplies at average cost_.- , 623, 855 
Prepaid expenses aS. gi) $ 589, 901 


, 851, 


Notes payable !__ ; : ? 5, 426, 
Accounts payable-___--- - -- sates 31, 935, 


Accrued liabilities_ —_ —- : . : 9, 873, 
Estimated amounts refundable to the U. S. Government for con- 
tract price adjustments___ ; , 000, 000 


Federal taxes on income___-.- ’ 9 489, 791 
Current liabilities_- ; : 79, 724, 709 


Working capital_ meas , 126, 700 
Investment in and advances to foreign subsidiaries____- 30, O48 
Accounts receivable, officers. __ ~~ _- _—- 

Property and plant_ _ 7, 893, 065 


28, 049, 813 
Less, note payable maturing beyond | year, secured by mortgage 187 


Excess of assets over liabilities _ - Banas: 25, 703. 326 


Shareholders’ interest: 

Common stock, $1 par value, authorized 2,500,000 shares, out- 

standing 1,216,540 shares , 216, 540 
Capital in excess of par value of common stock (including excess 

of closing market price on record date over par value of 

common shares issued in 1953 as stock dividend 302, 496 
Income reinvested or employed in the business - 184, 200 
(There are authorized 200,000 shares of preferred stock, $50 par 

value, none of which is ussed.) 


pemudiemm a 25, 703, 326 


1 Under the terms of a bank credit agreement, the company may borrow up to $15 million to be evidenced 
by notes that mature in 90 days from date of borrowing but not later than Mar. 31,1955. At Dee. 31, 1953, 
loans of $8 million were outstanding under this agreement. In accordance with the terms of the agreement, 
the company has assigned, and during the life of the agreement wil! continue to assign, to the bank as co] 
lateral the moneys due and to become due under contracts with the U. 8. Government, the dollar volume of 
which exceeds $100,000. In addition, the company must maintain net current assets of at least $8 million 


NOTES 


The principal contracts for aircraft are of an incentive type upon completion of which the Government 
and the company share in any savings or extra cost resulting from variances between actual and target cost 
It is the company’s practice under such incentive-type contracts to estimate costs of deliveries on the ba 
of target prices less applicable portions of the estimated or target profit. Until substantial completion of 
production under such contracts, no consideration is given to the company’s share of savings, ifany During 
1953, production under the Thunderjet program was substantially completed and final settlement negotia 
tions with the U. 8S. Government are in progress. The net income for 1953 includes $700,000 being the 
estimated result of such settlement. 

Substantially all sales for the years 1951, 1952, and 1953 are subject to the Renegotiation Act of 1951 rhe 
company does not believe that excessive profits have been realized and no provisions for refunds have been 
made. 


The company has guaranteed bank loans to Republic Aviation (International) 8. A., an unconsolidated 
foreign subsidiary under a $3 million bank credit agreement. At Dec. 31, 1953 
$200,000. 


such loans amounted to 
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Republic Aviation Corp. and subsidiary, consolidated statement of financial condition, 
Dec. 31, 1954 

$14, 144, 783 

Accounts receivable including unbilled charges, principally United 
States Government ! 24, 266, 788 
Contracts in progress ! 45, 943, 124 
Sundry inventories, materials, and supplies at average cost 1, 316, 359 
Prepaid expenses 574, 997 


86, 246, 051 


13, 482, 000 
21, 319, 484 


9, 071, 175 

Estimated amounts refundable to the U. 8. Government for contract 
price adjustments 127 
United States and foreign taxes on income 15, 438, 155 


Current liabilities 60, 638, 941 


Working capital _- 25, 607, 110 
Property and plant 8, 586, 899 


34, 194, 009 
1, 944, 000 


32, 250, 009 


Shareholders’ interest: 

Common stock, $1 par value, authorized 2,500,000 shares, out- 

standing 1,338,194 shares 194 
Capital in excess of par value of common stock (including excess 

of closing market price on record date over par value of 

common shares issued in 1954 as stock dividend) 5, 352 
Income reinvested or employed in the business 515, 463 
(There are authorized 200,000 shares of preferred stock, $50 par 

value, none of which is issued.) 


32, 250, 009 


1 Under the terms of a bank credit agreement, the company may borrow up to $15 million to be evidenced 
by notes that mature in 90 days from date of borrowing, but not later than March 31, 1957. At Dec. 31, 
1954, loans of $12 million were outstanding under this agreement. In accordance with the terms of the agree- 
ment, the company has assigned, and during the life of the agreement will continue to assign, to the banks as 
collateral the moneys due and to become due under contracts with the United States Government, the dollar 
volume of which exceeds $100,000. In addition, the company must maintain net current assets of at least 
$10 million. 

The balance of the notes payable consists of $1,050,000 payable by Republic Aviation (International) S. A. 
to the Union Bank of Switzerland and an unsecured bank loan to the company of $2,376,000 of which $432,000 
is due within | year. 

NOTES 


The consolidated financial statements include the accounts of the company and its wholly owned foreign 
subsidiary, Republic Aviation (International) S. A. 

The principal contracts for aircraft are of an incentive type upon completion of which the Government and 
the company share in any savings or extra cost resulting from variances between actual and target costs. 
It is the company’s practice under such incentive type contracts to estimate costs of deliveries on the basis 
of target prices less applicable portions of the estimated or target profit. Until completion of negotiations 
with the United States Air Force with respect to extra costs incurred during 1954 in storing airplanes awaiting 
engines, operational field testing, etc., it is impracticable to determine precisely the outcome of contracts 
in progress at Dec. 31, 1954. However, it is believed that no reduction in net income will result from com- 
pletion of such contracts. f 

The company’s commitments for fixed asset additions amounted to approximately $3,135,000 at Dec. 31, 

954. 


Answers to questionnaire—Continued 


(Answers to contract AF33(038) 14803, above, are applicable to all following 
Republic contracts except for changes to answers as shown. Repetitious answers 
and material are deleted.) 

1. The information set forth in this report relates specifically to a contract issued 
to Republic Aviation Corp. on August 21, 1952, for the manufacture of F84F air- 
craft. Where percentages of the total are requested, we have used a weighted 
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average for the period commencing when the costs were first incurred through the 
second quarter of 1955. 

2. Contract AF33(600) 22316. 

3. AF33(600) 22316 is a fixed-price incentive-type contract. 

4. Letter of intent, dated August 21, 1952. 

5. Same as (4) above. 

6. The total contract price is $281,165,517, including allotted funds which 
have not yet been approved amounting to $30,983,567. It includes the considera- 
tion for the manufacture of 989 F84F aircraft, spare parts, tooling, ground handling 
equipment, handbooks, and engineering services. 

7. The unit sales price (target price) for the 989 F84F aircraft furnished under 
this contract is $244,381 

8. (a) The cost of raw material fabricated by our company is $255,066. 

(b) Direct labor costs expended by our company in the performance of this 
contract are $1,702,216. 

(c) Manufacturing and tooling overhead charged against this contract is 
$15,858,944 which is 9.7 percent of the total. 

(d) Administrative costs charges against this contract are $232,820, which 
is 1.9 percent of the total. 

(e) The premium portion of overtime compensation charged against this con- 
tract is $74,041 

(f) Engineering costs (including research costs) charged to this contract are 
$1,010,145, which is 2.4 percent of the total. 

(g) Development costs charged to the contract are $11,912, which is 2 percent 
of the total. 

(h) Research costs charged to this contract are $14,030, which is 3.5 percent 
of the total. 

The total dollar value of all commitments placed under this contract as of 
August 31, 1955, is $150,164,645. 


Exuisit A.—Contract AF33(600)22316—Contractor Project 56 


“ = ate " 
Vendor Purchase order No, | Date of yd Amount 
chase order | 


a division, General Metals Corp., 10777 Van Owen | 3-13-123803__......| July 30,1954 $192, 37 
Burbank, Calif. 

Aer <n es ts division, Genera] Motors Corp., Munici- | 3-13-32757___.._...| July 22,1953 1, 966, 258. 48 
pal Airport, Dayton, Ohio. : 

Aero Supply Manufacturing Co., Corry, Pa .-| 2-56-163136 June 1955 204, 486 

Aircraft Mechanics, Inc., 3200 N. Nevada Blvd., | 2-24-115755........| Nov. 3, 1954 , 514, 663 
Colorado Springs, Colo. 

Atlantic Aviation, 230 South Reading St., Boyertown, | 2-21--146589 Dec. 6, 1954 150, 273. : 


Pa. 
American Car & Foundry, St. Charles, Mo 2-22-80155.........| Jan. 28, 1954 | 227, 544 
2-24-122612 Aug. 27,1954 203, $27. § 
Beech Aircraft Corp., East Central Ave., Wichita 1, | 2 20-161152____.__.| Mar. 22, 1955 811, 165 
Kans. 2-20-161163 da 189, 040). 25 
| 2-20-135507_____- Nov. 15,1954 | 1113, 304.5 
‘ 2-C-161164_.._.___| Julv 1955 1 O85, 566. 5 
3endix Aviation Corp., Bendix products division, | 2-23-38182 Apr. 20,1953 2, 648, 636 
South Bend, Ind. 
— Machine Co., Inc., 1620 Decatur St., Brooklyn, | 2-22-111120 May 27, 1955 | 113, 701.7 


25-153282_...... Mar. 14, 1955 177, 220 
5-142080_..__- Nov. 3,195 183. 5 
143828 _ __ Nov 195 136, 313. 1 
-120115 Dex 3, 1954 | 686, $25. 
21- “150125... 2 Dec. 2 5 187, 156. ( 
41982 July 9! 148, 957. 2 
y 178561 May 41 113, 805 
56026 Sept. 22, : 199. 1% { 
—38175 Apr. OF: 2, 408, 824 


Boyertown Ind., 23 North Walnut St., Boyertown, 
Ps 


Bridgewater Machine Co., 68 Cherry St., Akron, Ohio 


"tot wets 


Se" 


to te to he ht tote t 
to 


Cleveland Pneumatic Tool Co., 3781 East 77th St., 
Cleveland, Ohio. 

Columbia Axle Co., 5300 Howard Ave., Cleveland, 
Ohio. 


te 
“ 


July 162, 487 
July : 55 180, 634 
Nx 3195 116, 090. 64 
Juls , if 538, 74) 
May 10, 1955 129, 873 
July . 195: 198, 789 


N o*% § 151 Hm | 


a oe 


Ellanef Machine Tool Co., 97-11 50th St., Corona, N. Y 


} 
SMM NMNHNHNHNPY 


Dec 3, 1 158, OO 
Nov. 26, 195 159, USA 
116, 415 
3h), 644 


HO ho ho ho bO ho bo NO bo bo ly tO 


gineering & Research, Riverdale, Md 


! Purchase order applicable to other contracts. 
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Exuisit A.—Contract AF33(600)22316—Contractor shin 56—Continued 


—-—— 
, r Date of pur- 
> > age 

Vendor Purchase order No. chase order | Amount 


Florence Stove Co., 205 School St., Gardner, Mass-_---| | 2 -21-38350_ July 12, 1953 | | #4. 598, 216. 40 
. 2-21-38351 — i. aks 409, 484. 06 
2-21-38349__._.... a 536, 954. 31 
| 2-56-179677 : May 31, 1955, 893, 376. 3 
2-56-179676 . July 11, 1955 | 270, 847. 
Gehrleins Prod. Tool Corp., Lindenhurst, N. Y | 2-14-95392........_| July 31, 1953 118, 673. 
oa Bronze Corp., Stewart Ave., Garden C ity, 2-24-118950_- | Dec. 6, 1954 | 225, 841. 





B. \ Goodrich Co., 230 Park Ave., New York, N. Y 22-149782 | Jan. 18, 1955 444, 136. 
-22-149781 : do y 301, 301. 
~22- 149786 __- do } 337, 824. 
Goodyear Aircraft Corp., Akron, Ohio , 5 Dee. 11, 1952 400, 100. 
| Dec. 9, 1952 297, 135. 
Goodyear Tire & Rubber Corp., Akron, Ohio_- eet 9914! ; Dec. 9, 1952 | 260, 302 
2-56-172939 July 29, 1955 385, 650. 00 
2-56-172940 .do___- 264, 600. 00 
2-56-184555 __..do | 225, 000. 00 
2-56-184556 _ - do... 109, 350. 00 
| 2-56-172934 »- ns a 103, 950. 00 
| 2-56-172935 do : 132, 300. 00 
2- 56-172936 - _- 5 _do : 105, 300. 00 
2-56-172937 do | 132, 300. 00 
G. L. Gougler, 1460 East Lake St., Kent, Ohio_......-.; 2-56-186160 , July 11, 1955 418, 500. 00 
2-21- 106952 Nov. 26, 1954 | 189, 720. 
| 2-21-106953 July 6, 1954 608, 363 
Hansen Lynn Co., 800 South Flower St., Burbank, | 2-23-122402 .do * 276, 366. 6 
Calif. | 
Honeycomb Corp., Burrough St. No. 3, Bridgeport, | 2-14-141337 ..-| Oct. 29, 1954 | 170, 255. £ 
Conn. 
Jack & Heintz, Inc., Cleveland, Ohio--_-- | 3-83076 Sept. 26, 1952 937, 856 
2-56-189261 A -_ - July 28, 1955 166, 530. 
Johns Manville Sales Corp., 270 Madison Ave., New | 3-12-90350__- Jan. 13, 1954 | 131, 052. 
“or . 2 | | 
Kaiser Metal Products, Inc., Bristol, Pa on ---| 2-56-181415_.......| June 2, 1955 | 168, 628. 5 
2-20-094760 Aug. 27, 1954 5, 148, 309. 41 
2-23-58090 : Jan. 8, 1954 | 265, 825. 08 
2-23-58117- Aug. 21, 1953 361, 291. 59 
2-23-58128 - ...--| Jan. 21, 1954 150, 404. 64 
2-23-58092_ . July 24, 1953 | 265, 825. 08 
2-23-58128 | Aug. 24, 1953 150, 404 64 
‘Knarr Corp., 60 Dilley St., Kingston, Pa--.--- _.---| 2-21-106956___- July 15, 1954 486, 576. 00 
The Kawneer Co., Niles, Mich- - -- | 2-24-141825 Dec. 10, 1954 | 897, 435. 00 
| 2-24-141826__..-- nonstel a 446, 292 00 
2-56-172667 June 10, 1955 372, 600. 00 
| 2-56-172668 _. -- do J 749, 250.00 
Leyse Aluminum Co., Kewannee, Wis 2. 23-6590 |; Aug. 24, 1953 146, 915. 95 
Liberty Products Corp., Farmingdale, N. Y- 56 ‘ June 24, 1955 497, 765. 43 
2-20-143671 Feb. 14, 1955 | 244, 500. 00 
2- 3-76630_ ....-- Nov. 11, 1953 610, 701. 06 
Liquid Carbonic Corp., 3100 South Kedzie Ave., | 2-20 | Sept. 15, 1953 , 087, 534. 93 
Chicago, Il. | 33: ee | Sept. 1,1954 | 1,067, 429. 
Magic Chef, Inc., 3201 Harvard Ave., Cleveland, Ohio--| Aug. 26, 1955 , 607, 754. 3 
M P M, Inc., 9110 George St. Cleveland, Ohio | 2- 21- “10608 5........| July 7, 1954 284, 490. 
Man Sew Corp. 121W. 27 St. New York 1, N. Y 2-56-165105 | Apr. 4, 1955 126, 212. 2 
National Waterlift Co., Inc., 2220 Palmer Ave., Kala- | 2-56-192684 | July 27,1955 193, 602. 5 
mazoo, Mich. ¢ 56-1879 July 1, 1955 | 425, 336. 
| 166581 ___- Mar. 16, 19% 185, 925 
Norge Div., Borg Warner Corp., 88 West Broadway, | 2-24-150094 Feb. 21, 1955 | 35, 493. 35 
Muskegon Heights, Mich. -2)- 101597_......-| July 6,1954 |! 1,426, 444.2 
~22-101596 July 1,19! 358, 427. 57 
—24-150094 —— Feb. 21, 195! , 265, 493. 35 
~22-101595_ _ _- | July , 19% 886, 945. 
John Oates, 1 Main St., Racine, Wis -13-148951__......} Jan. , 1955 | 5, 178. 
Orenduff & Keppel, 81 Urban Ave., Westbury, ~21-43982 ..---| July 30,1953 | 1, 137, 500. 
Ozone Metal Products, 101-32 101st St., Ozone Park, -~23-36735__.......| Apr. , 1953 | 58, O80. 
N. Y. 2-23-123717 July 12, 1953 | 9. 392. 2 
Pachmayr, 1220South Grand Ave., Los Angeles 15, Calif.| 2-23-66592 Sept. 8, 195: 51, 350. 57 
Paulsen & Weber, 170 John St., New Y ork, N.Y .---| 2-f6-185274 . June 16,1955 | 7, 932. 5 
Penn- Michigan M: anufacturing C 0., 2730 Scotten Ave., | 2-25-125319 : Nov. 30, 1954 | 3, 602. 
Detroit, Mich. 


Poloron Products, 165 Huguenot St., New Rochelle. | 2-22-42518 June 10, 1953 . 568. 3! 


Proctor gag Co., 3d St. & Hunting Park Ave., Phil- 2-22-4252: June 11, 1953 | 408, 629. 
adelphia, } 

TheP coat Co., Syracuse, N. Y -22-! Sept. 30, 1953 792, 362. 

Quaker City Meta lw eatherstrip Co., , Sharon Hill, Pa..| 2-2! 12: 24 ..| Mar. 16, 1955 | 258, 144. 

y Mar. 16, 1955 | 264, 290 

Russel Reinforced Plastics, 521 West Hoffman Ave., | Oct. 27, 1954 108, 328. 
Lindenhurst, N. | 


Schweizer Aircraft Corp., County Airport, Elmira, | 2- 397 | July 27, 1954 | 876, 214. 6 
¥,. 


aN. 


1 Purchase order applicable to other contracts. 
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Exuipit A.—Contract AF 33(600) 22316—Contractor Project 56 


Continued 


’ date e 
Vendor Purchase order No, Date of a Amount 
chase order | 


Servel, Inc., Evansville, 20, Ind og 2-21-43979 Oct. 16,1953 | $4, 462. 368. 00 
2-20-101225 Jan, 26, 1955 222, 302. SS 
HAOL7 Nov. 26, 1953 3, S81, 200. 00 
}-101224 Jan. 26, 1955 | 101, 616. 48 
21-26256 Mar 0, 1953 1, 328, 803. 60 

V —2-21-56018 July 29, 1953 429, 364. 52 
56-166019 May , 1955 161, 775. 0O 

| 2-56--166020 May 5,1955 127, 500. 00 
2-56-166021 M 1955 100, 374. 00 
2-56 -166023 Ma , 1955 128, 934. 00 
2-56-166024 ( 145, 705. %) 
2- 56-1 66026 May 5, 1955 128, 237. O8 
2—56- 166027 May 4,1955 283, 500. 00 
56- 166018 ade 184, 590. 00 
20-135504 26, 1955 128, 520. 00 
21-125716 July 23,1954 074, 460. 00 
56-166032 May , 1955 703, S68. 00 
20--135527 26, 1955 183, 350. 00 
20-166011 3, 1955 11, 989, 967. 00 
-F6-166016 , 1955 582, 760. 00 
104, 772. 50 

412, 700. 00 

9, 419, 824. 00 

264, BBO. 04 

5A9, 436. 53 

475, 396. 00 

747, 065. 00 

659, 637. 00 

24-141829 g. 2B 55 517, 975. 38 
§ 221), 989. OO 

239, 651. 00 


SH NW HK HH KY HWS OND www hwy 


Spring Manufacturing Co., Schiller Park, Ll 2 
Temco Airport Corp., Post Office Box 6191, Dallas, Tex 


Twin Coach Co., Post Office Box 2507, Buffalo 25, N. Y 


H. I. Thompson Fibre Glass Co., 6659 Lock Hill Rd., 2-903! . 13,1954 135, 310. 00 
Baltimore, Md. 
Thor Corp., 2115 South 54th Ave., Chicago, Ill 2-22-06051 y ) 363, 783. 87 
Ugeet Machine Co., 5700 Belknap St., Fort Worth, | 2-24-14996 $26), 888. 00 
ex. 
Warner Div., Detroit Harvester, 14300 Freman Ave., 
Detroit 28, Mich. 
Westinghouse Electric Co., 40 Wall St., New York, | 2-20-5735; Oct. 8, 1953 
N. = 


. 


09722999 
2-23-36737 


9. The amount of officer salaries charged to this contract is $16,759, 
1.6 percent of the total. 
12. Of the total amount paid to Aircraft Industries Association w] 


charged to overhead, 1.2 percent or $1,323 is charged to this contract 
13. From the second quarter of 1953 through the second quarter of 1 
$1,054,383 was paid in cosultation or advisory fees and 0.8 percent of such f 
is charged to this contract. 
14. Traveling expense charged to this contract is $52,417. 
15. A total profit of $21,475,910 is claimed. 
336. 00 16. The amount of $18,588 is claimed as profit on each : 
925. 00 under this contract. 
, 493. 35 17. The amount charged for depreciation against this contract is $34,800, 
which is 2.1 percent of the total. 
21. The reply to this inquiry is included in exhibit B 


» manufactured 


Exnipit B.—Recap or Contract AF 33 (600)-22316 
3, 080. 00 
). 392. 20 Change order No. 1, dated April 14, 1953: Assigns 
oe oe la and 1b airplanes AFSN 53-6532 through 53-7401 
3° 602. 80 53-7520, respectively, no change. 
Change order No. 2, dated April 20, 1953: Increa 
nerease, $200,000. 
18, 629. 60 Supplemental agreement No. 3, dated September :‘ 
salaries mobile training units, increase, $255,000 
0 18 Change order No. 4, dated May 26, 1953: Increas« 
34.200. 47 neering changes, increase, $60,000. 
8, 328. 47 Change order No. 5, dated June 11, 1953: Adds $15 n 
6, 214.61 ng changes, increase, $15 million. : 
pe Change order No. 6, dated June 17, 1953: Rev 
locument MCP-71649, no change. 


4, 568. 3Y 
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Change order No. 7, dated June 15, 1953: Revises table I, delivery of engineer- 
ing data requirements revisions every 180 days in lieu of 120, no change. 

Change order No. 8, dated June 15, 1953: Increases item 2a, spare parts, 
increase, $3 million. 

Change order No. 9 not issued. 

Change order No. 10, dated August 14, 1953: Amends special tools and ground 
handling equipment provisioning document applicable to items 3a, 3b, 3c, no 
change. 

Change order No. 11, not issued. 

Change order No. 12, dated November 19, 1953: Adds preconcurrent delivery 
of certain spare parts, no change. 

er order No. 13, dated December 3, 1953: Revises table I, part C, no 
change. 

Change order No. 14, dated November 18, 1953: Deletes items 3b and 3c, 
special tools and ground handling equipment, decrease: $3 million. 

Change order No. 15, dated December 21, 1953: Establishes class-coding 
procedures, no change. 

Change order No. 16, dated March 15, 1954: Revises item 5 to cover 1 set of 
F-84F-10RE MTUs and 2 sets of F-84F-25RE MTUs, increase: $48,000. 

Change order No. 17, dated January 28, 1954: Formalizes CCNs; revises de- 
livery schedule, no change. 

Change order No. 18, dated February 17, 1954: Amends subcontracts clause 
to comply with appendix No. 2 to AFPI 70-300, no change. 

Change order No. 19, dated February 10, 1954: Adds item 9, engineering 
changes; funds committed, no change. 

Change order No. 20 not issued. 

Change order No. 21, dated March 26, 1954: Increases funds committed for 
engineering changes, item 9, no change. 

Change order No. 22, dated June 3, 1954: Formalizes CCNs; amends delivery 
schedule for MTUs, no change. 

Supplemental agreement No. 23, dated July 26, 1954: Adds item 12 to cover 
2 sets of F-84F-25RE mobile training units for MDAP, increase, $500,000. 

Change order No. 24, dated May 18, 1954: Modifies Government-furnished 
property clause, no change. 

Supplemental agreement No. 25, dated May 24, 1954: Adds items 10a, 10b, 
10c, to cover modification of MTUs and delivery; adds general provision 17, 
renegotiation, increase, $100,000. 

Change order No. 26, dated June 7, 1954: Formalizes CCN’s, no change. 

Supplemental agreement No. 27, dated June 9, 1954: Adds item 11 to cover 
control monitors, selectors, etc., increase, $3,000. 

Change order No. 28, dated August 6, 1954: Authorizes use of Government 
facilities on no-charge-for-use basis for benefit of subcontractors, no change. 

Change order No. 29, dated August 17, 1954: Amends general provision 9, 
examination of records, no change. 

Change order No. 30, dated August 10, 1954: Formalizes CCN’s, no change. 

Change order No. 31, dated August 17, 1954: Attaches special tools and ground- 
handling equipment exhibit, no change. 

Supplemental agreement No. 32 not issued. 

Change order No. 33, dated September 20, 1954: Attaches training parts ex- 
hibit, no change. 

Change order No. 34, dated September 24, 1954: Assigns item 1a airplanes for 
MDAP in lieu of USAF, no change. 

Supplemental agreement No. 35, dated November 8, 1954: Amends item 10a 
to cover modification of MTU No. 12; adds new item 13 to cover modification 
of MTU No. 13; adds clause 18, nondiscrimination in employment, increase, 
$140,000. 

Change order No. 36, dated December 16, 1954: Amends class-coding proce- 
dures established by change order No. 15, no change. 

Supplemental agreement No. 37, dated January 31, 1955: Adds item 3d, 
special tools and ground handling equipment for 152 B-57 airplanes called for 
under Glenn L. Martin contract AF-22208; revises clause 4, increase, $290,000. 

Change order No. 38, dated February 8, 1955: Increases committed funds for 
item 9, engineering changes, no change. 

Supplemental agreement No. 39, dated February 10, 1955: Adds item 14 to 
cover flight simulator specification, delivery, inspection, and acceptance, increase, 
$7,000. 
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Supplemental agreement No. 40, dated March 
change. 

Supplemental agreement No. 41, dated March 7, 1955: Attaches revision to 
special tools and ground handling equipment exhibit, no change. 

Supplemental agreement No. 42, dated March 10, 1955: Authorizes modifi- 
cation of MTUs Nos. 113, 114, and 115 under items 8 and 12 to F—84F—-45RE 
configuration, increase, $135,000. 

Change order No. 43, dated April 1, 1955: Revises allotments for engineering 
changes, no change. 

Supplemental agreement No. rr not executed. 

Supplemental agreement No. 45, dated May 25, 1955: Formalizes CCNs, no 
change. 

29. Bailed property used in the performance of this contract is itemized 
exhibit D. 


1, 1955: Formalizes CCNs, no 


Exursir D—Bailed equipment for contract AF 33(600)22316 as of Sept. 


Bailment 
agreement 
and 
amendment 


Equipment requested “s Purpose 


1163-12.02.__- | 


2 AN-N-6 gun sight aiming camera (Aerno l For use in connection with the 
74C 2250) S/N 2900-106450. installation design on production 
F-84F aircraft 
1163-15.01_____| 3 signal generator, TS-147A__. To check production installation of 
| radar sets in F-84F and RF-84F 
aircrait 
1163-28.01_....| 1 type I-72H signal generator .__- ; < f For checking ARN-6 radios and 
circuits on contractor final 
| assembly line 
1216-16-02____.| 10 .50 Cal. model M-3 Browning aircraft f To conduct inflight firing test as 
machine gun, H46R4353 S/N A001-7265550. required by specification MIL- 
10 gun heater, type J-4, P/N 44B25259, Aerno | F-7417. 
No. 51-2770, S/N 5200- 3219234 
1 type A-2 bore sight kit, S/N 9CMS-6541_. To bore sight the type N-9 gun- 
sight reticle camera 
1 receiver transmitter, RT-173/ARC 33 con- For use in engineering research 
trol panel, C-784/ARC33- S/N 1600- laboratory for bench test of 
373061550 ARC-33 radio equipment. 
i, | 1 mounting, MT-611/ARC 33- S/N 1600- 
| 293348500. 
wrench, AF 8/N 9A WA-923900__ : To service J-(5 series engines being 
| 1 wrench, AF S/N 9A WA-923901___ installed in F-84F and RF-s4F 
yver | 1 wrench, AF S/N 9A W A-923902__ ( aircraft. 
| 1 puller, AF S/N 9A WA-923915-_ _- 
1 puller, AF S/N 9A WA-923916_ - 
nent | 1 sling, AF S/N 9A WA-924066__ 
Wrench, AF S/N 9A W A-924092 
n 9 1 sling, AF S/N 9A WA-924121 
ef? | 1 puller, AF S/N 9A WA-924128 cated 
1824-11-02 1 switch assy., contro] stick, type B-8, Aerno < For use in engine res ab Samana 
nge. 52-6672, stock #5200 872800. ve ring stab ilizer controls test jig 
und- in conjunction with develo pme nt 
| of tandem stabilizer — ig. 
1824-13.01_____} AN/UPM-19A, S/N 7CAC-801319-21575 36 | For bench and preflight testing of 
| test set. AN/APW-lla radai equipment 
5 ex- | 1 TS-375/u voltmeter__. 37 to be installed in product FS4F 
2 AN/UPM-23 test unit 3 and RFS4F aircraft 
rack bomb, type S-3, Aerno (4-2365, AF E Furnish to subcontractor, Western 
Ss for stock #6400-612977. Electric Corp. to be med for 
*hecking purposes in manufac- 
turing of ioe pylons 
1 10a y : | 3 rack oe gun-work storage class B item $3 | For use in prod. shops to facilitate 
ation Nos. 237-1, 237-2, & 237-3. the m snuf: cturing of I 84 i and 
ease = : _RFSA4F aircraft. 
? , RT-181/A PG-30 frequency converter, trans- For checking and calibra 
mitter, AF S/N 5919-AA F 187600. test equip. to maintai 
roce- flow of this equipment. 
PP-~4923/APG-30 power supply-range com- 
puter, AF S/N 1660-373749993. 
1 3d, CN-112/APG-30 voltage regulator, AF S/N 
d for 5919-A A F 187600. 
).000. 2909-1 | truck, aircraft fuselage, aft, AF stock No. For use in the removal and installa- 
71s f §220-780800. tion of F-84F and RF-S4F air- 
as for craft aft fuselage tior 
2009-2...._- radar test set, AN/UPM-6B, S/N 7CAC- For bench, preflight and flight 
14 to 801319-2158-2. : test, plus 1 spare of AN/AP-6 
: antenna shield, CW-224/U, S/N 7CAC- 5 radar equipment. 
rease, 720706. 
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Exurnit D—Bailed equipment for contract AF33(600)22316 as of Sept. 15, 


1955—Continued 


Bailment 
agreement 
and 
amendment 


Equipment requested 


2009-3.03 1 tow har assy., B-25 aircraft S/N 8200-055000 
1 tow bar assy., B-26 aircraft, S/N 8200-904000 


1 tow bar assv., F-80 aircraft, S/N 8200-082150 


(main gear). 
1 tow bar assy., F-89 aircraft, S/N 8200-903325 
1 tow bar assy., F-86, S/N 8200-903305 
1 tow bar assy., C-54, S/N 8200-03100 
2009-4.02___._.| 1 AN/URM_-11 test set, 70 A C-725215_ - 


1 AN/URM-12 voltage point test set, 7CAC- 
801319-2665. 
1 AN URM-13 dummy load set, 7CAC- 
3450. 


1 AN URM-14 microphone simulator, 7C AC- 


725 230). 

| 1 generator set, Hewlett-Packard model 608B, 
7TCAC-9035 

| See attac hment No. 2..- 


2009-6. ...... | yoke assy., AF stock No. 9900-38-05-1089 


2009-10.01_....| 8 control-radar set, C- 917/APA-90, S/N 1660- 
} 211962579. 

8 dynamotor, DY-42/APW-11, S/N 1660- 
337897700. 


| 8 mounting, MT-948/APA-90, S/N 1660- | 


293349149. 

| 8 relay assembly, RE-111/APA-90, S/N 1660- 
295268766. 

| Santenna, AT246/U, S/N 1660-035110407 

| 8 receiver-transmitter RT-122/APW-11, S/N 
1660-2189967 96. 

| 8 selector control, C400/APW-11, S/N 1660- 
211944369. 

2009-13-01 __- 2 spin test emergency parachute and bridle 


2009-15 _| 4 dolly J65 engine build-up P/N MRD 1200B, 
S/N 427, 428, 429, 430, S/N 8220-750585. 


2009-16. O1__- 1 receiver R-77B/ARC-3 S/N 1600-013424030 


2009-17-02._.._| 1 T-63 practice unit 


2009-18 4 dolly, MRD 1200B J65 engine Nos. 1, 2, 3, 4 
S/N 8200-750585. 


2009-19. 01 1 indicator, tachometer type E-32 Aerno, 61- 
215 S/N 6125-1461-B U-8-03. 
| 1 indicator, exhaust temperature gage type 
K-6, Aerno 61-8829, S/N 6126-149E5 
2009-21. 01 1 voltage regulator Aerno 52-4602, type CN- 
112/APG-30, AF S/N 1660-371460812. 
1 frequency converter transmitter Aerno 52- 


4601, type RT-181/APG-30, AF S/N 1660- 


218997130. 

1 power supply range computer, Aerno 52- 

4604, type PP 493/APG 30-AF stock #1660 
373749993. 

2009-22 | 1 transmitter, RT-lla/APN, S/N 1660 
281993234. 


2009-23.02.....|2 AN/UPM-6B, AF/Stock #7CAL-801319 
21582, 


2009-24__......| 3 bomb rack type S-3 Aerno 64-2365 


Purpose 


To service store and handle tran- 
sient AF aircraft at Farmingdale, 
Long Island, N. Y. facility. 


For use in our final assembly area 
for bench checks 


For use by subcontractor, airborne 
accessories corp., Hillside, N 
for use in the development, 
manufacture and testing of air 
craft actuators to be installed in 
production F-S4F and RF-84F 
aircraft. 

For the servicing of the pilots’ typ» 
H-2 emergency oxygen bailovt 
bottle as set forth in AN 03 50005 
dated March 10, 1945, in the 
performance of contracts 

To provide bench check facilities 
for the radar gun sight, radio 
compass and ARC-33 radio sets 
installed in F&4F aircraft 


For antispin chute installation for 
F84F spin tests AF specifications 
No. 1816. 

Develop provisions for accommoda- 
tion J65 engine and for handling 
inie me mn with production of 
FS4F aircraft. 

To check and bench test F84F radio 
equipment. 

For FS84F aircraft control super- 
sonic ffight tests to check spoilers 
and for structural integrity flight 
test program. 

To handle production jet engines in 
final assembly and flight test sec- 
tion. 

On engine test stand to insure the 
acceptable operation of YJ-65- 
W-1 and J-65 series engines prior 
to installation. 


7 | For bench check of F84F produc- 


tion radio equipment used for test 
purposes, 


To flight test APN-76 renaevous 
equipment being installed in 
FS4F 


Prod. checks of AN/APX/6 radar 
sets for F84F aircraft. 

For purpose of structural integrity 
for demonstration on FS4F air- 
craft 51-1355 (F-10). 
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Exuisit D—Bailed equipment for contract AF33(600)22316 as of 
1955—Continued 
Bailment 
agreement 
and 
amendment 


| Item 


Equipment requested No. Purpose 


| ASN-4 prototype test equip. P/N 75-089 24 | For purpose of attaching it to 
stock #7-CAC-—N L-80169-675. | grounded aircraft to simulate 
flight conditions permitting full 
testing of each component of the 

| ASN-6. 
1 panel, control P/N 1600-211 688 466 C- 26 | For purpose of radio noise tests per 
403A/A. spec. MIL-I-6051 on FS4F 

| aircraft electrical system. 

2009-28 } 1 articul: ate anthromorphic dummy S/N 8300- | 127 | For use in connection with pilot’s 
| NL-13. seat ejection tests on F84F and 
| RFS4F aircratts. 

2009-29 1 V-3 direct gyro, indicator Aerno 60-1770, AF | 128 | For incorporation into an AFT 

stock #6240-667258-21. section electric test unit for pro- 
duction check of FS4F radio 
| compass. 
| 3UPM-1IA test set, AF stock #7CAC 170276- ‘ For purpose of production testing 
75. | of AN/APG 30 radar equip ment 
insts illed in assemh!y of FS84F air- 
planes to insure optimum opera- 
tion of this set on ground prior to 
| flight checks. 
2009-32 1 C-6§29/APX-6 control, Aerno 81-2217 AF | 1 For use in conjunction with elec. 
stock 1660-2119-44740. tests for production 
checking. 


harness 


1 C-784/ARC-33 control (Aerno 81-2222) AF 
stock 1600-373061550. | 
2009-33 Type B-8 stick grip assy. Aerno 52-6672, 3 For use in development and check- 
oh 5200-872800. out of rested circuitry in the 
installation of the type B-8 
| | stick grip 

2009-34 3 tachometer, MS-28000-1, spec. MIL-I- : For preinstallation checking of 

57734, Aerno 61-222, S/N 6119- SDH43A AM. GFAF tachometers and to deter- 
mine an average accuracy band 

2009-35-01 | 4 transmitter Aerno 61-1455 ...-| 135) For purpose of installation on 

2 indicators, Aerno 61-1456 . | 136 engine run up stand to check 
5 animeter, Aerno 61-700 | 137 W-1, W-3 and B-3 engines. 
| 3 voltmeter, Aerno 61-9400 
| 3 gages, Aerno 61- 2350 
3 indicators Aerno 61- 
3 indicators, Aerno 61-! 
| : indicators, Aerno 61 88: 56 
3 indicators, Aerno 61-3121 
1sh oulder hi irness, type MG-1 Aerno 42- 2441, 144 For use in connection with FSs4] 
2-53 D 20960. ejection seat test program 
, safety, aircraft lap type B-18, Aerno 145 
45-1706, s/s 4502-51 A 3977-1. 
UPM-19B test sets AF stock #7CAC- 11 | For bench and preflight testing of 
801319-24285. | AN/AP W. 11A rad ir equip. to 
be installed in production F S4F 
aa R F S4I aircraft 
| 2 2100, : 8140 crystal 8140 KCS f To conduct UHF antenna tests 
| 1 2100, 2x 4, 8155.71 crystal 8155, 71 KCS ¢ for AN/ARC-33 radio per MIL- 
1 2100, 23 RK a KC 8 5 A-6224, 
1 2100, 23 7450, crystal 74! i 
1 test as ~ thermometer type N-3, class 5 To check tailpipe thermocoupk 
17C, -AD-801844. installation in F-84F and RF 
84F aircraft to insure accuracy of 
exhaust gas temp. indicative 
| 2 2100, 2x 4, 6750 erystal 6750 KCS. 

6 2100, 2 x 4, 7010 crystal 7010 KCS 

1 2100, 2 x 4, 7600 crystal 7600 KCS 

| 22100, 2 x 4, 7660 crystal 7660 KCS 

1 2100, 2x 4, 8320 erystal 8320 KCS 

2 2100,2x4 

3 2100, 2x 4, : 

| 1 2100, 2 x 4, 7450 crystal 7450 KC Ss 

| 2 2100, 2 x 4, 8140 crystal 8140 KCS_.________ 

4 2100, 2x 4, 8155.71 crystal 8155.71 KGS 
2 P/N 8100- 749000 scale, spring suspended, 25# | ) To establish and set the breakout 
capacity }o# graduation, class 17A. forces on the flight control 
system. 

| 1 P/N 8100-748660 scale spring suspended, such 
capacity 4# graduation class 17A. 

1 inverter 28VDC to 250 VA, 115V, 400 C yele | 167 | For flight loads and structural 
3 phase, Aerno 42-2315, stock #4224 F16-4- integrity flight testing produc- 
class O3c, tion in accordance with CCN 

161 (af-6704) and Specification 
Nos. C-1803-E and MIL 5- 
5711, 
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Exuisir D—Bailed equipment for contract AF33(600)22316 as 
1955—Continued 





Bailment | 
agreement | 


and Equipment requested Purpose 


amendment | } 





2009-40 3 transmitter-bridge, type E2CIA, WOG- | For use on engine thrust stand. 

0926-AC, class B, items 133-1, 133-2, 133-3, 

S/N 1963-A.A F-600791-5. 

1 bar assy. towing C47 A/C S/N 8200-082136, 3 | To service, store and handle tran- 
class 19A, P/N 50D777s. | sient AF aircraft at farm. 

1 T-66 training store NSL 39 | F-84F airplanes for stability and 

control flight tests to insure com- 

patibility of store shape with 

¥-34F airplanes. 








CURRENTLY BAILED AIRCRAFT 








| Bailment 
; . agreement > 
re | 
Aircraft No. | and emend- Purpose 
ment 





| 

FS4F, 51-1624 (F-279)...--..| 2009-44 For general aerodynamic evaluation in accordance with CCN 
} 348 to AF 14803 to authorize drag chute installation and 

testing of prototype. 

FS4F, 51-1365 (F-20).--- 1824-6-04__..| For gunnery, qualification tests in accordance with specifi- 
cation MIL-F-7417 armament development and external 
store jettison development. 

FS4F, 51-1627 (F-282) -- 1824-7-03....| For general aerodynamic tests, structural integrity tests, 
maneuvering stabilizer modification tests and production 

| spoiler installation evaluation. Hydro, antiskid brake 
| must be added per CCN 114. 

FS4F, 51-1356 (F-11)__...-..| 1824-8-05___.| For general production development tests. For AN/APS-19 
| | installation in outboard pylon tank and installation of 
| | related wiring and cockpit control and flight test as per 

CCN 152. 

C-+47D, 43-48961 (and omni- | 1824-10-04_._| To transport personne], pick-up and deliver critical produc- 

range equipment). tion parts and materials. 

F84F-45RE 3/N 52-6643 (F- | 1824-15.01- -_| Guided missile. 

871). | 

F84F, 51-1386 (F-41).........| 2009-14-01___| To test longitudinal stability and general functional charac- 

| teristics with a 2-piece hyd. operated longitudinal control. 

FS4F, 51-1355 (F-10)__...____} 2009-20-01___! Aircraft crashed June 23, 1955. 

FS4F, 52-6644 ( F-872) - 2009-37......| For flight testing tandem cylinder replacing aeroproduct 
cylinder for stabilizer control system. 

FS4F, 52-6647 (F-875) -.-- 2009-33.01 Structural integrity flight demonstrations to accomplish final 
integrity demonstration RF-84F aircraft. Forward section 
RF-84F aircraft S/N 51-1846 may be mated with Aft 
F84F 8/N 52-6647. 

RF-84F-15RE S/N 51-11282 | 2145 To check installation of and flight test antenna (APW-11A 

(RF-84F 163). antenna system), designed during the antenna develop- 
ment program as per contractor’s letter TLD-55-2010 
dated Apr. 18, 1955, RSJ: sal. 








Description 





Shockmount base, catalog No. 18-109, S/N 16151-5, Consolidated Engineering Co. 
4, channel case, catalog No. 14120, S/N 26614, Consolidated Engineering Co. 
4, channel case, catalog No. 14120, S/N 26314, Consolidated Engineering Co. 
Oscillator power supply, catalog No. 2-105, 8/N 360X6, Consolidated Engineering Co. 
Carrier amplifier, type 1-113B, S/N 819Y3, Consolidated Engineering Co. 
Carrier amplifier, type 1-113B, S/N 531X2, Consolidated Engineering Co. 
| Carrier amplifier, type 1-113B, S/N 558X2, Consolidated Engineering Co. 
Carrier amplifier, type 1-113B, S/N 896X3, Consolidated Engineering Co. 
| Carrier amplifier, type 1-113B, S/N 493X2, Consolidated Engineering Co. 
Linear intergrating amplifier, type 1-112A, S/N 209L1, Consolidated Engineering Co. 
| Frequency meter, type No. 1176-A, S/N 650, General Radio Co. 
| Amplifier for type G, Speedomax recorder, Leeds & Northrup. 
Nobatron regulated power supply, model No. E-28-150, S/N 1003, Sorenson. 
| Double-range portable millivolt indicator, catalog No. 8662, S/N 674936, Leeds & 
| Northrup. 








Item 
No. 
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U. S. Air- 
Force 
No. 


ATTACHMENT No. 2—-Continued 


Description 


Pressure transmitter, model No. P-10S-500G-120, S/N 778, 500 pounds per square inch, 
Statham, 


| Pressure pick-up (cell-fluid pressure EP-19), model No. 210S-50G-120, S/N 773, 5 


pounds per square inch, Statham. 


| Pressure pick-up (cell-fluid pressure SR-4), type SS 347, S/N 5C715, 500 pounds per 


square inch, Baldwin. 


| Square wave generator, model No. 210A, S/N 995, Hewlett Packard Co. 
| Amplifier, model No. 450A, serial No. 786, Hewlett Packard Co. 


Laberatory bench, desk type, M. W. Kellogg. 

Laboratory bench, inclosed 2-door, M. W. Kellogg. 
Laboratory bench, inclosed 3-door, M. W. Kellogg. 
Laboratory bench, open steel leg, M. W. Kellogg. 
Laboratory bench, open steel leg, M. W. Kellogg. 

A. C. voltmeter, model No. 341, S/N 16571, Weston. 

4. C. Milliameter, model No. 433, S/N 89594, Weston. 
Standard insulation tester, catalog No. 724, S/N 5883, record. 


| D. C, voltmeter, model No. 1, S/N 60129, Weston 


D. C. milliameter, model No. 622, S/N 12749, Weston. 

Model No. 1 volt box (external resistor), type No. 22, S/N 60129, Weston 

Carrier amplifier, type 1-113B, S/N 224A B4, Consolidated Engineering Co, 

Pressure pick-up (cell-fluid pressure SR-4), type SS 347, S/N 5C714, 500 pounds per 
square inch, Baldwin. 


3} | Pressure pick-up (cell-fluid pressure), type BS 347, S/N 851S, 500 pounds per square 


inch, Baldwin. 

Pressure pick-up (cell-fluid pressure 120 ohms), type BS 347, S/N 852, 500 pounds per 
square inch, Baldwin. 

Magazine. record with 1-D964-C record take-up spools 1-#a-17980 film container, 
catalog No. 28998, S/N 8094 B10, Consolidated Engineering Co. 

Tube tester, model 534B, S/N 5310156, Hickock. 

Pressure pickup (cell-fluid pressure), type BS 410, S/N 126, 2,000 pounds per square 
inch, Baldwin. 

Pressure pickup (cell-fluid pressure), type BS 410, S/N 11508, 2,000 pounds per square 
inch, Baldwin. 

Millisecond Meter, model No, 25A, S/N 25631, Electronic Instruments, Ltd. 

Multiplier, type No. 1300A, S/N 1801 (for No. 200 VT VM), Ballantine, 


| Standard inductance 10 MuH, type No. 103, 8/N 11 (for No. 160A Q meter), Boonton 


Standard inductance 50 Mul, type No. 103, S/N 15 (for No. 160A Q meter), Boonton 
Standard inductance 100 MuH, type No. 103, S/N 21 (for No. 160A Q meter), Boonton 
Standard inductance 500 MuH, type No. 103, 8/N 25 (for No. 160A Q meter), Boonton 
Standard inductance 1 MH, type No. 103, 8/N 31 (for No. 160A Q meter), Boonton. 
Standard inductance 5 MH, type No. 103, S/N 35 (for No. 160A Q meter), Boonton 


_| Standard inductance 25 MH, type No. 103, S/N 42 (for No. 160A Q meter), Boonton. 


Coupling transformer, type 141B, 1-KC-50KC (for No. 160A Q meter), Boonton. 


4 Galvonometer tester, for testing and calibrating CEC galvonometers, M. W. Kellogg 


Power supply tester, for testing CEC catalog No. 2-105, oscillator power supply, M. 
W. Kellogg. j 
Carrier amplifier, type 1-113B, S/N 557X2, Consolidated Engineering Co. 


| Recording oscillograph, model No, 5-114-P4, S/N 972N6, Consolidated Engineering 


Co. 
Record magazine, cat. No. 28998, S/N 913A V14, Consolidated Engineering Co. 


7 | Speedomax recorder (without amplifier), Type G, S/N R504-L-742, Leeds & North- 


rup 
450 lb. shaker table, model No. 44, serial cal. 44-105-O, Calidyne. 
Special control panel, model No. 56, serial No. 1, Calidyne 


| Chronotron deuble pulse unit, model No. D25, serial D257, Electronic Instruments, 


A 


Wattmeter, model No. 432, S/N 9886, Weston. 


Dual channel oscillograph, type BL-202, serial No. 157, Brush Development Co, 


| Oscillator, audio, type No. 101044, S/N A14289, model 202D, Hewlett. 


Decade resistance box, type 602-M, S/N 9968, (jeneral Radio Co. 


| Regulated power supply, model No. 205A, S/N 504, Electrical Measurements Corp, 
| Harmonic Wave Analyzer, model No. 300A, 8/N D686, Hewlett Packard Co. 

| Velocity pick-up, type No. 4-102A, 8/N 2585, Consolidated Engineering Co. 

| Q meter, type No. 160A, S/N 3927, Boonton Radio Corp 


Direct current voltmeter, model No. 430, serial No. 20352, Weston. 


2 | Vacuum tube voltmeter, model No. 400-C S/N 1978, Hewlett Packard Co 


Alternating-current current transformer, model No. 461, S/N 13730, Weston, 


| Oscilloscope, S/N 4734, type 304H, Dumont Corp. 


Vacuum tube voltmeter, model No. 300, S/N 11002, Ballantine 


| Standard signal generator, model No. 82, S/N 144, Measurements Corp. 


Decade amplifier, model No. 220, S/N 2102, Ballantine, 
Multiplier, type No. 402B, S/N 1354, Ballantine. 
Nobatron regulated power supply, model No. E-12-5, 8/N N B-620, Sorenson. 
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31. The salary and amounts paid under a profit-sharing plan to Mr. Scanlon 
and Mr. Colovin since 1952 are tabulated below with the amount of salary 
charged in each year against this contract directly or indirectly: 





Amount paid | 
_ | Claimed 
| against 
Profit- this 
Salary | sharing contract 
plan 








$11, 359 | 
20, 000 11, 358 | 
10, 000 | 11, 400 | 


1954 eetatae RSs i Re tone Ms 2 . BA 
1955 (1st half) _- 
James Colovin: | 
953 3, 210 | 
3, 334 | 
3, 300 | 


195 


54 
1955 (1st half) 





Answers to questionnaire—Continued 


1. The information set forth in this report relates specifically to a contract 
issued to Republic Aviacion Corp. on August 21, 1952, for the manufacture of 
RFS84F aircraft. Where percentages of the total are requested, we have used a 
weighted average for the period commencing when the costs were first incurred 
through the second quarter of 1955. 

Contract AF 33 (600) 22315. 

AF 33 (600) 22315 is a fixed-priee incentive-type contraci. 

Letter of intent, dated August 21, 1952. 

Same as (4) above. 

The total contract price is $51,219,478, including allotted funds which have 
not yet been approved amounting to $9,602,214. It includes the consideration 
for the manufacture of 177 RF84F aircraft, spare parts, tooling, ground handling 
equipment, handbooks and engineering services. 

Target prices under this contract will be negotiated early in 1956. 

7. The unit sales price (billing price) for the 177 RF84F aircraft furnished 
under this contract is $222,907. 

8. (a) The cost of raw material fabricated by our company is $134,775. 

(b) Direct labor costs expended by our company in the performance of this 
contract are $659,230. 

(c) Manufacturing and tooling overhead charged against this contract is 
$1,069,469 which is 0.9 percent of the total. 

(d) Administrative costs charged against this contract are $71,012, which is 
0.7 percent of the total. 


(e) The premium portion of overtime compensation charged against this con- 
tract is $32,043. 

(f) Engineering costs (including research costs) charged to this contract are 
$45,588, which is 0.1 percent of the total. 

(g) Development costs charged to the contract are $3,773, which is 0.7 percent 
of the total. 


(h) Research costs charged to this contract are $661, which is 0.2 percent of 
the total. 


(i) The total dollar value of all commitments placed under this contract as of 
August 31, 1955, is $28,165,201. 


OO ye OF BS 
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Exuisit A.—Contract AF33(600) 22315—Contractor project 


Purchase order Date of pur- 


Vendor : 
. chase order 


Amount 


Aircraft Mechanics, Inc., 3200 North Nevada Blvd., 
Colorado Springs, Cc olo a ictiaadaeai 2-24-115762 | Nov. 3, 1954 
Beech Aircraft Corp., East C entral Ave., Wichita a 
ee eee . 4 pais 2-20-161156 ar 22, 1955 
20-161162 }, 1955 
Bendix Aviation nie Bendix Products Division, ; 
South Bend, Ind__.- a 2-23-< { J . 20,1953 
Chicago Aerial Survey, 332 South Michigan Ave., 
Chicago 4, Il_ } 3-13-68830 t. 1954 
Cleveland Pneumatic Tool Co., 3781 East 77th St. 
Cleveland, Ohio : ; os < 2 23 38174 r. 20, 1953 
Edo Corp., 1310 111th St., College Point, N. Y_-. 2-% 5857 g. 25, 1955 
, 1954 
Florence Stove Co., 205 School St., Gardner, Mass : , 1954 
, 1953 
4, 1953 
| 2 . 15,1954 
B. F. Goodrich Co., 230 Park Ave., New York, N. Y__} , | J . 17,1954 
3, 1954 
3, 1954 
‘ ; 3, 1954 
Jeck & Heintz, Inc., Cleveland, Ohio ae 3-83:76 | Sept. 26, 1952 
Kanarr Corp., 60 Dilley St. , Kingston, Pa eed j 2-21-1257: *t. 25,1954 
The Kawneer Co. , Niles, Mich {ene ce 2-4 210 lov. 18, 1953 
- , 1954 
Liberty Products Corp., Farmingdale, N. Y Ee 2-20-127045 y 27,1954 
Magic Chef, Inc., 3201 Harvard Ave., Clevel: ind, Ohio ay 2,1955 
Magnus Metals Corp., 111 Broadway, New York, N. Y 2- 21-62000 June 14, 1954 
National Tapered Wings, 3001 East 11th St., Los 
Angeles, Calif Save: = 2-21-73693 | Dec. 10, 1953 
Norge division, Borg-Warner Corp., 88 West Broad- | 
way, Muskegon Heights, Mich___ < 22-7382: Jan. 21,1954 
Orenduff & Kappel, 81 Urban Ave., Westbury, N. Y 2-21-130365 | July 27,1955 
2-3 30353 | Jan. , 1955 
Proctor Electric Co., 3d St. and Hunting Park Ave., | 
Philadelphia, Pa . 2-20-5733 Oct. 22, 1953 
ame Prosperity Co., Sy racuse, N. Y 2-22-79581 Nov. 25, 1953 
. & Z. Me wnufacturing Co., 3960 Southeastern Ave., 
Indianapolis, Ind -- : 2-21-149728 | Dee. 3, 1954 
Temeo Aircraft Corp., P. O. Box 6191, Dallas, Tex_____| 2-20-114584 | Sept. 29, 1954 
P W- 2-20-95950 | Aug. 25, 1955 
Twin Coach Co., P. O. Box 2507, Buffalo 25, N. Y_-_--| 24 I! 50: 77| Feb. 9, 1955 
7 Feb. 9, 1955 





1 Purchase order applicable to other contracts. 


9. No amount paid under the profit-sharing plan has been charged or claimed 
againstithis contract. The amount of officer salaries charged to this contract 
is $4,585, which is 0.5 percent of the total. 

12. Of the total amount paid to Aircraft Industries Association which was 
charged to overhead, 0.8 percent or $631 is charged to this contract. 

13. From the fourth quarter of 1953 through the second quarter of 1955 
$783,480 was paid in consultation or advisory fees and 0.3 percent of such fees 
is charged to this contract. 

+ Traveling expense charged to this contract is $12,962. 

A total profit of $3,793,398 is claimed. 

16. The amount of $16,508 is claimed as profit on each airplane manufactured 
under this contract. 

17. The amount charged for depreciation against this contract is $11,608, 
which is 0.9 percent of the total. 

21. The reply to this inquiry is included in exhibit B. 


Exuipit B.—ReEcap or Contract AF 33(600)22315 as or June 30, 1955 


Change order No. 1, dated April 14, 1953: Assigns to item la and b RF84F 
airplanes AFSN 53-7521 through 53-7600 and AFSN 53-7601 through 53-7697, 
respectively, no change. 

Change order No. 2, dated June 11, 1953: Adds $1,700,000 to item 5, engineering 
changes, increase, $1,700,000. 

Change order jNo. 3, dated June 17, 1953: Amends spare parts provisioning 
document (MCP 71-649), no change. 
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Change order No. 4, dated June 15, 1953: Revises table I—delivery of engineer- 
ing data requirements revisions every 180 days in lieu of 120 days, no change. 

Change order No. 5, dated August 14, 1953: Amends special tools and ground 
handling equipment provisioning document, no change. 

Change order No. 6, Not issued. 

Change order No. 7, dated November 19, 1953: Adds preconcurrent delivery of 
certain spare parts, no change. \ 

Change order No. 8, dated December 3, 1953: Revises table I covering handbook 
data requirements, no change. 

Change order No. 9, dated November 18, 1953: Decreases item 3b covering 
special tools and ground handling equipment, decrease, $779,000. : 

Change order No. 10, dated December 21, 1953: Establishes class coding pro- 
cedures, no change. 

Change order No. 11, dated January 28, 1954: Incorporates CCN’s; revises 
delivery schedule, no change. 

Change order No. 12, dated February 17, 1954: Amends subcontracts clause 
to comply with appendix No. 2 to AFPI 70-300, no change. 

Change order No. 13, dated February 9, 1954: Adds item 6 to cover engineering 
changes, committed funds only, no change. 

Change order No. 14, dated May 17, 1954: Incorporates CCN’s, no change. 

Change order No. 15, dated May 18, 1954: Modifies Government-furnished 
property clause, no change. 

Change order No. 16, dated August 6, 1954: Authorizes use of Government 
facilities on a no-charge-for-use basis for the benefit of subcontractors, no change. 

Change order No. 17, dated August 17, 1954: Amends general provisions 9, 
examination of records, no change. 

Change order No. 18, dated August 20, 1954: Incorporates CCNs, no change. 

Supplemental agreement No. 19 not issued. ; 

Change order No. 20, dated September 23, 1954: Assigns aircraft to USAF and 
MDAP, no change. 

Change order No. 21, dated October 25, 1954: Incorporates special tools and 
ground handling equipment exhibit, no change. 

Change order No. 21, exhibit A, dated February 9, 1955: Incorporates revision 
to special tools and ground handling equipment exhibit, no change. 

Change order No. 22, dated December 16, 1954: Amends class coding proce- 
dures established by change order No. 10, no change. 

Supplemental agreement No. 23, dated February 9, 1955: Adds item 7 to cover 
flight simulator specification; adds article 23, nondiscrimination in employment, 
increase, $5,000. 

Change order No. 24, dated March 31, 1955: Revises allotments covering 
engineering changes, no change. 

Supplemental agreement No. 25, dated April 7, 1955: Incorporates CCN’s, 
no change. 

29. Bailed property used in the performance of this contract is itemized in 
exhibit D. 


Exursit D.—Bailed equipment for contract AF33(600)—223165 as of Sept. 15, 1956 





Bailment Item 
agreement and) Equipment requested No Purpose 
amendment | . 








1163-15.01__- 3 signal generators, TS-147A.........---------. 18 | To cheek production installation 
of radar sets in F-84F and RF- 
84F aircraft. 

1216-9.06_-._. 6 model M-3 Browning aircraft machine guns, 34 | For compliance with the ordnance 

.50 caliber, Aerno 93-1580, S/N A001-7265650. requirements of gunfire tests on 

RF-84F aircraft installation. 

6 gun heaters, type J-4, Aerno 52-2770, S/N 
§200-321923- 4. 

1216-14.02 1 generator, engine driven, 200-ampere, 2| For use in a mockup to test the 
Eclipse Pioneer part No. 30E07-3-A, type DC electrical bus system. 

P4, specification MIL-G-6162, Aerno 42- 
1910, S/N 4213-30E07-3-A. 

1 engine-driven, 400-ampere, Eclipse Pioneer 
P/N 30E10-1-A, type AN3624-1, specitica- 
tion MIL—G-6162, Aerno 42-1923, S/N 4213- 
30E10-1-A, 

















tion 


nce 
$; on 


the 
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Equipment requested 








— 


w 








2 voltage regulator, Navy type I, Aerno 42- 
1501, serial No. 17R21, S/N 4213-1042-17A, 


2 relay generator field oontrol, specification 
22603, Aerno 42-1530, S/N 3380-701-615-9935. 


2 relay generator overvolt, specification MIL- 


R-6467, type E-2, Aerno 42-1520, S/N 4248- 
RE-200. 


i- 


| 1 relay, 300-ampere generator, reverse current, 
Aerno 4201504 S/N AN3025-1, S/N 4293-RE- 


A7O0A. 


| l relay, 600-ampere generator, reverse current, 


Aerno 42-1505, S/N AN3025-1, S/N 3380- 
574150-4755. 


~ 


3516-1, S/N 4224-F 46. 


1 receiver transmitter, RT-173/ARC 33____--- 

1 control panel, C-784/ARC 33 S/N 1600- | 
373061 55¢ 

1 apnea a MT-611/ARC 33 S/N 1600- 
293348500. 


1 wrench, AFS/N 9A W A-923900 

1 wrench, AFS/N 9A W A-923901 

1 wrench, AFS/N 9A W A-923902______- 

1 puller, AFS/N 9A W A-923915_______- 

1 puller, AFS/N 9A WA-923916_ - 

l sling, AFS/N 9A W A-924066 
wrench, AFS/N 9A W A-924092._ 
1 sling, AFS/N 9A W A-924124 __ 

1 puller. AFS/N 9A W A-924128 


set i 
1 TS-375/u voltmeter 
2 AN/UPM-23 test unit 


3 rack machine gun, work storage class B item 


Nos 237-1, 237-2, and 237-3 


_ 


mitter, AF S/N 5919-A A F 187600 


_ 


puter, AF S/N 1660-373749993 


_ 


5919-A A F 187600 


780890 


801319-2158-2 


“a 


720706 


1 tow bar assembly, B-25 aircraft S/N 8200- 


055000 


— 


904000 


~ 


082150 (main gear) 


_ 


903325 
1 tow bar assembly, F-86, S/N 8200-903305 
1 tow bar assembly, C-54, S/N 8200-03100 

1 AN/URM-ll1 test set ¥ IC AC-725215 


1 AN/URM-12 voltage point test set, 7CAC- | 


801319-2665. 


1 AN/URM-13 dummy load set, 7C AC-273450_ | 
1 AN/URM-i4 microphone simulator, 7CAC- | 


725-230. 


1 generator set, Hewlett-Packard Model 608B, 


— 7CAC-9035. 
See attachment No. 2 


inverter, power, Aerno 42-2325 S/N AN- 


1 AN/UPM-19A, S/NCAC -801319-21575 test | 


RT-181/A PG-30 frequency converter, trans- 
P P-493/A PG-30 power supply, range com- 
CN-112/APG-30 voltage regulator, AF S/N 


truck, aircraft fuselage, aft, AF S/N 8220- 


radar test set, AN/UPM-6B, S/N 7CAC- | 
antenna shield, CW-224/U, S/N 7CAC- 


tow bar assembly, B-26 aircraft S/N 8200- 
tow bar assembly, F-80 aircraft S/N 8200- | 


tow bar assembly, F-80 aircraft S/N 8200- 


Exuisit D.—Bailed equipment for contract AF33(600)~22315 as of 
Sept. 15, 1955—Continued 


Item 
No. 


44 


45 


46 


47 | 


48 | - 





Purpose 


For mockup and testing of the 
RF-S4F aircraft electrical bus 
system. 


For use in engineering research 
laboratory for bench test of 
ARC 33 radio equipment. 


To service J-65 series engines being 


installed in F-84F and RF-4F 
aircraft. 


For bench and preflight testing of 
AN/APW-Ila radar equipment 
to be installed in production 
F-84F and RF-84F aircraft 

For use in production shops to facil- 
itate the manufacture of F-84F 
and RF-S4F aircraft 

For checking and calibrating radar 
test equipment to maintain 
proper flow of this equipment 


For use in the remov: al and instal- 
lation of F-84F and RF-S4F air- 
craft aft fuselage section 

For bench, preflight and flight test, 
plus | spare of AN/APX-6 radar 
equipment 


To oeiger store, and handle tran- 


sient Air Force ; aircraft at Farm- 
ingdale, Long Island, N Ys 
facility 


For use in our final assembly area 
for bench checks, 


For use by subcontractor, Air- 
borne Accessories Corp., Hillside, 
N.J., for use in the development, 
manufacture, and testing of air- 
craft actuators to be installed in 
production of F-84F and RF-84F 

aircraft. 
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Exuisit D.—Bailed equipment for contract A F33(600)—2 
Sept. 15, 1955—Continued 





Bailment 
acreement and 
amendment 


Item 


Equipment requested No. 


1 yoke assembly, 


4 dolly 165 engine buildup P/N MRD 1200B, 
S/N 427, 428, 429, 430, S/ N 8220-750585. 


2009-18... 4 dolly, MRD 1290B J65 engine, Nos. 1, 2, 3, 4 
S/N 8200-750585. 


2009-19.01 indicator, tachometer, type E-32, Aerno 61- | 
215, S/N 6125-1461-B U-8-03. 
indieator, exhaust temperature gage, 
K-#, Aerno 61-8829, 8/N 6126-149E5. 
ASN-6 prototype test equipment P/N 75- 
089 S/N 7-C AC-NL-80159-675. 


type 


2009-40... 3 transmitter, bridge, type E2CIA, WOG- 
0926, class B, items 133-1, 133-2, 133-3, S/N | 
1963-A A F-400791-5. 

bar assembly, towing C47, A/C S/N 8200- 
082136, class 19A, P/N 50D7778. 


2009-46 _ _ - _ - 


5..... camera, type K-37, (A/C reconnaissance 
night with shutter-trip control unit), Aerno 
74C-20C, AF S/N 8400-098945. 


body camera, type K-17C (A/C reconnais- 
sance, day, less cone), Aerno 74C-60, AF 
S/N 8400-035130. 
2 cone, 6 inch (for type D-17C camera), Aerno | 

74C-57, AF S/N 8400-163420. 

| 2cone, 6 inch (for type K-22A camera) 

|} 74C-140, AF S/N 8400-163450 

| 2cone, 24inch (for type K-22A camera), 
74C-150, AF S/N 8400-165700. } 
lens and cone assembly, 24 inch (for K-38 
camera), Aerno 74-67, AF S/N 8400-456050. 
camera, a/c (mapping with metrogen lens), 
type T-1l, Aerno 74C-310, AF S/N 8400- | 
100175. | 
amplifier, electronic control, type LA-13, 
Aerno 74-527, AF S/N 8400-006508. 

2 control (master aircraft magazine), type C4, 

Aerno 74-524, AF 5 N 8400-178225. 
cone, 12 inch, F/2, for F-17C camera A/C 
type — ation, MIL = -5799, Aerno 
74C-55, AF s/N 8400-16452 


, Aerno 


Aerno 


2 UPM-19B test sets AF S/N 7CAC-801319- 


24285. 


B-9A intervalometer, Aerno 74-1003. ---- 


ASN-6 prototype test equipment P/N 75- 
089, stock 7C AC NL-80159-675. 


2 MT-1317/ASN-6 mount, 
S/N 6201-1105-1 class 05A. 
2 C823/A1C-10 interphone controls S/N 1600- | 
211945165. | 


Aerno 81-4379 AF 
2145-8 


2351... 


indicator, true air speed, Aerno 60-4931, type 


M-4, class 05C, AF S/N 6025-1297 B-8-04 or 
AF S/N 6025-1297C-8-04. 


AF stock No. 9900-38-05-1089 93 | 


For 


| For 


| For use in ground checkout 
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15 as of 


Purpose 


For the servicing of the pilots’ type 
H-2 emergency oxvgen bailout 
bottle as set forth in AN 03-50C05 
dated Mar. 10, 1945, in the per- 
formance of contracts 

Develop provisions for accommoda- 
tion J65 engine and for handling 
in conjunction with production 
of F-84F aircraft. 

To handle production jet engines 
in final assembly and flight test 
section. 

On engine test stand to insure the 
acceptable operation of YJ-65- 
W-1 and J-65 series engines prior 
to installation. 

purpose of attaching it to 
grounded aircraft to simulate 
flight conditions permitting full 
testing of each component of the 
ASN-6. 

For use on engine thrust stand. 


To service, store, and handle tran- 
sient Air Bag aircraft at Farm- 
ingdale, N. Y. 

To check ‘dado installation and 
operation in RF-84F aircraft and 
for production improvement and 
development of RF-84F installa- 
tion. 


To check design, installation, and 
operation in R F-84F aircraft and 
for production improvement and 
development of the RF-84F in- 
stallation. 

For bench and preflight testing of 
AN/APW-11A radar equipment 
to be installed in production of 
F-84F and RF-S84F aircraft. 


| To use in making high potential 


check on AN/ASN-6, 


5 | For bench checking and calibration 


of ASN-6 equipment prior to 
installation in accordance with 
CCN No, 224 


5 | For functional testing of ASN-6 


equipment. 
production 
ARC-33 radios. 


test checks of 
and 
bench checking of ASN-6 (GPI 
equipment. 
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Exuinit 1)—Bailed equipment for contract AF 33(600)-—22315 as 
1955—Continued 


BAILED AIRCRAFT FOR AF33(600)-22315 


Bailment 
agreement and Aircraft No. Purpost 
amendment 


1216-12-05. - RF-84F, 51-1829 bi ev iluate new TJ-—L2 control settings and to 
ck out the crash barrier for production 
de velopmer tof R F -84F. 

1216-12-05 _ _- RF-S84F, 51-1830 (RF-2 Production development of RF-S4F airplane 
to test flight characteristics, serviceability, 
suggested improvements, modifications, and 
experimental flight tests. 

1824-7-03.__. F-84F, 51-1627 (F-282) _. For general aerodynamic tests, structural 
integrity tests, maneuvering stabilizer modi- 
fication tests and production spoiler installa- 
tion evaluation. HP ydro. antiskid brake must 
be added per CCN No. 114. 

1824-10-04. _. C-47D, 43-48961 (and omnirange equip- | To transport personnel, pick up and deliver 

ment). critical production parts and materials. 
1824-15.01__..._| F-84F- 45RE 8 N 52-6643 (F-871)__- Guided missile. 

2345-3. __ RF-S4F, 51-1 (RF -101) To make installation and limited flight tests 

| of F-5 automatic pilot. 

2145-4. ___- RF-84F, 51-1839 (RF-11)____- For general aerodynamic evaluation and 

| development of RF-84F aircraft. 

148-0....... — -I5RE, 51-11282 (RF-S4F | To check installation of and flight test antenna 
(APW-11A antenna system), designed dur- 
ing the antenna deve ‘lopme nt program as per 
contractor’s letter, TLD-55-2010 dated 
Apr. 18, 1955, RSJ: sal. 


31. The salary and amounts paid under a profit-sharing plan to Mr. Seanlon 
and Mr. Colovin since 1952 are tabulated below with the amount of sal: ary charged 
in each year against this contract directly or indirectly: 


Amount paid 
Claimed 
against this 
. Profit-shar- contract 
Salary = 
lary ing plan 


Martin F. Scanlon: 
1953_.-- - - $19, 650 $11, 359 
1954_-___- 20, 000 11, 358 
1955 (1st haif) -- a | 10, 000 11, 400 
James Colovin: 
1953__- bao ie . as 11, 832 3, 210 
1954__- 11, 448 3, 334 
1955 (1st half : 5. 400 3) 300 


Answers to questionnaire—Continued 


1. The information set forth in this report relates specificially to the initial 
contract issued to Republic Aviation Corp. on July 15, 1950, for the manufacture 
of RF-84F aircraft. Where percentages of the total are requested, we have 
used a weighted average for the period commencing whea the costs were first 
incurred through the second quarter of 1955. 

. Contract AF 33 (038) 14810. 

3. AF 33 (038) 14810 is a fixed-price incentive-type contract. 

4. Letter of intent, dated July 15, 1950. 

5. Same as 4 above. 

6. The total contract price is $171,624,377, including allotted funds which 
have not yet been approved amounting to $12,479,958. It includes the considera- 
tion for the manufacture of 241 RF-84F aircraft, one prototype aircraft, spare 
= tooling, ground handling equipme nt, handbooks, and engineering services. 

The unit sales price (target price) for the 241 RF-84F aircraft furnished 
a this contract is $590,189. 

8. (a) The cost of raw material fabricated by our company is $4,177,297. 

(b) Direct labor costs expended by our company in the performance of this 
contract are $29,823,779. 

(c) Manufacturing and tooling overhead charged against this contract is 
$45,256,571, which is 14 2 percent of the total. 
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(d) Administrative costs charged against this contract are $2,508,818, which is 
11.8 percent of the total. 

(e) The premium portion of overtime compensation charged against this 
contract is $2,322,178. 

(f) Engineering costs (including research costs) charged to this contract are 
$9,064,600, which is 13.6 percent of the total. 

(g) Development costs charged to the contract are $132,816, which is 11.7 
percent of the total. 

(h) Research costs charged to this contract are $62,369, which is 10.9 percent 
of the total. 

(i) The total dollar value of all commitments placed under this contract as of 
August 31, 1955, is $69,464,044. 


Exuipit A.—Contract AF 33(038) 14810—Contractor projects 38 and 48—Con. 





Vendor Purchase order Date of pur- | 


Amount 





| 
No. | chase order 
| 
} 
| 
| 


Abrams Instrument Corp., 600-620 Shawasse St., 3-13-107 | July 23,1952 | $117,742.10 
Lansing, Mich. | 
Admiral Tool & Die Co., 45-10 Vernon Blvd., Long | 2-23-26095 | Mar. 23,1953 | 1112, 960.00 
Island City, N. Y. | 
Aeroproducts Division, General Motors Corp., Mu- | 2-13-89090 | Oct. 3,1952 304, 125. 37 
icipal Airport, Dayton, Ohio. 2-13-68293 | Feb. 8, 1954 | 180, 600. 00 
2-13-98113 | Apr. 2,1954 121, 510. 00 
Aircraft Controls Co., division, Gorn Electric Co., 2-13-90642 | Feb. 1,1954| 1159,140.40 
Stamford, Conn. 
Akeley Camera, 175 Varick St., New York, N. Y- 2-21-19716 | Jan. 15,1953 1179, 952. ! 
Alloy Products Corp., 737 L incoln Blvd., Marion, Ind. 2-20-14686 | Dec. 16,1952 | 1115, 092. 97 
Arista Design & Process Corp., 44-60 East 23d St., 4-15-94502 | Nov. 25, 1952 108, 000. 
New York, N. Y. 
Beech Aircraft Corp., East Central Ave., Whicita, 2-22-128049) Nov. 15, 19% 1105, 504. 
Kans. 4-22-72624 Jan. 27 1 1,028,000.00 
2-20-161153 | June , 195! 100, 474. 54 
2-21-128059 | Oct. 6,19: 1 238, 162. 86 
2-20-161160 | July 6.195! 116, 432. 13 
4-22-78754 | Apr. 14, 430, 149. 31 
2-21-128060 | Oct. ,»1954 | 1660, 658. 70 
2-22-128036 | Sept. 22, 19! 1 109, 894. 60 
Geo. Behn & Sons Co., McDonald and Bacon Sts., 2-72938 | Mar. 21,1952 | 166, 254. 00 
Dayton, Ohio. | 2-23-9093 | Dec. 2, 195% 110, 878. 25 
Bendix Aviation Corp., Bendix products division, 2-23-38179 | Apr. 3 | 135, 416. 53 
South Bend, Ind. 
Boyertown Industries, 23 North Walnut St., Boyer- 2-20-71207 | Oct. 23, 1952 134, 955. 5: 
town, Pa. 
Brockman Tool & Manufacturing Co., 25 Rockhill Rd., 2-21-34575 | Mar. 24, 1953 181, 445, 9: 
Bala Cynwyd, Pa } 
Chicago Aerial Surve y, 332 South Michigan, Chicago 4, 3-66832 | Nov. 11, 1954 | 967, 698. 28 
Til. 
City Tank Corp., 53-09 97th Pl., Corona, N. Y-- ae 4-15-28976 | Mar. 4, 1953 115, 000. 
2-14-72234 | Oct. 1, 1953 195, 732. 06 
2-14-72236 |_....do dl 506, 733. 
Cleveland Aero Products, Inc., 113 St. Clair Ave. NE., 2-23-23582 | Feb. 2, 1953 148, 838. 
Cleveland, Ohio. 
Cleveland Pneumatic Tool Co., 3781 East 77th St., | 2-23-94276 | July 10,1952 643, 924. 00 
Cleveland, Ohio. 2-23-94277 do- ; 555, 158. 50 
2-23-53387 | July 6, 1953 209, 826. 
Consolidated Tool & Products, 2450 East 23d St., Los 3-17-95350 | Dec. 5, 1952 | 172, 139. 8: 
Angeles, Calif. 
Continenss al & Tooling Service, Inc., 35344 Luckee St. 4-15-94500 | Nov. 25, 1952 108, 000. 
NW., Atlanta, Ga. 
Diecraft, Inc., 8643 Pulaski Highw: ay, Baltimore, Md_- 2-21-501 | Sept. 25, 1952 184, 470. 
Allen B. Du Mont nena, Inc. , 750 Bloomfield 3-13-14882 | Dec. 4, 1952 362, 813. < 
Ave., Clifton, N. 
Eclipse Pioneer Div oe Bendix Aviation, Teterboro, 3-27723A | May 1,1951 571, 506. 
N. J. 





Ellanef, 97-11 50th St., Corona, N. Y-.-- 2-21-19686 | Dec, 30,1952 

Essex Manufacturing Co., 6143 Bartmer Ave., St. 2-13-99445 | Mar. 22, 1954 
Louis, Mo. 2-13-09446 |_....do_...____] C .12 

Ferro Machine & Foundry, 3155 East 66th St., Cleve- 2-21-39280 | Apr. 23, 1953 139, 871. 
land, Ohio. 

General Bronze Co., Stewart Ave., Garden City, L. L., 2-20-67844 | Sept. 29, 1953 | 114, 582. 
N. Y 





General Engineering, Inc., 2527-2529 Frederick Ave., 2-21-26202 | Feb. 13, 1953 134, 160. 
Baltimore, M 
General Fireproofing, Youngstown, Ohio 2-90650 | June 3, 1952 233, 821. 8§ 

B. F. Goodrich Co., 230 Park Ave., New York, N ‘ 2-23-2090 | Jan. 5, 1953 | 163, 336. 
2-23-2089 | Sept. 18, 1952 191, 888. 5 

2-89016 | May 29, 1952 | 183, 252. 

Jacques Brass Specialty Co., 302 East Federal St., | 2-21-10516 | Feb. 4,1955 | 138, 921 

Baltimore, Md. | | | 


1 Purchase order applicable to other contracts. 
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Exuipit A.—Coniract AF 33(038) 14810—Contractor wna 38 and 43—Con. 








r Purchase order Date of pur- 
C " 
Vendor No. chase order 





























Kaiser Metal Products Inc., Bristol, Pa_...........--- 2-23-10154 | Feb. 18, 1953 $519, 422. 00 
2-23-23077 do... 151, 980. 00 
Kanarr Corp., 60 Dilley St., Kingston, Pa 2-21-13782 | Jan. 27,1953 308, 203. 20 
The Kawneer Co., Niles, } Mich.......- . 2-20-79211 | Nov. 18, 1953 208, 125. 00 
2-20-79206 do 122, 368. 00 
2-20-74014 | Oct. 20, 1953 240, 000. 00 
Lehigh Engineering & Tool Co., 246 Halsey St., | 415-04498 | Nov. 25, 1952 108, 000. 00 
Newark, J. 
Liberty P roducts Corp., Farmingdale, N. Y..........- 2-20-84050 | Dec. 9, 1953 | ! 2,079,370. 00 
2-20-122445 | July 27,1954 8, 344. 85 
2-20- 123446 ee 666. 24 
2-2 327. 35 





Jan. 27,1953 | 
1953 | 





Liquidometer Gerp.. 36-16 Skillman Ave., Long 
Island City, N. 

Magic Chef, Inc., sat Harvard Ave., Cleveland, Ohio- 

Magnus Metal Corp., 111 Broadway, "Ne w York, N. 

























Glenn L. Martin Co., Baltimore, Md___..__---_-_-..---- Feb. 13, 1953 | 318, 000. 00 
Mar, 12, 1953 | 471, 000. 00 
June 3, 1953 251, 200. 00 
Mechaneers, 2414 North Main St., Bridgeport, Conn_. Nov, 25, 1952 | 108, 000. 00 

















Moynahan Bronze, P. O. Box 126, Flat Rock, Mich__- Feb. 11,1953 | 1133, 635.00 
| Dec. 23, 1952 1 164, 257. 55 

Norge Division Borg Warner Corp., 88 West Broad- Jan. 20,1954 481, 245. 44 
way, Muskegon Heights, Mich. Jan. 21, 1954 404, 579. 46 
Dec. 30, 1953 519 212. 88 





Otis Elevator Co., 260 11th Ave., New York, N. Y-_- 





5 195 
5, 1952 





Orenduff Kappel, 81 Urban Ave., Westbury, N. Y__---- 10, 1953 | 1 
































Mar. 17, 1953 630, 544. 46 
Mar. 16, 1953 | 101, 991. 00 
| Oct. 24, 1952 | 275, 859. 88 
Proctor Electric Co., 3d St. and Hunting Park Ave., } 
SS hs PG eee a , | Sept. 15, 1953 | | 1, 149, 370. 13 
Oct. 15,1953 | 1104, 424. 45 
July 1, 1953 | 926, 150, 52 
| 2-C-578: Mar. 28,1955 | 1 103, 465.43 
The Prosperity Co., Syracuse, N. Y ; 2-22-57841 | Oct. 23, 1953 | 161, 285. 29 
s, & Z. Manufacturing Co., 3960 Southeastern Ave., 
DI OS) codes ce cncencticécembuosenten eaeed 2-21-71546 | Oct. 30, 1953 180, 132. 00 
2-21-34550 | Mar. 31, 1953 275, 282. 00 
Swedlow Plastics Corp., 394 North Meridian St., 
Youngstown, Ohio_-_-_-- oF. potest 2-22-94622 | Feb. 24,1954 | 1143, 693.95 
Fee, Aircraft Corp., P. O. Box 6191, Dallas, Tex : 2-20-95948 | Feb. 17, 1954 123, 326. 07 
A. Thiebolt Air Engineering Co., 1005 E St. NW.. 4-34367 | June 14, 1951 136, 853. 00 
Ww ashington, D.C So acaie tlie 
Twin Coach Co., P. O. Box 2507, Buffalo, N. Y_________- 2-22-3469 | Oct. 10, 1953 | 221, 260. 74 
2-22-94627 | Feb. 24, 1954 1 100, 212. 75 
United Controls Corp., 25John St., amey : ille, N. Y..- 2-13-83413 | Feb. 1, 1954 1 163, 283. 00 
Viking Tool Co., 2 Main St., Belleville, N.J_.......-... 2-23-259 | Aug. 28, 1952 222, 687. 80 
2-23-36783 Apr. 14, 1953 112, 806. 00 
Kellett Aircraft Corp., Camden, N.J_....--.------. sone 4-44560 | Nov. 2,1951 516, 077. 34 








1 Purchase order seetuiitite to other contracts. 












9. No amount paid under the profit-sharing plan has been charged or claimed 
against this contract. The amount of officer salaries charged to this contract is 
$186,454, which is 8.2 percent of the total. 

12. Of the total ~ ere paid to Aircraft Industries Association which was 

charged to overhead, 15 percent or $30,306 is charged to this contract. 

13. From the third quarter of 1950 through the second quarter of 1955, $1,- 
346,993 was paid in consultation or advisory fees and 13 percent of such fees is 
charged to this contract. 

14. Traveling expense charged to this contract is $670,026. 

15. A total profit of $11,975,316 is claimed. 

16. The amount of $41,174 is claimed as profit on each airplane manufactured 
under this contract. 

The amount charged for depreciation against this contract is $424,570, 
which is 12.9 percent of the total. 
The reply to this inquiry is included in exhibit B. 
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Exurpit B.—Recap or Conrract AF 33(038)-14810 as or June 30, 1955 


Supplemental agreement No. 1, dated June 4, 1951: Adds 90 additional RF- 
84F airplanes, spare parts, special tools, an ground handling equipment, etc.; 
increase, $22,400,000. 

Supplemental agreement No. 2, dated Sep’ ember 25, 1951: Adds 63 additional 
RF-84F airplanes, spare parts, special toois, and ground handling equipment, 
etc.; increase, $14,800,000. 

Change order No. 3, dated January 4, 1952: Adds item 18 to cover bill of 
material; no change. 

Change order No. 4, dated January 15, 1952: Adds item 19 to cover spin model; 
adds clauses 11 and 12, gratuities and metalworking machinery reports, respec- 
tively; increase, $7,000. 

Change order No. 5, dated April 11, 1952: Revises delivery schedule; authorizes 
production tooling rate of 43 airplanes per month; no change. 

Change order No. 6, dated May 8, 1952: Adds $2,500,000 to engineering change 
funds; increase, $2,500,000. 

Change order No. 7, dated May 12, 1952: Adds item 20 to cover three-tenths- 
scale model; increase, $94,000. 

Change order No. 8; not issued. 

Change order No. 9, dated May 16, 1952: Adds $278,000 to engineering change 
funds; increase, $278,000. 

Change order No. 10, dated July 21, 1952: Funds for spare parts increased; 
increase, $7,500,000. 

Change order No. 11, dzted September 26, 1952: Revises insignia and mark- 
ings; no change. 

Change order No. 12, dated December 16, 1952: Revises item 5 covering 
YRF-84F prototype; no change. 

Change order No. 13, dated January 5, 1953: Revises general provisions 
articles; no change. 

Change order No. 14, dated December 18, 1952: Incorporates spare parts 
provisioning document, MCP 71-649 (revised April 1, 1952); no change. 

Supplemental agreement No. 15, dated January 29, 1953: Adds item 21 to 
cover modifications and additions to three-tenths scale model; increase, $130,000. 

Change order No. 16, dated April 2, 1953: Adds security classification of “re- 
stricted”’ and security requirements check list; no change. 

Change order No. 17, dated April 14, 1953: Formalizes CCN’s; revises article 
B-4; adds property accountability to general provisions; no change. 

Change order No. 18, dated May 29, 1953: Adds $18,500 to engineering changes 
funds; increase, $18,500. 

Supplementa! agreement No. 19, dated September 18, 1953: Adds item 22 to 
cover two sets of RF—84F mobile training units; increase, $590,000. 

Change order No. 20, dated June 15, 1953: Amends exhibit A, delivery of 
engineering data requirements revisions every 180 days in lieu of 120 days; no 
change. 

Change order No. 21, dated June 11, 1953: Adds $230,000 to engineering changes 
funds; increase, $230,000. 

Change order No. 22, dated August 12, 1953: Revises clause 14 to overall 
sscurity classification of ‘‘restricted,’’ no change. 

Change order No. 23, dated August 21, 1953: Decreases by $2,200,000 item 9, 
engineering changes, funds: decrease, $2,200,000. 

Change order No. 24, dated October 5, 1953: Decreases by $200,000 item 9, 
engineering changes, funds; adds item 23, engineering changes, committed funds; 
decrease, $200,000. 

Change order No. 25; not issued. 

Change order No. 26, dated November 19, 1953: Adds preconcurrent delivery 
of certain spare parts; no change. 

Change order No. 27, dated November 20, 1953: Amends exhibit A, data require- 
ments, and change order No. 17; no change. 

Change order No. 28, dated December 18, 1953: Establishes class coding 
procedures; no change. 

Change order No. 29, dated December 14, 1953: Increases funds committed, 
item 23, engineering changes; no change. 

Change order No. 30, dated January 28, 1954: Increases funds committed for 
item 23, engineering changes, formalizes CCN’s; no change. 

Change order No. 31; not issued. 

Supplemental agreement No. 32, dated January 29, 1954: Adds authorization 
for an interim revision in billing prices, clause 4; formalizes CCN; and establishes 
new delivery schedule; increase, $68,000,000. 
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Change order No. 33, dated February 17, 1954: Amends subcontracts clause 
to comply with appendix No. 2 to AFPI 70-300; no change. 

Change order. No. 34, dated February 10, 1954: Increases committed funds, 
item 23, engineering changes; no change. 

Change order No. 35, dated February 23, 1954: Revises item 22 covering 
mobile training units; decrease, $17,000. 

Change order No. 36, dated March 10, 1954: Decreases items 2 and 11, spare 
parts; decrease, $2,000,000. 

Change order No. 37, dated March 10, 1954: Authorizes pilot indoctrination 
team to visit RF—-84F AF bases; no change. 

Change order No. 38, dated April 12, 1954: Formalizes CCN’s; revises AF 
serial numbers; no change. 

Change order No. 39; not issued. 

Change order No. 40, dated May 18, 1954: Adds Government-furnished 
property clause and provides for repair of GFAE; no change. 

Change order No. 41, dated July 16, 1954: Incorporates special tools and 
ground handling equipment exhibit revisions; no change. 

Change order No. 42, dated August 6, 1954: Authorizes use of Government 
facilities on a no-charge-for-use basis for the benefit of subcontractors; no change. 

Change order No. 43, dated August 17, 1954: Amends clause 9, examination 
of records; no change. 

Change order No. 44, dated September 8, 1954: Formalizes CCN’s; increase, 
$1,600,000. 

Supplemental agreement No. 45; not issued. 

Supplemental agreement No. 46, dated September 15, 1954: Establishes firm 
target prices for items Nos. 1, 4, 5, 6, 7, 10, 13, 14, 17, 18, and 22; adds certifi- 
cate of necessity (DODD 4105.34); adds Government reimbursement in connec- 
tion with Indiana tax requirements; amends nondiscrimination-in-employment 
clause; increase, $22,500,000. 

Change order No. 47, dated September 27, 1954: Assigns aircraft to USAF 
and MDAP; no change. 

Change order No. 48, dated November 5, 1954: Incorporates revisions to 
special tools and ground handling equipment exhibits; no change. 

Change order No. 48, exhibit A, dated December 9, 1954: Incorporates revi- 
sions to special tools and ground handling equipment exhibits; no change. 

Change order No. 49, dated December 13, 1954: Formalizes CCN’s: increase, 
$30,000. 

Change order No. 50, dated December 16, 1954: Revises class coding procedures 
established by change order No. 28; no change. 

Supplemental agreement No. 51, dated February 7, 1955: Formalizes CCN’s; 
increase, $160,000. 

Change order No. 52, dated February 4, 1955: Attaches spare parts exhibits; 
no change. 

Change order No. 53, dated February 25, 1955: Increases committed funds, item 
23, engineering changes; no change. 

Supplemental agreement No. 54, dated March 7, 1955: Attaches revisions to 
spare parts exhibits; no change. 

Supplemental agreement No. 54-1 dated May 2, 1955: Attaches revisions to 
spare parts exhibits; no change. 

Change order No. 55, dated March 29, 1955: Changes allotments, item 23 
engineering changes; no change. 

Supplemental agreement No. 56, dated April 7, 1955: Adds amendment No. 1 
to special tools and ground handling equipment provisioning document; no change. 

Supplemental agreement No. 57, dated April 27, 1955: Formalizes CCN’s; 
increase, $10,000. 

Supplemental agreement No. 58, dated May 5, 1955: Formalizes CCN’s 


; in- 
crease, $100,000 
Supplemental agreement No. 59, dated May 3, 1955: Formalizes CCN’s; no 
change. 
Supplemental agreement No. 60, dated May 25, 1955: Formalizes CCN’s; in- 


crease, $70,000. 

Supplemental agreement No. 61, dated May 31, 1955: Authorizes repair of 
damaged RF-84F airplane, AFSN 51-1846; increase, $100,000. 

Supplemental agreement No. 62, dated June 9, 1955: Formalizes CCN covering 
prototype autopilot; increase, $100,000. 

29. Bailed property used in the performance of this contract is itemized in 
exhibit D. 
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Exuisit D.—Bailed equipment for AF33(038)14810 as of Sept. 15, 1955 





Bailment 


agreement and Equipment requested | Item 


No Purpose 
amendment | No. | 





2 radio receiver R- 


1163-15.01 


1163-22.01 


2 dynamotor type DY 
1 dynamotor type DY-22. 
2 radio receiver R 101 A/ARN-6. 


3 signal generator, TS-147A.............--..2. 


2 fixture, starter coupling locking 


| 2 wrench, turbine rotor rear shaft plug, remov- 


and installing. 
2 wrench, turbine rotor rear shaft nut 


| 2 stand, turbine rotor shaft assembly 
| 2sling, turbine rotor shaft assembly (hoist) -.-- 
| 2sling, first stage turbine stator blade and sup- 


port assembly, hoist. 
1 ARC-33-RT173/A RC-33 receiver, S/N 1600- 
218997118. 


| 1 ARC-33-C784/ARC-33 control panel, 8/N 


1163-44_-._- ; 


1163-49__- 


1169-7... 


1169-21.06--- 


| 1 sight, 
‘-1 


AN-1. 
| lrelay, M-1, Aerno 42-1525____. 


ht ee et ett ed 


1600-373061550. 
1 headset, HS-33 
1 microphone, T-30 
10 initiator, type M-3, Aerno 93-316, drawing | 
No. BLX-32-1 (inert) 
bird peak reading wattmeter No. 840A, 
7CAC-977610, 


dolly and cradle, S/N 8200-207005-A-3 
control unit, S/N 1600 NL. es 
generator signal, 804- 

headset, HS-33- 

relay, AN 3025-2- = 

set of wrenches, ANB: 506-1, Oe 

2 kit, gun, boresight J-1, S/N 8007-A. A F291810_- 
1kit, gun, boresight J-2, S/N 8007—A A F291700 
bore, gun camera, S/N 2900-769050 


1 inverter, F-35, Aerno 42-2361 

1 altimeter, C-16, Aerno 60-1050-- 

2 test set ARC/5, AN/ARM-1__.- 

1 test set ARC-522, LE-19A - 

1 junction box, 368): ARC, Aerno 80-1001 ----- 
1 crystal, 8392KC__.. : 

1 crystal, 8423.08 KC_ iS 
1 mounting, type MT-274: rn Aerno 80-5207. 

2 control panel type C-404/A -_- g 
1 regulator v oltmeter, Aerno 42-1501--.-.---- 





| l relay, type E-2 


1216-3.02 


1 relay, type M2, Aerno 42-1530 

1 inverter, type F-35, Aerno 42-2361 

1 Camera, type T-11, stock No. 84-100175 
1 6-inch lens cone, type K-22_- 
3 12-inch lens cone, type K-22. 


| 1 24-inch lens cone, type K-22.___.-- 


1 camera body, type K-38 


| 1 24-inch lens cone, type K-38 
| 1 36-inch lens cone, type K-38 


1216-4......- 


1216-7-02_..- 


1216-8 


1216-93-06 


1216-11 


1216-13 


suit, altitude, type T-1 S/N 8310-810325_- 
helmet, type K-1, S/N 8300-440355 

suit, regulator and cylinder, type C-1, S/N | 
&300- NL. 
indicator, R. of C., 
AN5825-3. | 
compass, settable dial, AER No. 60-1754- | 


AER No. 60-6800, 


2 ink rs, hand, caliber .60 and 20-mm, F-38, 
S/Nos. 2239 and 2240. 


} model M-3 Browning aircraft machine guns, 
50 caliber, Aerno 93-1580, S/N A00I- 7265650. 

§ gun heaters, type J-4, Aerno 52-2770, 
5200-321923-4. 

2 rack, bomb, type S-3, S/N 6400-612977 


slave gyro compass indicator 


77A/ARC-3 command set_- 8 | 
21. 


| For monitoring 


To perform radio noise interference 
tests on rotary actuators in ac- 
cordance w ryt sepcifications AN- 
I-24A and J M-10-A. 


| To check pockahtion installation 


of radar sets in F-84F and RF- 
84F aircraft. 

To maintain the YJ-65-W-1 en- 
gines. 


experimental test 
flights made by contractors’ air- 
craft at Edwards Air Force Base. 


For preinstallation testing of pro- 
duction GFAE ARN-6 and 
ARC-33 units. 

To check ejection seat linkage in 
F-84F and RF--84F aircraft. 


| For determining power output of 


an AN/APX-4 radio installed in 
aircraft. 
For test purposes. 


For test purposes. 


For fitting and checking all pro- 
visions engineered for the RF- 
84F aircraft. 


| For performing high altitude test- 


ing of development and proto- 
type aircraft. 


For use as mockup material for 


RF-84F airplane. 


| 2 
| For development and production 


testing of the armament instal- 
lation for RF-84F airplanes. 


| For compliance with the ordinance 


requirements of gunfire tests on 
RF-84F aircraft installation. 


For use in the performance of con- 


tracts A F33(038)-14810 and AF 
33 (038) 14803. 


| For development testing on the 


aft section of the 
lyzer. 


RF-S4F ana- 
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Exuisit D.—Bailed equipment for AF33(038)14810 as of Sept. 15, 1955.—Con. 





Bailment Thea 
agreement and Equipment requested Na. Purpose 
amendment | ' 


| 








1216-14.02.....| 1 generator, engine driven, 200 amperes, 42 | For use in a mockup to test the 
Eclipse Pioneer part No. 30E07-3-A, type DC electrical bus system, 
P4, specification MIL-G-6162, Aerno 42- 
1910, S/N 4213-30E07-3-A. 
engine driven, 400 ampere, Eclipse Pioneer 
part No. 3CE 10-1-A-, type AN 3624-1, 
specification MIL-G-6162, Aerno 42-1923, 
S/N 4213-30E10-1-A. 
1216-15.02__... voltage regulator Navy type I Aerno 42- . tm 
1501, serial No. 17R21, S/N 4213-1042-17A. S4F 
relay generator field control, specification me Pn 
32603, Aerno 42-1530 S/N 3380-701-615-9935. 
relay generator overvolt, specification MIL 
R-6467, type E-2, Aerno 42-1520, S/N 4248- 
RE-200. 
relay, 300 ampere generator reverse current, 
Aerno 4201504 A/N AN 3025-1, S/N 4293-RE- | 
ATO0A. 
relay, 600 ampere generator reverse current, 
Aerno 42-1505, S/N AN 3025-1, S/N 3380- 
5741 50-4755. | 
inverter, power, Aerno 42-2325 S/N AN 
| 3516-1, S/N 4224-F 46. 
1216-20-01 | 2each AS-680/A PS-54 antenna stock No. 1660- 56 | To determine 
035110433 Class 16KI 
2each AS-679/A PS-54 antenna stock No. 1660- 
035110436 cls Ass 16KI 
4each A T-518/A LT-6 antenna stock No. 1660- | 
035110463, (1 set of 4 different antennas) 
(Part of AN-ALT-6 transmitter counter- 
measure) 
| 1 each AT-404/APT-16 antenna stock, No. 
1660-037479068 (part of AN-ALT-8 trans- 
mitter set) 
4 type AN-M-3 gun, aircraft machine, caliber 61 | For use for gunfire testing in con- 
50, S/N A001-7265650 junction with 
| designs 
1824-05. -_. Sperry system test analyzers, P/N 1000012, | 1 | For use in the performance of con- 
S/N 7C AC-038377 | tracts 6704, 14803, 14810, 
| | and 6581 
9 


and testing of the 
aircraft electrical bus 





proper location for 
installation in aircraft 


new nose cowl 


6580, 


3 receiver-transmitter RT-198A/UPX-7, S/N 
TCAC-681065 } 
spectrum analyzer kit TS-148/UP, S/N | 
TCAC-041085 | 
3 simulator, range radar, S/N 7CSG-654721_ .. - 
50 CR-1/A R- 8370 KC 2100-2 x 4-8370 (crystals) _| 
50 CR-1/AR-8156-47 KC 2100-2 x 4-8156-47 | 
(crystals) 
50 CR-1/A R-7540 KC 2100-2x4-7540 (crystals) 
1 sight line level indicators, S/N 8042-A-264 ll 
50 C R-1/A R-8248 KC 2100-2x4-8248 (crystals) - 
1 wrench, AF S/N 9A W A-923900 17 | To service J-65 series engines being 
1 wrench, AF S/N 9AWA923901 : 18 | installed in F-84F and RF-&4F 
1 wrench, AF S/N 9A WA-923902 ¢ aircraft. 
1 puller, AF S/N 9A WA-023915 , 
1 puller, AF S/N 9A W A-923916 
1 sling, AF S/N 9A W A-924066 
wrench, AF 8/N 9A W A-924092 
1 sling, AF = 9A W A-924124 
1 puller, AF S/N 9A W A-924128_ 25 
| 1 AN/UPM- 19A, S/N 7CAC-801319-21575 36 | For bench and preflight testing of 
| test set. AN/APE-lla radar equipment 
| 1 TS-375/u voltmeter-__- Seen 37 to be installed in producing 
2 AN/U PM-23 test Unit ax F84F and RFS4F aircraft. 
2 AN/U PM-14 (XA-1) microphone simulator To check the ARC-33 command 
set, S/N 7C AC725230. | Set. 
AN/U RM-12 (XA) voltage point test set, 
S/N 7C AC-801319-2665. 
AN/URM-13 (XA-1) dummy load test set 
S/N 7C AC274350. 
sets boresight optical sets, S/N 9C MS-93- 5 | To check the boresighting of the 
24734. .50 caliber Imachineguns being 
installed on aircraft. 
1 suit, anti-G, type G-3A, S/N 8300-858475_ __ ) | For use in the performance of con- 
| tracts A F-14803 and A F-14810 





indicator, air speed, type F-2A, S/N 6025 
586B K-0142 

indicator, air speed, type F-4, S/N 6025- 
865F U-5-03 

indicator, a line level, type A-2, S/N 
8003-41 D36€ 
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Exuisit D.—Bailed equipment for 


AIRCRAFT PRODUCTION 


Bailment 
agreement and 
amendment 


1825-2.02 


1825-3.05 


1825-5.02 


now 


1825-7.03 


| 
1825-10.5_..... } 
phe stal (7540KC , transmitte r, S/N 2x4-7540-| 
1 dummy rocket, 8CM 
1 flight analyzer, type ( 


1825-11... 
1825-12.01 
1825-13 


2009-3.03. ... 


| 1 two bar assembly, 


| 1 two bar assembly, 


2009-15 


seme 


om bo 


Equipment requested 


1 field test unit, 
DERC-14938 
2 kits, 8042A F 291850 


type G-1, P/N CS-398, 


60 cryst: al unit 2100-2 x 4-8156.47 CR-14A, 8156- 
47 KC 

4 cyrstal unit, 2100-2 
R370KC 

1 AN/ARC-19 (XA-1) special test equipment 


x 4-8370, CR-1A/AR 


- 


AN/ARC 
ment 
antenna, A T 197/ARC-19__ 

A N/UP X-7 radar set 

AS-133/APX Ante nna 

inverter, 1500 V. 1 phase S/N 4224-F-35 
voltmeter TS 185, SIN 7 7TCAC-H45-975 


19 (XA-1) standard test equip- 


voltmeter TS-375/0, S/N 1690-329001895 
52/U, S/N 1690-329091771 
range calibrator TS-102A/UP, S/N 7CAC 
170276-245 

} oszilloscope TS-34, 8/N 1690-327878300 
oscilloscope TS-239, U P, S/N 7CAC-61213 20 
test set TS-62/AP, S/N 7C AC-177683 


test set TS-147A/UP, S/N 7CAC-801319-237 


041085. 
test set 
voltage 
No. G02373. 

camera, microfilm copying, model D, 
1231. 

amplifier servo force No. 170-109 6001-N L 
indicator master No. 107-109, 6001-N L_-_----- 
indicator repeater No. 917-1050, 6001-N L- 
stock dynamotor No. 308, 6001-N L 

38 crystal (824KC), receiver, 


TS-268C/U 


1 field test unit, type G-1A_- 

1 radio set AN/ARC-3 transmitter 

1 radio set AN/ARC-3 receiver 

1 AN/ARC-3 power supply 

1 radio control assembly, AN/ARC-3 


1 RT-181/A PC-30 frequency converter, trans- | 


mitter, AF S/N 5919-A A F187600. 

1 PP-493/APC-30 power supply, range 
puter, AF S/N 1660-373749993. 

1 CN-112/APG-30 voltage regulator, 
5919-A A F 187600 

3 radar test set , AN/UPM-6B, S/N 
801319-2158- 

3 antenna shie ld, CW- 
720706. 

l tow bar 
055000 


AF S/N 
7 CAC- 


224/U0, S/N 7CAC- 


assembly, B-25 aircraft S/N 8200- 


B-26 aircraft, S/N 8200- 
904000 

1 tow bar assembly, 
082150 (main gear). 


F-80 aircraft, S/N 8200- 


F-80 aircraft, S/N 8200- 
903325. 

1 tow bar assembly, F-86, S/N 8200-903305 

1 tow bar assembly, C-54, S/N 8200-03100_- 


See attachment No. 2 


1 yoke assembly, 


4 dolly J65 engine buildup P/N MRD 1200B, 
S/N 427, 428, 429, 430, S/N 8220-750585. 


AF33(038)14810 as of Sept. 


spectrum analyzer, TS-148/UP, 8/N 7CAC- | 


’ regulator, sola type, consti ant, ‘serial 


S/N 


S/N 2x4, 8248____-| 


com- | 


AF stock No. 9900-38-05-1089 


COSTS AND PROFITS 


15, 1955.—Con. 


| Item 


Rises 
Na. Purpos 


10 | For use in the performance 
tracts 14803 and 14810 


Do. 


of con- 


For checking and calibrating radar 
test equipment to maintain 
proper flow of this equipment. 


For bench, preflight, and flight 
test, plus 1 spare of AN/APX-6 
radar equipment. 


To service store and handle trans- 
ient AF aircraft at Farmingdale, 
Long Island, N. Y., facility. 


..-| For use by subcontractor, Air- 
borne Accessories Corp., Hillside, 
N.J., for use in the development, 
manufacture, and testing of air- 
craft actuators to be installed in 
production F-84F and RF-84F 
aircraft. 

For the servicing of the pilots’ type 
H-2 emergency oxygen bailout 
bottle as set forth in AN 03- 
50C05 dated Mar. 10, 1945, in the 
performance of contracts. 

Develop provisions for accommo- 
dation J-65 engine and for 
handling in conjunction with 
production F84F aircraft. 


93 


110 
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Exuisit D.—Bailed equipment for AF33(038)14810 as of Sept. 15, 1955.—Con. 


Bailment eee 
agreement and Equipment requested No Purpose 
amendment ; 


4 dolly, MRD, 1200B J-65 engine Nos. 1, 2,3, 4 q lo handle production jet engine 
S/N 8200-750585. in final assembly and flight test 
section. 

2009-19.03.....| 1 indicator, tachometer type E-32 Aerno, On engine test stand to insure the 

61-215 S/N 6125-1461-B U-8-03 acceptable operation of YJ-65- 
1 indicator, exhaust temperature gage type 5 W-1 and J-65 series engines prior 
K-6, Aerno 61-8829, S/N 6126-149E5 to installation. 
2009-25 ...| 1ASN- -6 prot type test equipment P/N 75-089 2 For purpose of attaching it to 
stock No. 7-C AC-N L-80159-675 grounded aircraft to simulate 
flight conditions permitting full 
testing of each component of the 
ASN-§. 
transmitter, bridge, type E2CIA, W OG- 52 For use on engine thrust stan 
0926-AC, class B, items 133-1, 133-2, 133-3, 
S/N 1963-A A F-600791-5 
bar assembly towing C47 A/C S’N 8200- } lo service, store, and handle tran- 
082136, class 19A, P/N 50D7778 sient AF aircraft at Farming- 
dale 
camera, type K-37 (A/C, reconnaissance lo check design installation and 
night with shutter trip control unit), Aerno operation in R F-84F aircraft and 
74C-200, AF S/N 8400-098945 for production improvement and 
development of RF-S84F instal- 
lation 
body camera, type K-17C (A/C reconnais- 
sance, day, less cone) Aerno 74C-60, AF S/N 
8400-035130 
2 cone 6 inch (for type K-17C camera), Aerno 
74C-57, AF S/N 8400-163420 
2 cone 6 ‘inch (for type K-22A camera), Aerno, 
74C-140, AF S/N 8400-163450 
2 cone 24-inch (for type K-22A camera) Aerno 
74C-150, AF S/N 8400-165700. 
2 lens and cone assembly 24-inch (for K-38 
camera), Aerno 74-67, AF S/N 8400-456050. 
2 camera, aircraft (mapping with metrogen 
lens) type T-11, Aerno 74C-310, AF S/N 
8400-100175. 
amplifier, electronic control, type LA-13, 
Aerno 74-527, AF S/N 8400-006508. 
control (master aircraft magazine), type 
C-4, Aerno 74-524, AF S/N 8400-17 78225. 
cone 12-inch F/2, for F-17C camera A/C To check design installation and 
type specification MIL-—C-5700, Aerno operation in RF-84F aircraft 
74C-55, AF S/N 8400-1645200. and for production improvement 
and development of the RF-S4F 
installation. 
UPM, 19B test sets AF Stock No. 7CAC- For bench and preflight testing of 
8013919-24285. AN/APW-11A radar equipment 
to be installed in production 
F-S4F and RF-S4F A/C. 
2 B-9A intervalometer Aerno 74-1003 __ . To use in making high potential 
check on AN/ASN-6. 
2145-6 .... 2 ASN-6 prototype test equipment part No. f For bench checking and calibration 
75-089, stock 7C AC-NL-80159-675. of ASN-6 equipment prior to 
installation in accordance with 
CCN No. 224. 
1216-16-02_-_- 10 .50 caliber model M-3 Browning aircraft 5 To conduct inflight firing test as 
machinegun, H46R4353 S/N A001-7265650. required by specification MIL 
10 gun heater, ring J-4, P/N 44B25259, Aerno 7417. 
No. 51-2770, S/N 5200-3219234. 

1216-18..._.. 1 indicator, slave gyro compass settable dial, 5 Development tests on aft section of 

type V-3, Aerno 60-1770, S/N 6240-667258-21. RF-8S4F analyzer. 

1216-1 2 pitot tube, type G-2, AN 5812-1 60-9650 : For installation in prototype air- 
plane F-84F and RF-84F for 
performance tests. 

1824-3 1 receiver transmitter, RT-173/ARC 33__-. For use in engineering research 

1 control panel, C-784/A RC33-S/N_ 1600-3730- 15 laboratory for bench test of 
61550. ARC-33 1 idio equipment 
1 mounting, M'T-611/ARC 33-S/N 1600-29334- 
35000. 
1824-15 3 rack mac hinegun, work storage class B item 3 | For use in productior hops to 
No 


in 
S. 237-1,237-2 and 237-3. facilitate the manufacturing of 
F-84F and RF-&S4F aircraft 
2009-1 a 1 truck, aircraft fuselage, aft, AF stock. No. For use in the removal and installa- 
8220-780800. tion of F-84F and RF-84F air 
eraft aft fuselage section 
2009-4 02 1 AN/URM-11 test set, 7C AC-725215 ’ For use in our final assembly area 
1 AN/URM-12 voltage point test Set, 70 AC- for bench checks. 
801319-2665. 
1 AN/URM-13 dummy load set, 7C AC -273450- 





9434 AIRCRAFT PRODUCTION COSTS AND PROFITS 
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Bailment Item 
agreement and Equipment requested No 


Purpose 
amendment 








2009—-4.02 | 1 AN/URM-14 microphone simulator, 7CAC- | | For use in our final assembly area 
725-230. | | for bench checks. 
j 1 rte ator set, Hewlett-Packard model 608B, 
‘ AC = 9035. 
1169-21 .03- | 1 gage, P/ IN AN 5 dees Aerno 61-2350-- 
1 indicator, type K-7, Aerno 61-8855--- 
1 camera S/N 1156, 16 mm., S/N 2900 106825-- 
| Llens S/N 460410, S/N 2000-N I- F-2_. 
1 lens S/N ER-395, 50 mm., S/N 2900054833 __ 
1169-29-03. _ - 2 regulator generator voltage P/N 1118404, 
| S/N AER 42-1501. 
|} lrelay P/N AN 3025-2, S/N AER 42-1505_- 
1 dynamotor P/N DY-21 ARC-3 S/N Aer | 
80-2401. | 
| 1 dynamotor P/N DY-22/ARC-3 
3H1535-22. 
1 mounting dynamotor P/N MT-236/ARC-3 
| 1 wrench, spanner % inch P/N 7900-868560 
| 1 wrench, spanner % inch P/N 7900-868565 
1 wrench, spanner % inch P/N 7900-868570 _ - 
| 1 wrench, spanner % inch P/N 7909-868575 
1 wrench, spanner %& inch P/N 7900-868580_ _ - 
| 1 wrench, spanner 44 inch P/N 7900-868585 
1 wrench, spanner 4 inch P/N 7900-858590 _ - 
1 wrench, spanner 4% inch P/N 7900-868595 
41 wrench crow foot plate nut 12 pt. P/N AN | 
8508. 
1 reguk: rou ae generator P/N 1118404, 
S/N Aer 42-15 
lrelay P/N "AN 3028-2, S/N Aerno 42-1505. _- 
1 type B-7 switch-control stick P/N 46D5157- 


CURRENTLY BAILED AIRCRAFT 








BAand | 


amendment | 


Aircraft No. 


RF 84F, 51-1929 (RD-101) | 2145-3.._....| To make installation and limited flight tests of F-5 auto- 
| matic pilot. 
2351-2.01 _ - . | To test spoiler installation in conjunction with external 
stores in aerial flights and to accomplish fina! structural 
integrity flight demonstration for RF-84F forward 
section RF-84F-S/N 51-1846 may be mated with,aft 
section of F-84F S/N 52-6647. 
RF-84F, 51-1829_............. 1216-12-05_..| To evaluate new TJ-L2 control] settings and to check out 
the crash barrier for production development of RFS4F. 
RFS4F-10RE 51-1890 (RAC | 1216-21-02 __| The forward section of this A/C will he spliced together 
$62). | | with a FICON aft section so that tail flutter tests as 
called out by CCN #216 (AF 14810) will be secomplished 
without delay. Forward of 51-1890 can be utilized for 
| point load calibration and conduct other phases of struc- 
tural integrity test to be performed for RD-81 aircraft. 





RD-84F-51-1846 (RF-18) ____- 


' 








| 
Item | 
| 
| 
} 


Bailment 
agreement 
and amend- 
ment 


Equipment requested No. | Purpose 





| } | itch ever ee eer 

| 4 indicator-true air speed, Aerno 60-4931-type | 1 | For use in ground checkout and 
M-}+4, class 05C, AF stock 6025-1297B-8-04 | | bench checking of ASN-6 (GPI) 
or AF stock No. 6025-1297C-8-04. | | equip. 
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' 
Bailment 
- r | agreement 
Aircraft No. | and amend- | Purpose 


ment 





RF-84F, 51-1830 (R D-2) | 1216-12-05.._| Production development of RF-84F airplane to test flight 
| characteristics, serviceability, suggested improvements, 

modifications and experimental flight tests 
FS4F, 51-1627 (F-282) | 1824~-7-03....| For general aerodynamic tests, structural integrity tests, 
| maneuvering stabilizer modification tests and produc- 
| tion spoiler installation evaluation hydro, antiskid brake 


must added, per CCN 114. 
C-47D, 43-48961 (and omni- | 1824-10-04___| To transport personnel, pickup and deliver critical pro- 
range equipment). | duction parts and materials. 
F84-F-+45RE S/N 52-6643 (F- | 1824-15. 01__.| Guided missile. 


871). 





31. The salary and amounts paid under a profit sharing plan to Messrs. Scanlon 
and Colovin since 1952 are tabulated below with the amount of salary charged 
in each year against this contract directly or indirectly: 





Amount paid ‘hej 
pan Claimed 
. igainst 
— : this 
7 Profit-sharing 
Salary , rac 
ilary plan contract 





Martin F. Scanlon: 
1953 aot eeie ink cee — $19, 650 $11, 359 
|_| ase atte : kieetdae : 20, 000 11, 358 
1955 (1st half) SRE AEE PEASE Se 10, 000 11, 400 
James Colovin: 
1953 . . 11, 832 3, 210 
1954 sewecewee eat 11, 448 3, 334 
1955 3, 300 





Answers to questionnaire—Continued 


1. The information set forth in this report relates specifically to a contract 
issued to Republic Aviation Corp. on November 8, 1951, for the manufacture of 
F84F aircraft. Where percentages of the total are requested, we have used a 
weighted average for the period commencing when the costs were first incurred 
through the second quarter of 1955. 

2. Contract AF 33(600)6704. 

3. AF33(600)6704 is a fixed-price incentive-type contract. 

4. Letter of intent, dated Nevember 8, 1951. 

5. Same as (4) above. 

6. The total contract price is $382,987,783, including allotted funds which have 
not vet been approved amounting to $42,842,242. It includes the consideration 
for the manufacture of 903 F84F aircraft, spare parts, tooling, ground handling 
equipment, handbooks, and engineering services. 

7. The unit sales price (target price) for the 903 F84F aircraft furnished under 
this contract is $325,307. 

8. (a) The cost of raw material fabricated by our company is $8,877,677. 

(b) Direct labor costs expended by our company in the performance of this 
contract are $35,503,270. 

(c) Manufacturing and tooling overhead charged against this contract is 
$53,436,577, which is 26.2 percent of the total. 

(d) Administrative costs charged against this contract are $2,943,930, which is 
18.5 percent of the total. 

(e) The premium portion of overtime compensation charged against this con- 
tract is $1,929,693. 

(f) Engineering costs (including research costs) charged to this contract are 
$4,960,588, which is 9 percent of the total. 

(g) Development costs charged to the contract are $190,314, which is 23.9 
percent of the total. 

(h) Research costs charged to this contract are $51,271, which is 10 percent of 
the total. 

(i) The total dollar value of all commitments placed under this contract as of 
August 31, 1955, is $332,691,031. 





AIRCRAFT PRODUCTION COSTS AND PROFITS 


Exuipit A.-—Contract 


Vendor 


Admir il Tool & Die 
Island City, N. Y 
AC oy Division, General Metals C orp., 

, Burbank, Calif ; 
pascneomnene Divi-ion, General Motors Corp., 
nicipal Airport, |)uyton, Ohio 
Aero Supply Manufacturing Co., 
Aircraft Mechanics, Inc., 
Colorado Springs, Colo - - 
Aircraft Controls Co., Stamford, Conn_- 


Co., 45-10 Vernon Blvd., Long 


10777 Van Owen 
Mu- 


Corry, Pa 


Production Co., Church Rd. 
Lane, Bridgeport, Conn ; 
Aro Equipment Corp., Bryan, Ohio ; 
Atlantic Aviation, 230 South Reading St., 
Pa 

Bassons Industries C orp., 
York 60, N Y 

Beech 
Kans 


Aircraft 


Boyertown, 


1432 West Farms R« 1., New 


+h ift Corp., East Central Ave., Wichita, 


Bennel Machine Co., 20 Grand Ave., Brooklyn, N. Y 


Bendix Aviation Corp., Bendix Products 
South Bend, Ind, 
Boyertown Industries, 

town, Pa. 


Division, 


23 North Walnut St., Boyer- 


Bridgwater Machine Co., 68 Cherry St., Akron, Ohio 


. Butterworth & Sons, 
it og Tank Corp., 53-09 97th g* 
‘lark Aiken Co., Lee, Mass 
‘Neveland P neumatic Tool Co., 
Cleveland, Ohio. 


Bethayres, Pa 
Corona, N. Y- 


3781 East 77th St., 


Columbia Axle Co., 5300 Harvard Ave., 


Ohio. 


Cleveland, 


Com-Air Products, 1201 Rio Vista Ave., Los Angeles, 
Calif. 

Continental Machine 
way, Flint 7, Mich. 

Control Instrument, 67 
N. Y. 

Dade Bros., Old Country R4., Mineola, N 

Daystrom Instrument Division, Archbold, 

Douglas Aircraft Co., El Segundo, Calif 

Dukes Co., 2108 Southport Ave., Chicago, Ill 

Eclipse Pioneer Division, Bendix Avi: ition, Teterboro, 
N. J 


and Tool, 4315 


Thirty-fifth St., 
m 4 
Pa 


13-10 111th St., College Point, N. Y 


or 


Mm. = 


Edo Corp., 


Electrol, Inc., Kingston, 


Ellanef, 97-11 50th St., Corona, N. Y 


Engineering Research, Riverdale, Md 


Essex Manufacturing Co., 6143 Bartmer Ave., St. 
Louis 14, Mo. ‘ 
Ferro Machine & Foundry, 3155 East 66 St 

Ohio. 


, Cleveland, 


Purchase order applicable to other contracts, 


AF 33(600)6704- 


Purchase order No.} 


3200 North Nevada Blvd., 


and Crooked | 


South Dort High- | 


Brooklyn, | 


Contractor project 


Date of pur- 
chase order 


+-71201 
3—-H8245 


Sept. 
Oct. 


15, 1952 


2-2 
1 22, 1953 


2-13-135137 


| Oct. 13,1954 
2-74874 1 


1 
| May 12,1952 


Nov. 
Dec. 
Feb. 
Apr. 


115763 

834-11 

90641 

3-38038 | 


2-24- 3, 1954 
2-13 17, 1953 
2-13 
2-9 


3-29518-A | July 


2-20-41 598 May 18, 1953 


2-12-35348 | Mar. 10, 1953 
20-161183 | 
20-161151 
20-161157 


2 Mar. 
2 

2 

2-20-161159 | 

2 

{ 


do 
do... 
do... 
do 
July 
July 
July 
July 


Nov. 
Oct. 
Oct. 


20-161185 | 

20-127186 
2-21-44933 
2-21-117209 
2-23-71575 


, 1954 
, 1953 
23, 1954 


22-79575 | 
20-71183 
2-46530 | 
20-7639 


-22-89 2t iS 


bo to 


), 1952 


2, 1952 


89196 21]. 
14-72235 | 
-21-36402 | . 
23-53382 
-23-94274 | 
23-38177 | 
20-71202 
2-90661 
-23-20491 
2 -21 419 
21-95532 
23-36713 
-23-20490 


2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 


to 


24,1953 


9 
2? 
3 
P03 5O033 , 1953 


2-23-HH504 , 1953 
N-19-81926 
2-21-38325 
3-13-4492 
23 38026 

1: R3 


, 1953 
2, 1952 
, 1953 
5, 1953 


51 


1, 1954 | 
15, 1953 | 


19, 1955 | 


22, 1955 | 


, 1955 
23, 1953 | 
, 1951 
3, 1953 | 


, 1953 | 
"1953 | 


1953 | 


, 1951 | 


2-22-LO5850 4, 1954 
2-23-9556 
2-23-68750 
2-50722 
2-21-34583 1953 
2-21-19779 , 1953 
2-21-19724 | Dec. 19, 1952 
2-21-245 i, 
2-21-1244 t. 8, 1952 
2-21-9540 | , 1952 
2-50722 24, 1951 
2-23-49471 , 1953 
2-23-397 a 5, 1953 
2. 23-49472 , 1953 
2-13- 90447 , 1954 


2, 1952 
5, 1953 


2-96079 
2-%0-41594 
2 st 13728 

2-8$4252 


, 1952 
, 1953 
3, 1053 
29; i952 


Apr 
Feb 
Apr. 


1952 | 


Amount 


! $209, 
113, 


295. § 


331, 2 


2, 095. 


8, BY4. 55 


, 181. 
. 217. 
, 426), 


3, 912, 


$4, 036. 


, 147. 7 
, 638. 
AR. 3 


3, 582. 
7, 643. 
51, 650. 


4, 919. 3 
70, 304 5 


, 800 
, 430 
, 513 


O84 


, 302 


7, 304 


, 844.17 
, dal. 7 
, 892 55 
, 668. ¢ 


41, 979. § 


, 635 


3, 422 


, 535 
, 104 


5, 393 


L, 180. 5 


3, 070 


‘ 754. 


780 
5, 962. 9% 


2, 660 


, 877. 3 


179. 5 


3, 848. 


, 725. 2 


», 507. § 
9, 073. 
2, 474. 


, 506. OF 


3, 036 


, 716. 


}, 959. 


, 106. 
, 204. : 
, 248. 
, 398. 6 


657. 


, 665. 5 
, 824. 
, 106. 


2, 420. 6 
3, 600. 


, 738. 


226, 919. 


, 424 
, 402 


RM. 


2u, ¥76. 





AIRCRAFT PRODUCTION 


Exuipir A.—Contract AF 33(600)670; 


Vendor 


Fleet Manufacturing Ltd., Fort Erie, Ontario, Canada 


Florence Stove Co., 205 School St., Gardner, Mass 


The Frink Corp., 27-01 Bridge Plaza North, Long 
Island City, N. Y. 

R. H. Freitag, 1004 Grant St., Akron Ohio 

Franklin Balmar Corp., Woodberry, Baltimore, Md 

General Bronze Co., Stewart Ave., Garden City, 
Long Jsland. 


General Engineering, 
Baltimore 23, Ma. 

General Fireproofing Co., Youngstown, Ohio 

General Tire & Rubber, 1708 Englewood Ave., Akron, 
Ohio. 

B. F. Goodrich Co., 230 Park Ave., New York, N. Y 


2527-2529 


Frederick Ave 


Goodyear Aircraft Corp., Akron, Ohio ; 
G. L. Gougler, 1460 East Lake St., Kent, Ohio 


Gyrodyne Company of America, St. James, Long Is.- 
land. 

H & B American, Midwest Division, 612 Park Ave., 
Indianapolis, Ind. 

Hansen Lynn Co., 800 South Flower St., Burbank, 
Calif. 

Island Machine Co., Fulton St., Farmingdale, N. Y 


Jack & Heintz, Inc., Cleveland, Ohio 

Jackques Brass Spec. Co., 302 East 
Baltimore 2, Md. 

Kaiser Metal Products, Bristol, Pa 


Federal St., 


Kanarr Corp., 60 Dilley St., Kingston, Pa 


The Kawneer Co., Niles, Mich 


Kearns Manufacturing Co., 45-18 Court Sq., Long 


Island City, N : , 
Leyse Aluminum Co., Kewaunee, Wis , 
Liberty Products Corp., Farmingdale, N. Y 


! Purchase order applicable to other contracts. 


COSTS AND 


Contractor project 51 


Purchase order No 


2-20-37480 
2-20-4239 
2-20-114577 
2-20-114550 
2-20-104434 
2-20-114544 
2-22-99123 


2-23-40532 


21-4491 
20-43003 
37880 
53106 
20-37878 
2-21-57288 


2-90036 


2-23-44059 


2-23-8557 
2-23-8558 
2-23-2103 
22-149786 

2-44582 


9 


PROFITS 


Date of pur 


chase order 


M iV 
May 
June 
Sept 
Apr 
Sept 


June 
Apr 


Sept. 20, 


2-20+44099 | 5 


2-44583 


2-22-45300 | 


2-89006 
244581 
244584 
23-8561 


2-21-6089 


22-94750 
23-58192 
23-58 187 
23-58119 
23-40712 
23-23570 
: 58093 
23.596 
23422 


3 
3 
3 
3 
323564 
] 
] 
) 
) 
) 


—_ 
- 
=> 


19657 
44434 
43035 
43034 


29 


) 
, 


74016 
13781 


RO NS HO NO BO NS FO OS FS ND be be be by PD Pe 


23-66589 
20-106985 
20-84050 
20-106963 


3 ho tO tS tO tO tS 


Jan. 


Aug . 1953 
June 9, 1954 
Dec. . 1953 
May 27, 1954 
Dec. 11, 1952 
June 30, 1953 


, 1952 
‘ 1953 


, 1952 


2437 
Continued 


unt 


107 
070 


, 236. 


817 


339. 2 
» 13d. 
, 937. 
7, 053. 


280 
O11 


659, 3: 
. 26, 
, 465. | 
7, 830 


O38. 57 


743 


500 
500 


22, 232 
37, 824 
29, 230. 


, 979 
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Exuisit A.—Contract AF33(600)6704——Contractor project 51—Continued 





> ; 
; ,, | Date of pur- | 
Vendor Purchase order No. chase order | 


Amount 








Liberty Products Corp., Farmingdale, N. Y- Sept. 15, 1953 
Oct. 9, 1953 | 
Mar. 10, 1953 
Aug. 3, 1953 


Mar. 7, 1955 
a Carbonic Corp., 3100 South Kedzie Ave. | 
Chicago, Ill. 2 Oct. 7, 1953 
Sept. 15, 1953 
Apr. 6, 1953 
Aug. 16, 1954 
May 17, 1954 
Liquodometer Corp, 36-16 Skillman Ave., Long Island | 
City, N. Y. } -86623 | May 21, 1952 
| June 4, 1952 
5 May 21, 1952 
Magic Chef, Inc., 3201 Havard Ave., Cleveland 5, Ohio- < Nov. 19, 1954 
3 Sept. 15, 1953 
| 2-22-118094 | Sept. 15, 1954 | 
M. P. M., Inc., 9110 George St., Cleveland, Ohio-_-_____! 2-21-34558 | Jan. 4, 1954 | 
Man-Sew Corp., 121 West 27th St., New Y ork, fh ee 2-21-517 | Oct. 23, 1952 
M. C. Manufacturing Co., 118 Indianwood Rd., Lake | 
Orion, Mich. | 3-13-68285 | Oct. 21, 1953 | 
National Waterlift Corp., 2220 Palmer Ave., Kala- 
mazoo, Mich. | 2-23-70001 | Sept. 22, 1953 | 
— Manufacturing Co., Needham Heights 95, 2-21-10529 | Oct. 13, 1952 
New York Air Brake, Watertown, N. Y- 3-13-57881 | Dec. 8, 1953 | 
Norge Division Borg-Warner Corp., 88 West Broadw: ay 2-22-74731 | May 12, 1952 
Muskegon Heights, Mich. 








2-22-74733 | May 9, 1952 | 
May 8, 1952 
| Dec. 21, 1954 
Apr. 13, 1953 | 
Feb. 5, 1953 | 
May 5, 1953 | 
Feb. 2, 1953 
736 | Apr. 14, 1953 | 


Orenduff & Kappel, 81 Urban Ave., Westbury, N. Y 
Ozone Metal Products, 101-32 101st St., Ozone Pz ark, 
et ee 


Pachmayr, 1220 South Grand Ave., Los Angeles, Calif. | June 30, 1953 
Perin-Michigan Manufacturing, 2730 Scotten Ave., Oct. 20,1954 | 
Detroit, Mich. | 
Palen Industries, 220 Eighth St., Huntington, W. Va_- 3-13-21471 | May 7, 1953 | 
Poloran Products, 165 Huguenot Ave., New Rochelle, 2-20-61233 | Nov. 25, 1953 | 
Ms Ks 2-22-106893 | July 10, 1954 
L. Potter, Inc., Hempstead Turnpike, Bethpage, N. Y_| 2-12-94888 | Feb. 5, 1954 | 
Proctor Electric Co., 3d St. and Hunting Park Ave., 2-22-57822 | Sept. 28, 1953 
Philadelphia, Pa. 2-22-77569 | Oct. 26, 1953 
2-22-73800 | Oct. 21,1953 
2-22-7301 | ey 
The Prosperity Co., Syracuse 1, N. Y —) 2-22-57826 | Sept. 30,1953 | 
2-22-79585 | Dec. 23, 1953 
Quaker City Metal Strip Co., Sharon Hill, Pa-__--- 2-20-15720 | Aug. 18, 1954 | 
oe Art Metal Works, 1 Aronson Sq., Newark 2, 2-23-53426 June 9, 1953 
N. 


2 
9 
2 
9. 
2 
5 


eae Reinforced Plastics, 521 West Hoffman Ave., 2-12-36520 | Mar. 20, 1953 
Lindenhurst, N. 
Sargent Engineering Cc orp., 2523 East 56th St., Hunt- 2-23-20462 | Feb. 2, 1953 
ington Park, Calif. 
Schweizer Aircraft, County Airport, Elmira, N. Y_..-- | 2-22-81951 | Dec. 9, 1953 
Servel, Inc., Evansville 20, Ind 2-27816 | July 2, 1952 
2-21-39365 | May 19, 1953 
2-21-67736 ar. 22, 1954 | 
2-20-99116 | ee 
2-21-125715 | J . 38,1954 
y-2-51-166014 | . A , 1955 | 
2-21-38337 ar. 24, 1953 
2-21-38338 | ‘ace 
2-84200 | June 19, 1952 
2-21-39349 | Apr. 9, 1953 
2-21-36301 | Mar. 24, 1953 
2-21-38359 | Mar. 8, 1954 | 
2-21-38339 | Mar. 31, 1953 
PW-2-21-13731 | Mar. 9, 1953 
2-21-36302 | Mar. 18, 1953 
2-21-36304 
PW-2-21-39348 | 
PW-2-21-39355 
P W-2-21-43984 24, 1953 
2. 20-67740 | S . 25, 1953 
2-21-81036 | . 2,1953 
PW-2-21-39353 . 99,1953 
P W-2-21-39347 Sate 
1 Purchase order applicable to other contracts. 


1 $475, 811. 7: 
541, 982. 


129, 367. 
110, 614. 


2, 179, 019. 
1, 087, 534. 

343, 417. 
1 907, 539. 
1, 477, 067. 


152, 000. 
433, 016. 
275, 761. 
317, 450. ¢ 
1, 242, 683. 
1, 096, 702. 
1 325, 785. 
1 105, 670. 


116, 745. 


191, 123. 
1 141, 052. § 


720, 594. 
426, 120. 0: 


465, 397. 
852, 428. 95 
415, 705. 
1 231, 251. 
26, 167. 
7, 323. 
3, 633. 
, 566. 02 
3, 818. 


9, 136. ¢ 
3, 910. £ 

, 751. 05 
), 850. ¢ 

. 073, 

7, 927. 

7, 663. 
838. 
897. 97 
393. 2! 

, 165. 2 

7, 263. ! 


, 253. 
3, 623. 7: 


24, 902. 
, ROO. 
06, 310. 
9, 087. 
. 209. 

b, 295. 5 
205, 680. 
7, 964. 
20, 204. 
. 418. 
944. 

, 976, 00 

j 5, 942. 6 
286, 740. 

}, 865. ¢ 
124, 184. 
414, 128. 
508, 944. 
284, 384. 
1, 600, 693. 

275, 990. 7 
194, 791. 

105, 189. 6 

400, 056. 00 
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Exurpit A.—Contract AF 33(600)6704—Contractor project 51—Continued 
















‘ 7? 
Vendor | Purchase order No. poms | Amount 





| EE 


Servel, Inc., Evansville, Ind........................... PW-2-21-43976 | June 




















3, 1953 | $1, 099, 905. 44 
PW-2-21-13730 | Feb. 2,1953 | 4,679, 356. 56 
2-21-86399 | Dec. 11,1953 | 125, 277. 01 
| 2-21-38349 | Nov. 20, 1953 | 1, 171. 234. 86 
2-20-81044 | Feb. 2,1954 | 163, 239. 65 
| 2-20-135502 | Sept. 17, 1954 | 102, 690. 00 
| PW-2-21-44860A | June 8, 1953 1, 701, 044 73 
2-21-81026 | Oct. 2,1953 | 7,067, 281.00 
} 2-20-81041 | Dec. 2, 1953 217, 369. 44 
| 2-20-38375 | Sept. 25, 1953 313, 695, 84 
2-21-36300 do 218, 240. 00 
Shaw Metal Products, Garden City Park, N. Y____--- | 2-51-185233 | June 17, 1955 155, 176. 56 
2-20-72934 | Nov. 20, 1953 | 218, 555. 37 

Schulz Tool & Manufacturing Co., 401 East Mission | } 
SS EE aE 3-13-54046 | July 6, 1953 | 138, 569. 20 
Skyline Products Inc., Grand Blvd., Deer Park, N. Y_. 3-13-32999 | Mar. 10, 1953 | 122, 755. 50 
2-20-84300 | Dee. 7, 1953 | 147, 084. 72 





Special Machine Tool, 132 Lafayette St., New York, 
N.Y 





N,. ae as : = ain — Z 2-21-19712 | Dec. 26, 1952 1 134, 971. 00 
Talley Manufacturing Co., 3525 East 16th St., Los 

Angeles, Calif_- = 2-23-90889 
Talley & Cooper, Inc., 75 Front St., , Brooklyn, 7... 
Temeo Aircraft Corp., Post Office Box 6191, Dallas 2, 


Apr. 25, 1954 |! 143, 197. 20 
2-50718 | Oct. 26,1951 | |! 234, 641.05 














NE ee Sy ee eee eee 2-22-81959 | July 19, 1954 | 312, 443. 11 
2-22-81954 | Dec. 9, 1953 | 109, 071 87 
| 2-22-81955 | Aug. 18, 1955 | 150, 119. O€ 

2-20-114582 | Sept. 29,1954 | 2,136, 103. 92 

| 2-20-1 14583 do | 2,164,055. 92 

| 2-22-81953 | Dec. 10, 1953 | 366, 452. 95 

Thor Corp., 2115 South 54th Ave., Chicago, Ml_--.----- 2-22-8526 | Nov. 26, 1952 206, 866. 13 


2-22-79570 | Nov. 18, 1953 
Mar. 4, 1953 









a 
Pas : 

- eos 3 
= 
























Sept. 22, 1952 354, 570. 24 
Apr. 7, 1954 112, 564. 80 
Nov 5, 1953 103, 300. 74 
Twin Coach Co., Post Office Box 2507, Buffalo 25, N. Y_| Aug. 24,1955 | 1,610, 195. 36 
-24-4 Jan. 26, 1955 120, 987. 21 
2-20-6295 | Sept. 29, 1953 135, 009. 00 
} 2-22-47903 | July 31, 1955 1, 133, 870. 00 
| 2-26-47893 | Aug. 3, 1953 204, 917. 00 
United’ Control Corp., 25 John St., Amityville, N. Y__! 2-13-99444 | Mar. 22, 1954 1 178, 154. 50 
2-13-83412 | Dec. 18, 1953 123, 979. 75 
3-86602 | Feb. 18, 1954 103, 072. 00 
Universal Winding Co., Post Office Box 1605, Provi- 

SE EE ET SCS Se SA TETe Sie ee ee SE 2-23-54420 | June 19, 1953 129, 167. 50 
2-23-49127 | June 9, 1953 ' 170, 410. 00 
Viking Tool Co., 2 Main St., Belleville, N. J.......__.- 2-23-257 Aug. 26, 1952 1 221, 256. 50 
2-23-291 | Oct. 16, 1952 215, 296. 50 
2-50735 | Nov. 16, 1951 ! 112, 903. 66 
2-21-6192 | Oct. 13, 1952 1 130, 948. 14 
2-23-70005 | Oct. 22, 1953 100, 593. 08 
2-23-70059 | Oct. 20, 1953 | 179, 207. 84 
Weba, Inc., 1301 Fourth Ave., New Hyde Park. N. Y_-| 2-51-185234 | June 7, 1955 | 156, 499. 20 
Warner Division, Detroit Harvester Co , 14300 Tire- | } 2-23-36726 | Apr. 15, 1953 | 162, 047. 40 

man Ave., Detroit 28, Mich. | 
WwW estinghouse Elec. Co., 40 Wall St., New York, N. y| 2-20-57351 | Oct. 7, 1953 | 580, 793. 52 
2-20-40404 | Sept. 15, 1953 1, 559, 236. 58 
Zarkin Machine Co., 34-19 Tenth St., Long Island 2-21-26192A |Mar. 2,1953 | | 129,609.00 
City, N. Y. 2-21-127202 | Aug. 17, 1954 | 108, 810. 00 















1 Purchase order applicable to other contracts. 






9. No amount paid under the profit-sharing plan has been charged or claimed 
against this contract. The amount of officer salaries charged to this contract is 
$211,744, which is 14.8 percent of the total. 

12. Of the total amount paid to Aircraft Industries Association which was 
charged to overhead, 19.5 percent or $31,652 is charged to this contract. 

13. From the second quarter of 1952 through the second quarter of 1955, 
$1,307,350 was paid in consultation or advisory fees and 15.1 percent of such fees 
is charged to this contract. 

14. Traveling expense charged to this contract is $674,203. 

15. A total profit of $29,976,952 is claimed. 

16. The amount of $25, 482 is claimed as profit on each airplane manufactured 
under this contract. 

17. The amount charged for depreciation against this contract is $500,374, 
which is-24.4 percent of the total. 

21. The reply to this inquiry is included in exhibit B. 


74721—_56——_73 
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Exursit B.—Recap of contract AF 33(600)-6704 as of June 30, 1955 


Supplemental agreement No. 1, dated December 19, 1952: Adds 29 F-84F-1RE 
one spare parts and data, increase, $7,800,000. 

*hange order No. 2, dated September 8, 1952: Spare parts provisioning docu- 
ment (MCP 71-649) added to items 2a and 2b, no change. 

Change order No. 3, dated July 11, 1952: Item 6, training parts, tools and 
equipment, amended, increase, $500,000. 

Change order No. 4, dated December 2, 1952: Funds for item 2a, spare parts, 
reduced, decrease, $3,500,000. 

Change order No. 5, dated December 31, 1952: Funds for item 6a, training 
parts, increased, increase, $250,000. 

Supplemental agreement No. 6, dated January 28, 1953: Item 3c increased to 
cover special tools for additional GM airplanes. Item 10 added to cover special 
tools for airplanes authorized by supplemental agreement No. 1, increase, 
$2,300,000. 

Change order No. 7, dated January 28, 1953: RAC specification ES—334-1 
dated April 18, 1952, incorporated for item 7, airplanes, no change. 

Change order No. 8, dated March 19, 1953: Serial numbers of airplanes 
revised, no change. 

Change order No. 9, dated April 6, 1953: Adds restricted classification and 
security requirements check list as clause 16, no change. 

Change order No. 10, dated April 14, 1953: Serial numbers of airplanes revised, 
no change. 

Change order No. 11, dated June 11, 1953: Adds $16 million to engineering 
changes funds, increase, $16 million. 

Change order No. 12, dated June 16, 1953: Revises table I; Delivery of engi- 
neering data requirements revisions every 180 days in lieu of 120 days, no change. 

Change order No. 13: Not issued. 

Change order No. 14: Not issued. 

Change order No. 15, dated November 19, 1953: Adds preconcurrent delivery 
of certain spare parts, no change. 

Change order No. 16, dated November 19, 1953: Revises table 1, Handbook 
data. Decreases item 5, Engineering changes, by $16 million. Adds item 11, 
Engineering changes, for $16 million committed funds, no change. 

Change order No. 17, dated November 18, 1953: Item 3c revised and price 
decreased, decrease, $2 million. 

Change order No. 18, dated December 18, 1953: Establishes class coding 
procedures, no change. 

Change order No. 19, dated January 29, 1954: Incorporates CCN’s; revises 
delivery schedule, no change. 

Change order No. 20, dated February 17, 1954: Amends subcontracts clause 
to comply with appendix No. 2 to AFPI 70-300, no change. 

Change order No. 21, dated February 4, 1954: Item 11, engineering changes, 
committed funds increased, no change. 

Change order No. 22, dated February 16, 1954: Item 2b, spare parts, increased 
in support of 211 MDAP aircraft on temporary loan to USAF, increase, $1 mil- 
lion. 

Supplemental agreement No. 23, dated March 10, 1954: Authorizes pilot 
indoctrination team to visit F-84F AF bases, no change. 

Supplemental agreement No. 24, dated March 24, 1954: Adds item 12 to cover 
mobile training units (2 sets) and delivery; also, modified renegotiation clause 
added, increase, $400,000. 

Supplemental agreement No. 25, dated March 9, 1955: Adds items 13 and 14 
to cover type I, 230-gallon pylon tanks and spares for airplanes manufactured by 
GM, increase, $1,400,000. 

Change order No. 26, dated April 30, 1954: Incorporates CCN’s, no change. 

Change order No. 27: Not issued. 

Change order No. 28, dated June 2, 1954: Increases items 2b, 6b, and 8, spare 
parts, training parts, and spare parts respectively, increase, $3,700,000. 

Supplemental agreement No. 29, dated June 8, 1954: Established firm target 
prices for items Nos. la, 1b, 7, 4a, 4b, and 9; incorporates CCN’s; adds certificate 
of necessity (DODD 4105.34); adds Government reimbursement in connection 
with Indiana tax requirements, increase, $129,500,000. 

Change order No. 30, dated June 16, 1954: Item 11, engineering changes, funds 
committed increased, no change. 

Change order No. 31, dated June 17, 1954: Increases item 2a, spare parts, 
increase, $7 million. 








ses 
use 
Fes, 


ised 
mil- 


ilot 


yver 
ause 


1 14 
d by 


re, 

spare 
arget 
icate 


ction 


funds 


parts, 





AIRCRAFT PRODUCTION COSTS AND PROFITS 2441 








Change order No. 32, dated July 9, 1954: Increases committed funds, item 11, 
engineering changes, no change. 

Gaones order No. 33, dated August 6, 1954: Authorizes use of Government 
facilities on a no-charge-for-use basis for benefit of subcontractors, no change. 

Change order No. 34, dated August 17, 1954: Amends general provision No. 9, 
examination of records, no change. 

Change order No. 35, dated August 23, 1954: Attaches special tools and ground 
handling equipment exhibits and revisions, no change. 

Change order No. 36, dated September 2, 1954: Formalizes CCN’s, increase, 
$300,000. 

Supplemental agreement No. 37: Not issued. 

Change order No. 38, dated August 31, 1954: Item 6, Training parts, revised, 
decrease, $500,000. 

Change order No. 39, dated September 23, 1954: Assigns MDAP and USAF 
— no change. 

‘ hange order No. 40, dated October 20, 1954: Attaches spare parts exhibit, no 
change. 

Change order No. 41, dated November 1, 1954: Attaches basic training parts 
exhibit and revision, no change. 

Change order No. 42, dated November 17, 1954: Attaches spare parts exhibit, 
no change. 

Change order No. 43, dated November 5, 1954: Attaches revisions to special 
tools and ground handling equipment exhibits, no change. 

Change order No. 43, Exhibit A, dated December 9, 1954: Attaches revision 
to special tools and ground handling equipment exhibit, no change. 

Change order No. 44: Not issued. 

Supplemental agreement No. 45, dated November 29, 1954: Authorizes ac- 
ceptance of F—-84F airplane, AF 8/N 52- 6549, in class 26 condition, credit being 
allowed for unperformed work, decrease, $3,000. 

Change order No. 46, dated January 18, 1955: Formalizes CCN’s, increase: 
$580,000. 

Change order No. 47, dated December 16, 1954: Amends class coding pro- 
cedures established by change order No. 18, no change. 

Change order No. 48, dated December 17, 1954: Attaches revisions to spare 
parts exhibits, no change. 

Supplemental agreement No. 49, dated January 26, 1955: Authorizes repair of 
damaged aircraft AFSN 52-6404, increase, $85,000. 

Supplemental agreement No. 50, dated January 31, 1955: Adds item 3d, 
special tools and ground handling equipment for B—57 airplanes called for under 
Glenn L. Martin contract AF-22617; revises clause 4; adds clause 18, nondis- 
crimination in employment, increase, $290,000. 

Supplemental agreement No. 51, dated February 11, 1955: Authorizes repair 
of damaged aircraft AFSN 52-6527, increase, $76,000. 

Supplemental agreement No. 52, dated February 18, 1955: Formalizes CCN’s., 
no change. 

Change order No. 53, dated February 25, 1955: Increases committed funds, 
item 11, Engineering changes, no change. 

Supplemental agreement No. 54, dated March 7, 1955: Attaches revision to 
special tools and ground handling equipment, no change. 

Supplemental agreement No. 55, dated March 7, 1955: Attaches revisions to 
spare parts exhibits, no change. 

Supplemental agreement No. 55-1, dated March 21, 1955: Attaches revisions 
to spare parts exhibits, no change. 

Change order No. 56, dated March 30, 1955: Change in allotments in citation 
of funds for item 11, Engineering changes, no change. 

Supplemental agreement No. 57, dated April 7, 1955: Adds amendment No. 1 
to special tools and ground handling equipment provisioning document, no 
change. 

Supplemental agreement No. 58, dated April 11, 1955: Authorizes repair of 
damaged aircraft AFSN 52-6600, increase, $15,000. 

Supplemental agreement No. 59, dated April 20, 1955: Formalizes CCN’s, 
increase, $900,000. 

Supplemental agreement No. 60, dated April 21, 1955: Formalizes CCN’s, 
increase, $1 million. 

Supplemental agreement No. 61, dated April 19, 1955: Authorizes storage, 
maintenance and reactivation of 127-F-84F airplanes; formalizes CCN’s, increase, 
$1 million. 
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Supplemental agreement No. 62, dated April 25, 1955: Formalizes CCN’s, 
increase, $300,000. 

Supplemental agreement No. 63, dated April 27, 1955: Formalizes CCN’s, 
increase, $500,000. 

Supplemental agreement No. 64, dated April 22, 1955: Increases funds com- 
mitted for item 11, Engineering changes, no change. 

Supplemental agreement No. 65, dated May 2, 1955: Formalizes CCN’s, 
increase, $500,000. 
n+ senna agreement No. 66, dated May 4, 1955: Formalizes CCN’s, no 
change. 

Supplemental agreement No. 67, dated May 10, 1955: Formalizes CCN’s; 
establishes delivery schedule, increase, $200,000. 

Supplemental agreement No. 68, dated May 17, 1955: Formalizes CCN’s, 
increase, $8,000. 


29. Bailed property used in the performance of this contract is itemized in 
exhibit D. 


Exuisit D.—Bailed equipment for contract AF33(600)6704 as of Sept. 15, 1955 





Bailment 
agreement 


> | Ite | 
end emend- Equipment requested ss Purpose 


ment 





1163-12.02 2 AN-N-6 gun sight aiming camera (Aerno For use in connection with the 
74C2250) S/N 2900-106450. installation design on production 

‘ F-84F aircraft. 

1163-15.01 3 signal generator, TS-147A To check production installation of 

radar sets in F-84F and RF-84F 

aircraft. 

1 Type I-72A signal generator For checking ARN-6 radios and 

circuits on Contractors final 

assembly line. 

2 Type N-9 gunsight aiming camera, S/N For use in connection with erector 
2900-106830. head development in the per- 

formance of contracts. 

1 Type P-2 impact camera, S/N 2900-108030- . . . 
1 impact camera, type P-2 of camera body For P-2 camera installation design 
Aerno 74-276, S/N 2900-046850 and 1 magazine in F-84F aircraft. C 

Aerno 74-277, S/N 2900-520581-4. 
3 Sperry system test analyzers P/N 1000012, For use in the performance of con- 
8/N 7C AC-038377. tracts 6704, 14803, 14810, 6580, 
3 Receiver-transmitter RT-198A/U PX-7, S/N 2 and 6581, 
7C AC-681065. 
1 Spectrum analyzer kit TS-148/UP, S/N 
7CAC-(41085. 
3 Simulator, range radar, S/N 7CSG-654721-_- 
50 CR-1/A R-8370 KC 2100-2X 4-8370 (crystals) - 
50 CR-1/AR-815647 KC 2100-2X4-8156-47 
(crystals). 
50 CR-1/A R-8248 KC 2100-2X 4-8248 (crystals) - 
50 CR-i/AR-7540 KC 2100-2X4-7540 (crys- 


tals). 
1 Sight line level indicators, 8/N 8042-A-264-__ 
1 type A-2 bore sight kit, S/N 9CMS-6541 To bore sight the type N-9 gun- 
sight reticle camera, 
1 receiver transmitter, RT-173/A RC33 For use in engineering research 
1 control panel, C-784/ARC33-S/N 1600- laboratory for bench test of 
373061550. AROC-33 radio equipment. 
1 mounting, MT-611/ARC33-S/N  1600- 
293348500 





1 wrench, AF S/N 9A WA-923900 To service J-65 series engines being 
1 wrench, AF S/N 9A W A-923901 é installed in F-84F and RF-84F 
1 wrench, AF S/N 9A W A-923902 aircraft. 
1 puller, AF S/N 9AWA-923915 
1 puller, AF S/N 9A WA-923916 
1 sling, AF S/N 9A W A-924066 
Wrench, AF S/N 9A W A-924092 
1 sling, AF S/N 9A WA-924124 
1 puller, AF S/N 9AWA-924128 
1824-11.02 1 switch assembly control stick, type B-8, For use in engineering research lab- 
Aerno 52-6672, stock No. 5200-872800. oratory in maneuvering stabilizer 
controls test jig in conjunction 
with development of tandem sta- 
bilizer control jig. 
1824-13.01 1 AN/UPM-19A, S/N 7CAC-801319-21575 test For bench and preflight testing of 
set. AN/APW-lla radar equipment 
1 TS-375/u voltmeter to be installed in production 
2 AN/UPM-23 test unit. K FS84F and RFS4F aircraft. 
1824-14........| 1 rack bomb, type 8-3, Aerno 64-2365, AF K Furnish to subcontractor Western 
stock No. 6400-612977. Electric Corp. to be used for 
checking purposes in manufac- 
turing of F84F pylons. 
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Exuisit D.—Bailed equipment for contract AF 33(600)86704 as of 


Sept. 15, 1955—Continued 





Bailment 
agreement 
and 
amendment 


1824-18........ 


2009-16.01 
2009-17.02. 


| 1 truck, aircraft fuselage, aft, AF stock No. 








Equipment requested 





3 rack machine gun-work storage class B item 
Nos. 237-1, 237-2, and 237-3. 


1 RT-181/A PG-30 frequency converter, trans- 
mitter, AF S/N 5919-A A F187600. 

1 PP-493/APG-30 power supply-range com- | 
puter, AF S/N 1660-373749993. 

1 CN-112/APG-30 voltage regulator, AF S/N 
5919-A A F187600. 


8220-780800. 


3 radar test set, AN/UPM-6B, S/N 7CAC- 
801319-2158-2. 

3 antenna shield, CW-224/U, S/N 7CAC- 
720706. 

1 tow bar assembly B-25 aircraft, S/N 8200- 
055000. 

1 tow bar assembly B-26 aircraft, S/N 8200- 
904000. 

1 tow bar assembly F-80 aircraft, S/N 8200- 
082150 (Main Gear). 


1 tow bar assembly F-80 aircraft, S/N 8200- 
903325. 





1 tow bar assembly F-86, S/N 8200-903305 

1 tow bar assembly C-54, S/N 8200-03100 

1 AN/URM-I1 test set, 7C AC-72515 | 

1 AN/URM-12 voltage point test set, 7CAC- | 
801319-2665. | 

1 AN/URM-13 dummy load set 7C A C-273450 _| 

1 AN/URM-14 microphone simulator, 7CAC- | 
725-230. 

1 generator set, Hewlett-Packard model 608B, 
7CAC-9035. 

See attachment No. 2---- 


1 yoke assembly, AF stock No. 9900-38-05-1089 _| 


3 gun-bomb-rocket sight field tester, 
S/N 7CAC-806607. 
8 control-radar set, 

1660-211962579. 
8 dynamotor, 
337897700. 
8 mounting, 


C-917/A Pa-90, 


DY-42/APW-11, S/N 1660- | 

MT-948/APA-90, S/N 1660- | 
293349149, } 

8 relay assembly, RE-111/APA-90, S/N 1660- 
295268766. 

8 antenna, AT246/U, S/N 1660-035110407 

8 receiver-transmitter RT-122/APW-1I, 
1660-218996796. 

8 selector control, C400/APW-11, S/N 1660- | 
211944369. | 

2 spin test emergency parachute and bridle__-_-| 


4 dolly J65 engine build-up P/N MRD 1200B, 
S/N 427, 428, 429, 430, S/N 8220-750585. 


1 receiver R-77B/ARC-3 S/N 1600-013424030_-. 
1 T-63 practice unit 





4 dolly, MRD 1200B J65 engine Nos. 1, 2, 3, 4, 
S/N 8200-750585. 


No. 


43 


| Item } 


| 


Purpose 





For use in production shops to fa- 
cilitate the manufacturing of 
FS4F and RFS4F aircraft. 

For checking and calibrating radar 
test equipment to maintain 
proper flow of this equipment. 


| For use in the removal and instal- 


lation of F&84F and RFS4F air- 
craft aft fuselage section. 

For bench, preflight and flight test, 
plus 1 spare of AN/APZ-6 radar 
equipment. 


To service and handle transient 
AF aircraft at Farmingdale, 
Long Island, N. Y., facility. 


| For use in our fina] assembly area 


for bench cheeks, 


| For use by subcontractor, Airborne 








Accessories Corp., Hillside, N.J., 
for use in the development, 
manufacture and testing of air- 
craft actuators tuo be installed in 
production F-84F and RF-s4F 
aircraft. 

For the servicing of the pilots’ type 
H-2 emergency oxygen bailout 
bottle as set forth in AN 03-50C05 
dated March 10, 1945, in the per- 
formance of contracts. 

To check & bench test A-4 GBR 
gunsight in F-84F aircraft. 

To provide check facilities for the 
radar gun sight, radio compass 
and ARC-33 radio sets installed 
in F84F aircraft. 


For antispin chute installation for 
F84F spin tests AF specification 
No. 1816. 

Develop provisions for accommo- 
dation J65 engine and for hand- 
ling in conjunction with pro- 
duction of F84F aircraft. 

To check and bench test FS4F 
radio pee 

For F84F aircraft control supple- 
mental flight tests to check 
spoilers and for structural in- 

ity flight test program. 


te 
To handle production jet engines 


in final assembly and flight tess 
section, 
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Exarsit D.—Bailed equipment for contract A F33(600)6704 as of 


Sept. 15, 1955—Continued 





Bailment 
agreement 
and amend- 
ment 


Equipment requested 


Item 
No. 


Purpose 





2009-31... ...- 


2009-32.......-. 


2009-33.......- 








1 indicator, tachometer type E-32 Aerno 
61-215 S/N 6125-1461-BU-8-03. 


1 indicator, exhaust ompeiere gage type 
K-6, Aerno 61-8829, 8/N 6126-149E5. 

1 voltage reg. Aerno 52-4602, type CN-112/ 
APG-30, AF stock No. 1660-371460812. 


1 Frequency converter transmitter Aerno 
52-4601, type RT-181/APG-30, AF stock 
No. 1660-218997130. 

1 power supply range computer, Aerno 52- 
— Hs PP493/APG-30-AF stock No. 

2ANTUPM-6B, AF stock No. 7 CAL-801319- 


3 hon rack type S-3 Aerno 64-2365 


1 ASN-6 prototype test equipment 


1 panel, control P/N 1600-211 688 466 C-403A/A_ 


1 articulate anthromorphic dummy S/N 
yL-13. 


1 V-3 direct gyro, indicator Aerno 60-1770, AF 
No. 6240-667258-21. 


stock 


3 UPM-11A test set, AF stock No. and CAC 
170276-75. 


1 C-629/APX-6 control, Aerno 81-2217 AF 
stock 1660-2119-44740. 
1 C-784/ARC-33 control (Aerno 81-2222) AF 
stock 1600-373061550 
1 oN ee B-8 stick grip assembly, Aerno 52-6672, 
5200-872800. 


3 tachometer, MS-28000-1, specification 
MIL-I-5573A, Aerno 61-222, S/N 6119- 
8DJ43AAM. 


4 transmitter, Aerno 61-1455 

2 indicators, Aerno 61-1456 

5 animeter, Aerno 61-700- - .- 

: voltmeter, Aerno 61-9400- 

3 indicators, Aerno 61-2448 

3 indicators, Aerno 61-223 

3 indicators, Aerno 61-8856 

3 indicators, Aerno 61-3121 

1 shoulder harness, type MB-1, Aerno 42-2441, 
S/N 4502-53D 20960. 

1 belt, safety, aircraft Fy type B-18, Aerno 
45-1706, S/N 4502-51 A 3977-1 

2 2100-2x4-8140 crystal 8140 KCS. 

1 2100-2x4-8155.71 crystal 8155.71 KCs._- 

1 2100-2x4-8200 crystal 8200 KCS 

1 2100-2x4-7450 crystal 7450 KCS_. 

3 transmitter-bridge, type E2CI . “WOG- 
0926-AC, class B, items 133-1, 133-2, 133-3, 
S/N 1963-A A F-600791-5. 

1 test assembly electric thermometer type 
N-3, class 17C, 8/N 7C-A D-801844. 








On engine test stand to insure the 
acceptable operation of YJ-#5- 
W-1 and J-65 series engines prior 
to installation. 


For bench check of F&84F produc- 
tion radio equipment used for 
test purposes. 


Production checks of AN/APX/6 
radar sets for F84F aircraft. 

For purpose of structural integrity 
for demonstration on F84F air- 
craft 51-1355 (F-10). 

For purpose of attaching it to 
grounded aircraft to simulate 
flight conditions permitting full 
re of each component of the 

For purpose of radio noise tests per 
specification MIL-I-6051 on 
FS4F aircraft electrical system. 

For use in connection with pilot’s 
seat ejection tests on F84F and 
RFS4F aircrafts. 

For incorporation into aft section 
electrical test unit for production 
check of F84F radio compass. 

of production testing 

NAP PG-30 radar equipment 
otelion in assembly of F84F 
airplanes to insure optimum 
operation of this set on ground 
prior to flight checks. 

For use in conjunction with electric 
tests for production harness 
checking. 


For use in development and check 
out of rested circuitry in the 
installation of the type B-8 stick 


grip. 

For preinstallation checking of 
GFAE tachometers and to 
coamatine an average accuracy 


For purpose of installation on 
engine run-up stand to check 
W-1, W-3, and B-3 engines. 


For use in connection with?F84F 
ejection seat test program. 


To conduct UHF antenna tests for 
AN/ARC-33 radio per MIL-A- 
6224. 


For use on engine thrust stand. 


To check tailpi thermocouple 
installation in F84F and RF-84F 
aircraft to insure accuracy of ex- 
haust gas temp. indicative. 
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Exaisit D.—Bailed equipment for contract AF 33(600)6704 as of 
Sept. 15, 1955—Continued 





Bailment 
agreement ee en Item ™ i 
and amend- Equipment requested No. Purpose 
ment 





2 2100-2x4-6750 crystal 6750 KCS_........---.-} 15 For use with ARC-3 radio trans- 

6 2100-2x4-7010 crystal 7010 KCS___- ‘ mitter and receiver in connection 

1 2100-2x4-7600 crystal 7600 KCS____ aS : with radio noise-testing with 

2 2100-2x4-7606 crystal 7606 KCS_-__- _.|......| specification MIL-I-6051. 

1 2100-2x4-8320 crystal 8320 KCS 

2 2100-2x4-8392 crystal 8392 KCS 

3 2100-2x4-8423.08 crystal 8423.08 KCS__- 

1 2100-2x4-7450 erystal 7450 KCS. 

2 2100-2x4-8140 crystal 8140 KCS 

4 2100-2x4-8155.71 crystal 8155.71 KCS.._. : 

1 bar assembly towing C47 A/C S/N 8200- | 38 | To service, store and handle 
082136, class 19A. gf 50D7778. | transient AF aircraft at farm. 
2009-47 1 T-66 training store NSL_-_ ; a 69 | F84F airplanes for stability and 

| control flight tests to insure com- 
patibility of store shape with 
FS84F airplanes. 

1 external store ___-- ie Ewa | For flight test work needed for gen. 
stability test, structural integ- 
rity demonstration, flight loads, 
8500# engine-airplane perform- 
ance and checking production 

| pylons to insure compatibility. 

..| 2 UPM-19B test sets AF stock No. 7CAC For bench and preflight testing of 

| §801319-24285. AN/APW-1I1A radar equipment 

| to be installed in production 

| FS4F and RF&S4F A/C. 

2 MT-1317/ASN, 6 mount. Aerno 81-4379 | 6 | For functional testing of ASN-6 
AF stock 6201-1105-1 Class 05A. equipment. 

4 Indicator-true air speed-Aerno 60-4931, type | For use in ground checkout and 
M-4, Class 05C, AF stock 6025-1297B-8~-04 | bench checking of ASN-6 (GPI) 
or AF stock No. 6025-1297C-8-04. | | equipment. 

| 3 test set AN/UPM-19B of stock 7CAC- | For bench checking of APW-1l1 


2009-42...... 


200946 


2026.03 


01319-24285, class 17C. equipment prior to installation 
| | in F and RF aircraft. 





Bailment 
agreement and | Aircraft No. Purpose 
arnendment 





2000-44 Fs4F, 51-1624 (F-279) ‘ For general aerodynamic evaluation in accordance with 
| | CCN 348 to AF 14803 to authorize drag chute installa- 
tion and testing of prototype. 

1824-46-04 FS4F, 51-1365 (F-20) . .-_-- For gunnery, qualification tests in accordance with speci- 
fication MIL-F-7417 armament development and 
external store jettison development. 

1824-7-03 _| F84F, 51-1627 (F-282) _..., For general aerodynamic tests, structural integrity tests, 

maneuvering stabilizer modification tests and production 
spoiler installation evaluation. Hydraulic, antiskid 
brake must be added per CCN 114. 
1824-805 _ - Fs4F, 51-1356 (F-11 For general production development tests. For AN/APS- 
} 19 installation in outboard pylon tank and installation of 
related wiring and cockpit control and flight test as per 
CCN 152. 

1824-10-04 _ CH+7D, 43-48961 (and omni- To transport personnel, pickup and deliver critical pro- 

range equipment). duction parts and materials. 

1824-15-01 | F84F+45RE 5S N 52-643 (F- | Guided missile. 

871 . 
2009-14-01... .| Fs4F, 51-1386 ( F —41) Tc test longitudinal stability and general functional charac- 
teristics with a 2-piece hydraulic operated longitudinal 
j control. 
2009-20-01 _ - FS4F, 51-1355 (F-10) | A/C crashed June 23, 1955. 
2009-38-01 _.....| FS84F, 52-6647 (F-875)_....._| Structural integrity flight demonstrations to accomplish 
| final integrity demonstration RF-S4F aircraft. Forward 
section RF-84F aircraft S/N 51-1846 may be mated with 
aft F84F S/N 52-6647. 
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31. The salary and amounts paid under a profit-sharing plan to Messrs. Scanlon 
and Colovin since 1952 are tabulated below with the amount of salary charged 
in each year against this contract directly or indirectly: 








Amount paid 

Claimed 
against this 
| Profit-shar- contract 
| ing plan 


Salary 








Martin F. Scanlon: 
____, Baie cre $19, 650 $11, 359 $787 
1954. EERE x 20, 000 11, 358 8, 142 
1955 (ist half). cenncervenwhundasnebebaabatendudadtieainn ks 10, 000 11, 400 3, O80 

James Colovin: 
1953 ee sec mieubinny wekeet bat , 832 3, 210 502 
1954 ne ar , 448 | 3, 334 4, 632 
1955 (Ist half) q | 3, 300 1, 656 








Answers to questionnaire—Continued 


The information set forth in this report relates specifically to a contract 
issued to Republic Aviation Corp. on November 8, 1951, for the manufacture 
of RF84F aircraft. Where percentages of the total are requested, we have used 
a weighted average for the period commencing when the costs were first incurred 
through the second quarter of 1955. 

2. Contract AF33(600)6581. 

3. AF33(600)6581 is a fixed price incentive type contract. 

4. Letter of intent, dated November 8, 1951. 

5. Same as (4) above. 

6. The total contract price is $124,886,821, including allotted funds which have 
not yet been approved amounting to $15, 490, 781. It includes the corisideration 
for the manufacture of 297 RF84F aircraft, spare parts, tooling, ground handling 
equipment, handbooks, and engineering services. 

7. The unit sales price (target price) for the 297 RF84F aircraft furnished under 
this contract is $307,392. 

8. (a) The cost of raw material fabricated by our company is $1,499,482. 

(b) Direct labor costs expended by our company in the performance of this 
contract are $7,908,715. 

(ec) Manufacturing and tooling overhead charged against this contract is 
$12,422,213, which is 6.8 percent of the total. 

(d) Administrative costs charged against this contract are $772,469, which is 
6.4 percent of the total. 

(e) The premium portion of overtime compensation charged against this con- 
tract is $422,549. 

(f) Engineering costs (including research costs) charged to this contract are 
$928,412, which is 2.2 percent of the total. 

(g) Development costs charged to the contract are $44,682, which is 7.4 percent 
of the total. 

(h) Research costs charged to this contract are $11,823, which is 2.9 percent of 
the total. 

(i) The total dollar value of all commitments placed under this contract as of 
August 31, 1955, is $64,303,631. 


Exuripit A.—Contract AF 33 (600) 6581—Contractor project 52 





Purchase order Date of pur- 


Vendor No. chase order 


Amount 





Lansing, Mich. 
Admiral Tool & Die Co., 45-10 Vernon Blvd., Long 
Island City, N. Y. | ‘ 
Aeroproducts Division, General Motors Corp., Mu- | 2-13-89089 | Oct. 3,1952 663, 591. 76 
nicipal Airport, Dayton, Ohio. 2-13-98109 | Apr. 2,1954 110, 400. 00 
Aircraft Mechanics, Inc., 3200 North Nevada Blvd., 2-24-115764 | Nov. 3, 1954 226, 663. 48 
Colorado Springs, Colo. | 
Aircraft Controls Co., Stamford, Conn . 2-13-00642 | Feb. 1, 1954 1159, 140. 
Akeley Camera, 175 V arick St., New York 17, N. Y.- | 2-21-19716 | Jam. 15,1953 1179, 952. 52 
Alloy Products C orp., 737 L incoln Blvd., Marion, Ind__| 2-20-14686 | Dec. 16, 1952 1 115, 092. 95 


1 Purchase order applicable to other contracts. 


| 
Abrams Instrument Corp., 600-620 East Shawasse St., | 3-13-106 | July 22,1952 $120, 145. 00 
} 2-23-26095 | Mar. 23, 1953 1 112, 960. 00 











45. 00 
360. OU 
591. 76 
100). 00 
B63. 48 


140. 40 
952. 52 


092. 95 


AIRCRAFT PRODUCTION 


Exuisit A.—Contract AF 33 (600) 6581—Contractor project 52— 


COSTS AND PROFITS 





Vendor 





Beech Aireraft Corp., East Central Ave., Wichita, 
Kans, 


Geo. Behm & Sons Co., McDonald and Bacon Sts., 
Dayton, Ohio. 

Bendix Aviation Corp., Bendix Products Division, | 
South Bend, Ind. __ : ee 

Boyertown Industries, 23 North Walnut St., mintetl } 
town, Pa 

Brockman Tool & Manufacturing Co. , 25 Rockhill Rd., 
Bala Cynwyd, Pa_ 

( ‘Oo Forge Co. i "3695 East 78th St., Clev eland, 


City Tank Corp., 5309 97th Pl. , Corona, N.Y. 

Cleveland Pneumatic Tool Co., 3781 East 77th St., | 
Cleveland, Ohio_- 

Cc ail Products, 1201 Rio Vista Ave., , Los. Angel les, 
Cc 


Eclipse Pioneer Div ision, Bendix Aviation, Teterboro, 
il 


Eine 97-11 50th St., Corona, N. Y_ 

Essex Manufacturing, care of East Co: ist Enginee ring, 
Roslyn Professional Bldg., Roslyn, Long Island. | 

Ferro Machinery & Foundry, 3155 East 66th St., | 
Cleveland, Ohio. 

Florence Stove, 205 School St., Gardner, Mass 


General Bronze, Stewart Ave., Garden City, N. Y- 


General Engineering, Inc., 2527-2529 Frederick Ave., 
Baltim re, Md. 

General Fireproofing Co., Youngstown, Ohio 

8B. F. Goodrich Co., 230 Park Ave , New York, N. Y 


Island Machine, Fulton St., Farmingdale, N 
Jack & Heintz. Inc.. Cleveland, Ohio 

Kaiser Metal Products, Inc., Bristo!, Pa 
Kanarr Corp., 60 Dilley St, Kingston, Pa_- 


rhe Kawneer Co., Niles, Mich 


Liberty Products Corp., Farmingdale, N.Y 


Liquid Carbonic Corp., 3100 South Kedzie <Ave., 
Ci.icago, Ill 

Liquidometer Corp., 36-16 Skillman Ave., Long Island 
City, N. 

Magic Chef, Inc., 3201 Harvard Ave., Cleveland 5, 
Ohio. 

Magnus Metal Corp., 111 Broadway, New York, N. Y 


Glenn L. Martin Co., Baltimore, Md 

Moynahan Bronze, Post Office Box 126, Flat Rock, 
Mich. 

Norge Division, Borg Warner Corp., Vest Broad- 
way, Muskegon Heights, Mich 

Otis Elevator Co., 260 llth Ave., New York, N. Y 


! Purchase order applicable to other contracts 


Purchase order 
No. 


—-20-161155 
22-1 28049 
-20-161161 
—21-128059 
21-128060 
2-22-128036 
2-23-96635 


94267 


1-11-15392 
3-66832 
2-14-72239 
23-94278 
2-23-14822 
2-23-52144 


2-21-501 


bo ho to bh 


9 
~ 
9. 
v4 
2 
9 
» 
9 


2099 
23-2093 
2-8901S 
2-89015 

2-20-2144 
2-20-21420 
2-21-10550 
2-13-98108 
2-20-131019 
21-36353 
21-19618 
20-79209 
20-79213 
20 792 09 


PW 
PW-2 


) 
) 
? 
? 
) 


2-14-11 6684 


,—SABLO 


Date of pur- 
chase order 


, 1955 | 


, 1954 
22, 1955 


, 1954 


7, 1954 
2, 1954 
26, 1952 


, 1952 | 


23, 1952 | 


24, 1953 


July 10. 


Nov. 26, 


May 19, 


Sept. 2 


May 1, 
Dec. 30, 
Mar. 22, 


do 


Apr. 23, 
Apr. 29, | 
, 1954 


1952 
1953 | 


5, 1952 


1951 
1952 


1954 | 


1953 
1952 


, 1953 | 


1954 


, 1953 
, 1954 


1953 


7, 1952 


, 1952 


= 
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Continued 


Amount 


$206, 222 

1 105, 504 
174, 055. 67 

1 238, 162 

1 660, 658. 7 

1 109, 894 
169, 689 


134, 370. 81 
955. 53 

81, 445. 92 
, 020 


57, 698 
, 481. 
3, 013 
. 400. f 


5, 843. 5 
$70. 


, 506. 
7,017.6 
09, 377. 

ole. 

, 871. 

|, 976. 

, 430. 9% 

21. ¢ 


. 776. 
26, 660. 
), 5O1 
2, 962. 7 
A, lew. { 


,315 
, OY. 
9, 296 
770 
, 770 
816 
76, 269. 5 
7, 038. 95 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 


Exuisit A.—Contract AF 33 (600) 6581—Contractor project 52—Continued 





Vendor 


Purchase order 


NO. 


Date of pur- 
chase order 


Amount 





Orenduff Kappel, 81 Urban Ave., Westbury, N. Y_-_- 


One. Metal Products, 101-32 101st St., Ozone Park, 


Pachmayr, 1220 South Grand St., Los Angeles 15, Calif. 
Proctor Electric Co., 3d St. and Hunting Park Ave., 
Philadelphia 40, Pa. 


The Prosperity Co., Syracuse, N. Y 

8S & Z Manufacturing Co., 3960 Southeastern Ave., 
Indianapolis, Ind. 

Sargent Engineering Corp., 2523 East 56th St., Hunt- 
ington Park, Calif. 

Swedliow Plastics Corp., 394 North Meridian Rd., 
Youngstown, Ohio. 

Temco Aircraft Corp., Post Office Box 6191, Dallas, Tex- 


Twin Coach Co., Post Office Box 2507, Buffalo 25, N. Y 


United Controls Corp., 25 John St., ae ) ee 
Viking Tool Co., 2 Main St., Bellev ille, N. 
Warner Division, Detroit Harvester Co., 


sae T ire- 
man Ave., Detroit 28, Mich. 





2-21-34576 


2-21-34578 | 


2-23-37981 


2-23-46856 
2-22-57333 
2-22-57834 
2-22-96185 
2-C-57834 
2-22-11110J 
2-22-57842 
2-21-106935 
2-21-71570 
2-23-37982 


2-22-94622 


2-22-94623 |_.-- 


2-20-131020 

2-20-95949 
2-22-83470 
2-22-94627 
2-13-83413 
2-23-12314 
2-23-36762 





Apr. = 1953 
4 35, 1953 


vy 19, 1953 
Sept. 15, 1953 
Oct. 15, 1953 
Apr. 6,1954 
Mar. 28, 1955 
Jan. 17, 1955 
Nov. 20, 1953 
May 25, 1954 
Feb. 12, 1954 
Mar. 25, 1953 


Feb. 24, 1954 
.do_. 


Sept. 29, 1954 
Feb. 19, 1954 | 
Aug. 25, 1955 | 


Feb. 24, 1954 
Feb. 1, 1954 


Oct. 16,1952 | 
May 4, 1953 | 





1 $834, 230. 70 
312, 483. 84 
106, 747. 93 


258, 424. 91 
1 1, 149, 370. 1: 
i 18 424. 


1 143, 693. 95 
111, 878. 00 
4, 807, 744. 00 
228, 199. 23 
493, 623. 33 
1100, 212. 75 
1 163, 283. 00 
250, 106. 67 
165, 861. 42 





1 Purchase order applicable to other contracts. 


9. No amount paid under the profit-sharing plan has been charged or claimed 


against this contract. 


The amount of officer salaries charged to this contract 
is $52,338, which is 5.1 percent of the total. 


12. Of the total amount paid to Aircraft Industries Association which was 
charged to overhead 5.9 percent or $7,420 is charged to this contract. 
13. From the second quarter of 1953 through the second quarter of 1955, 
$1,054,383 was paid in consultation or advisory fees and 3.7 percent of such fees 


is charged to this contract. 


14. Traveling expense charged to this contract is $156,496. 


15. A total profit of $9,250,339 is claimed. 


16. The amount of $22,768 is claimed as profit on each airplane manufactured 


under this contract. 


17. The amount charged for depreciation against this contract is $127,049, 


which is 7 percent of the total. 


21. The reply to this inquiry is included in exhibit B. 


Exurpit B.—Recap or Contract AF 33(600) 


—6581 as or JuNE 30, 1955 


Supplemental Agreement No. 1, dated December 17, 1952: Adds 50 additional 
RF-84F airplanes, spare parts, special tools, and ground-handling equipment, etc., 


increase, $15,600,000. 


Change Order No. 2, dated September 4, 1952: Adds spare parts provisioning 
document (MCP 71-649) to items 2a and 2b, no change. 
Change Order No. 3, dated July 11, 1952: Adds item 6, training parts, increase, 


$100,000. 


Change Order No. 4, dated December 1, 1952: Reduces funds, item 2a, spare 


parts, decrease, $1,000, 000. 


Supplemental Agreement No. 5, dated January 16, 1953: Revises item 6, train- 


ing parts, increase, $250,000. 


Change Order No. 6, dated June 11, 1953: Adds $2,700,000 to engineering 


changes funds, increase, $2,700,000. 


Change Order No. 7, dated June 17, 1953: Revises spare parts provisioning 


document, no change. 


Change Order No. 8, dated June 16, 1953: Revises table I, delivery of engineer- 
ing data requirements revisions every 180 days in lieu of 120 days, no change. 


Change Order No. 9, not issued. 


Change Order No. 10, dated November 19, 1953: Adds preconcurrent delivery 


of certain spare parts, no change. 





3) 


nal 
ne. 


‘ing 
ase, 
are 
ain- 
ring 
ning 


1eer- 
e. 
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Change Order No. 11, dated December 2, 1953: Revises table I covering hand- 
book data requirements; adds AF Specification MIL—H-5096A, no change. 

Change Order No. 12, dated December 18, 1953: Establishes class coding pro- 
cedures, no change. 

Change Order No. 13, not issued. 

Change Order No. 14, dated January 28, 1954: Formalizes CCNs; revises de- 
livery schedule, no change. 

Supplemental Agreement No. 15, dated February 17, 1954: Amends subcon- 
tracts clause to comply with appendix No. 2 to AFPI 70-300, no change. 

Change Order No. 16, dated February 10, 1954: Adds item 11, to cover engi- 
neering changes, committed funds only, no change. 

Change Order No. 17, dated February 16, 1954: Reduces item 2 covering spare 
parts, decrease, $1,000,000. 

Change Order No. 18, dated February 18, 1954: Increases committed funds, 
item 11, engineering changes, no change. 

Change Order No. 19, dated May 19, 1954: Incorporates CCNs, no change. 

Change Order No. 20, dated May 18, 1954: Modifies Government-furnished 
property clause, no change. 

Change Order No. 21, dated August 6, 1954: Authorizes use of Government 
facilities on a no-charge-for-use basis for the benefit of subcontractors, no change. 

Change Order No. 22, dated August 17, 1954: Amends general provision 8 
examination of records, no change. 

Change Order No. 23, dated August 20, 1954: Formalizes CCNs, no change. 

Supplemental Agreement No. 24, not issued. 

Change Order No. 25, dated September 16, 1954: Incorporates special tools and 
ground handling equipment exhibits, no change. 

Change Order No. 26, dated November 3, 1954: Incorporates training parts 
exhibits, no change. 

Change Order No. 27, dated November 3, 1954: Incorporates special tools and 
ground handling equipment exhibit and revision, no change. 

Change Order No. 28, dated December 2, 1954: Incorporates spare parts 
exhibits, no change. 

Change Order No. 29, dated December 16, 1954: Revises class coding procedures 
established by Change Order No. 12, no change. 

Supplemental Agreement No. 30, dated March 1, 1955: Incorporates CCNs, 
no change. 

Supplemental Agreement No. 31, dated March 23, 1955: Establishes firm 
target prices for items Nos. 1, 4, 7, and 10; incorporates CCNs; authorizes modifi- 
cation of 25 RF-84F airplanes to the FICON configuration; provides for true 
depreciation per DODD 4105.34; adds new articles, disputes, nondiscrimination 
in employment and renegotiation, increase, $26,600,000. 

Supplemental Agreement No. 32, dated April 4, 1955: Incorporates CCNs, no 
change 

Supplemental Agreement No. 33, not issued. 

Supplemental Agreement No. 34, dated April 6, 1955: Incorporates CCNs, 
no change. 

Supplemental Agreement No. 35, dated April 15, 1955: Incorporates CCNs, 
no change. 

Supplemental Agreement No. 36, dated April 7, 1955: Adds amendment No. 1 
to special tools and ground handling equipment provisioning document, no 
change. 

Supplemental Agreement No. 37, dated May 3, 1955: Incorporates CCNs, 
no change. 

Supplemental Agreement No. 38, dated May 10, 1955: Incorporates CCNs, 
no change. 

Supplemental Agreement No. 39, not executed. 

Supplemental Agreement No. 40, dated June 15, 1955: Incorporates CCNs, 
no change. 

Supplemental Agreement No. 41, dated June 23, 1955: Incorporates CCNs, 
no change. 


29. Bailed property used in the performance of this contract is itemized in 
exhibit D. 
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Exuisit D.—Bailed equipment for AF 33 (600) 6581 as of Sept. 15, 1955 





Bailment 
agreement 
and amend- 
ment 


= 


Equipment requested 


Purpose 





1163-15.01 


1216-20-06... ...- 


1216-14.02 
1216-15.02 


1824-05....-..- 


2009-15.......- 


3 signal generators, TS-147A 


6 model M-3 Browning aircraft machineguns, 
50 caliber, Aerno, 93-1580, SN A 001-7265650. 

6 gun heaters, type J-4, Aerno, 52-2770, S/N 
5200-321923-4. 

1 generator, engine driven, 200 amperes, Eclipse 
Pioneer part No. 30E07 3-A. 

2 voltage regulators, Navy type I, Aerno, 42- 
1501, serial No. 17R21, S/N 4213-1042-17A. 


10 .50 caliber model M-3, Browning aircraft 
machineguns, H46R4353 S/N A001-7265650. 
10 gun heater, type J-4, P/N 44B25259, Aerno 

No. 51-2770, S/N 5200-3219234. 
3 Sperry system test analyzers, P/N 1000012, 
S/N 7CAC-038377. 
3 receiver-transmitter, RT-198A/U PX-7, S/N 
7 CAC-681065. 
1 spore analyzer kit, TS-148/UP, S/N 7 
YA C-041085. 


3 simulator, range radar, S/N 7 CSG-654721 ___- 

50 C R-1/A R-8370 KC 2100-2X4-8370 (crystals) 

50 CR-1/AR-8156-47 KC 2100-2X4-8156-47 
(crystals). 

50 C R-1/A R-8248 KC 2100-2 X4-8248 (crystals) 

50 C R1/AR-7540 KC 2100-2X4-7540 (crystals) __ 

1 sight line level indicators, S/N 8042-A-264. ___ 

1 RT-181/A PG-30 frequency converter, trans- 
mitter, AF S/N 5919-AAF 187600 

1 PP-493/APG-30 power supply-range com- 
puter, AF S/N 1660-373749993. 

1 CN-112/APG-30 voltage regulator, AF S/N 
5919-A A F 187600. 

1 truck-aircraft fuselage—Aft, AF stock No. 
8220-780800. 


. 


3 radar test set, AN/UPM-6B, S/N 7CAC- 
801319-2158-2. 

3 ae shield, CW-224/U, S/N 7CAC- 

706, 

1 tow ne assembly B-25 aircraft S/N 8200- 
055000 

1 tow ‘bar assembly, B-26 aircraft, 8/N 8200- | 
90400 


1 tow- a assembly, F-80 aircraft, S/N 8200- 





082150 (main gear). 
1 tow-bar assembly, 
903325. 
1 tow-car assembly, F-86, S/N 8200-903305, 
1 tow-bar assembly, C-54, S/N 8200-03100 


F-80 aircraft, S/N 8200- | 


| 
1 yoke assembly, AF stock No. 9900-38-05-1089_ | 


4 ony J65 engine buildup, P/N MRD 1200B, | 
S/N 427, 428, 429, 430, S/N 8220-750585. | 
} 


4 ony, MRD 1200B J65 engine Nos. 1, 2, 3, 
4 S/N 8200-750585. 


| 
1 indicator, tachometer type E-32 Aerno 61- | 
215 S/N 6125-1461-B U-8-03. 
1 indicator, exhaust temperature gage, type 
K-6, Aerno 61-8829, S/N 6126-149E5. 
1ASN-6 HG! test equipment P/N 75-089 
stock No. 7~-CAC-N L-80159-675. 


3 transmitter-bridge, type E2CIA, WOG- 
0926-AC, class B, items 133-1, 133-2, 133-3, 








8/N 1963-A A F-600791-5. 


~ (x) i ~) m= OD IO 


w 


See attachment pee ee Be itepends 











To check production installation 
of radar sets in F-84F and RF- 
84F aircraft. 

For compliance with the ordnance 
wr uirements of gunfire tests on 

-84F aircraft installation, 


For use in a mockup to test the 
DC electrical bus system. 

For mockup and testing of the 
RF-&84F aircraft electrical bus 
system 

To conduct in- flight firing test as 
— by specification MIL- 

7417. 


For use in the performance of con- 
tracts 6704, 14803, 14810, 6580 and 
6581. 


For checking and calibrating radar 
test equipment to maintain 
proper ffow of this equipment. 


For use in the removal and installa- 
tion of F-84F and RF-8F air- 
craft aft fuselage section, 

For bench, preflight and flight test, 
plus 1 spare of AN/APX-6 radar 
equipment. 


To service store and handle 
transient A F aircraft at Farming- 
dale, Long Island, N. Y.., facility. 


For use by subcontractor, Air- 
borne Accessories Corp., Hill- 
side, N. J., for use in the develop- 
ment, ms anufac ture and testing of 
aircraft actuators to be installed 
in production F-84F and RF- 
84F aircraft. 


| For the servicing of the pilots’ 


type H-2 emergency oxygen bail- 
out bottle as set forth in AN 
03-50C05 dated 10 March 1945, in 
the performance of contracts. 

Develop provisions for accommo- 
dation ¥65 engine and for han- 
dling in conjunction with pro- 
duction of F84F aircraft. 

To handle production jet engines 
in final assembly and flight test 
section. 

On engine test stand to insure the 
acceptable operation of YJ-65- 
W-1 and J-65 series engines prior 
to installation. 

For purpose of attaching it to 
grounded aircraft to simulate 
flight conditions permitting full 
testing of each component of the 
ASN-6. 

For use on engine thrust stand. 
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Exuisit D.—Bailed equipment for AF 33 (600) 6581 as of Sept. 15, 1955—Con. 








agreement 
and amend- 
ment 


Bailment 
| 
} 


Equipment requested ag Purpose 





|-——— ——— 





ee a | 1 bar assembly, towing C47 A/C S/N 3200- 168 | T 











S e. store a } 
| 082136, class 19A, P/N 501D7778. sient AF a/c at Farmi ale 
Ee Pea | 1 camera, type K-37 (A/C reconnaissance l To ck design inst tion and 
| night with shutter trip-contro] unit), Aerno operation i R F-84F aircraft and 
740C-200; AF S/N 8400-098945. for produ tin ! ) 






Lae oe | 2 body camera, type K-17C (A/C reconnais- 4 
| sance, day, less cone) Aerno 74C-60, AF 
} S/N 8400-035130. 
2 cone 6 inches (for type K-17C camera) Aerno 
74C-57, AF S/N 8400-163420. 















































2 cone 6 inches (for tyne K-22A camera), Aero j 
74C-140, AF S/N 8400-163450 
2 cone 24 inches (for type K-22A camera), 5 
Aerno 74C-150, AF S/N 8400-165700 
| 2 lens and cone assembly 24 inches (for K-38 6 
# carrera), Aerno 74-67, : AF S/N 8400-45 6050 
| 2 2 cainera—A/e (mapping with metrogen lens 7 
Tyne T-11, Aerno 74C-310, AF 8 N 8400- 
1 100175. 
| 2 amplifier- electronic control, tyne LA-13, S 
| Aerno 74-5 AF S/N 8400 006508 
See ewan _..-| 2control (11 pon ae Bh agazine), type C-4, 8 
| Aerno 74-524, AF S/N 8400-17825. 
2126-1........- | 2 cone 12 inches F/2, for F-17C camera A/C 10 | To check design installation and 
| type specification MIL-C-5799 Aerno 74C- operation in RF-84F a/c and for 
55, AF S/N 8400-1645200. production improvement an 
| development of the RF MF 
| installation 
2145-2.........| 2 UPM-19B test sets AF stock No. 7CAC- | 11/| For bench and preflight testing of 
| §801319-24285. | AN/APW-1I1A radar equipment 
to be installed in product on 
| F-84F and RF-84F A/C, 
2145-6......... | 2 B-9A intervalometer Aerno 74-1003___- To use in making — potential 
check on AN/ASN-€ 
| 2 ASN-6, prototype test equipment, part 15 | For bench checking : und calibration 
No. 75-089, stock 7C AC-N L-80159-675. of ASN-6 equipment prior to 
~_ iwilation in accordance with 
oCN No. 224. 
2145-7________.| 2 MT-1317/ASN-6 mount. Aerno 81-4379 AF 16 For functional testing of ASN-6 
stock 6201-1105-1 class G5A. | equipment. 
a 2 C823/A1C-10 interphone controls S.N |......| For production test checks of 
1600-211945165. | | ARC-33 radios. 
ee on 0 at 4 indicator—True Air Speed—Aerno 60-4931, | 1 | For use in ground check out and 


type M-4, class 05C, AF stock 6025-1297B- 
8-04 or AF stock No. 6025-1297-C-8-04. 
2351-1.........| 3 test set AN/UPM-19B of stock 7CAC- 
801319-24285, class 17C. 





bench checking of ASN-6 (GPI) 
equipment. 
2 | For bench checking of APW-11 
equipment coy to installation 
inF & RF ! 































2009-4.02......| 1 AN/URM-11 test set, 7 CAC-725215_- ; 14 | For use in ar fn: al assembly area 
1 AN/URM-12 voltage point test set, 7CAC- 15 or bench checks, 
801319-2665, } 
1 AN/URM-13 dummy load set, 7CAC-| 16 
273450. | 
| 1 AN/URM-14 microphone simulator 7CAC- | 17 
| 725-23 30. 
| 1 ort ator set, Hewlett-Packard model 608B, 18 
AC-9035 | 
1824-3... .| 1 receiver transmitter, RT-173/ARC 33..-.._._.| 14 | For use in engineering research 
1 control panel, C-784/ARC33-S/N  1600- 15 | laboratory for bench test of 
| 373061550. ARC-33 radio equipment. 
| 1 mounting, MT-611/ARC 33-S/N 1600- 16 
3348500. 
-1824-4._._____| 1 wrench, AF S/N 9 AW A-923900_ __...-.-- : 17 | To service J-65 series engines 
1 wrench, AF aa. 9 AW A-O23001 ............ 18 being installed in F-84F and 
| 1 wrench, AF S/N 9 AW A-923902__---_ === 19 | RF-84F aircraft. 
|} 1 puller, AF S N 9 AW A-923915_. soeas 20 
1 puller, AF S/N 9 AW A-923916__.._____- ‘ats 21 
| lsling, AF S/N 9 AW A-924066____...........- i. 
| 1 wrench, A F S/N 9 AWA~-924082........... | 23 
lsling, AF S/N 9 AW A-924124-________..__- oF 
i puller, AF S/N 9 AW A-924128.- 25 


1824-13.01..... 1 AN/UPM-19A, S/N 7CAC -801319-21575 36 


For bench and preflight testing o 
test set. 


AN/APW-lla radar equipment 


SOE ee eee 37 to be installed in prod. Fs4F 

2 AN/UPM-23 test unit--- , 38 and RF 8&4 F aircraft. 
-1824-18.......| 3 rack machine gun, work storage class B item 43 | For use in production shops to 
| Nos. 237-1, 237-2, and 23 facilitate the mfg. of F84F and 


RF 84 F aircraft. 
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Exuisit D.—Bailed equipment for AF 33 (600) 6581 as of Sept. 15, 1955—Con. 
CURRENTLY BAILED AIRCRAFT 





Aircraft No. 


Bailment 
agreement and 
amendment 


Purpose 





RF-84F-51-1829 
RF-84F, 51-1830 (RF-2).----- 


RFS4F-10RE 51-1890 (RAC 
No. 62). 


F84F, 51-1627 (F-282).-..-...- 


C-47D, 43-48961 (omnirange 

/ equipment). 

FS84F-45RE S/N 52-6443 (F- 
871). 

RFS4F, 51-1929 (RF-101)-.._- 


RF-84F-51-1846 (RF-18)..._. 





1216-12-05 
1216-12-05 


1216-21-02 


1824-7-03 


1824-10-04 
1824-15. 01 
2145-3 
2351. 2. 01 








To evaluate new TJ-L2 control settings and to check out 
the crash barrier for production development of RF 84F. 

Production development of RF-&84F airplane to test flight 
characteristics, serviceability, suggested improvements, 
modifications and experimental flight tests. 

The forward section of this A/C will be spliced together 
with a FICON aft section so that tail flutter tests as 
called out by CCN No. 216 (AF 14810) will be accom- 
plished without delay. Forward of 51-1890 can be 
utilized for point load calibration and conduct other 

hases of structural integrity test to be performed for 
F-84 aircraft. 

For general aerodynamic tests, structural integrity tests, 
maneuvering stabilizer modification tests and produc- 
tion spoiler installation evaluation. Hydroantiskid 
brake must be added per CCN 114. 

To transport personnel, pickup and deliver critical pro- 
duction parts and materials. 

Guided missile. 


To make installations and limited flight tests of F-5 auto- 
matic pilot. 

To test spoiler installation in conjunction with external 
stores in aerial flights and to accomplish final structural 
integrity flight demonstration for RF-84F forward sec. 
RF-84F S/N 51-1846 may be mated with aft sec. of 
F-84F S/N 52-6647. 





31. The salary and amounts paid under a profit-sharing plan to Mr. Scanlon 
and Mr. Colovin since 1952 are tabulated below with the amount of salary 
charged in each year against this contract directly or indirectly: 





Amount paid 
Claimed 
against 
this 
contract 





Profit- 
sharing 
plan 


Salary 





$19, 650 
20, 000 | 
10, 000 


11, 832 
11, 448 
5, 400 


$11, 359 
11, 358 
11, 409 


3, 210 
3, 334 
3, 300 











Mr. Hésert. Mr. Davis, is Republic stock on the board? 
Mr. Davis. Yes, sir; it is on the New York Stock Exchange. _ 
Mr. Hézert. Do you know what its market value on the board is 


at this time? 


Mr. Davis. It is selling at about $38 a share, I believe, sir. 
Mr. Hépert. If you know, or if you recall, either you or the other 
gentleman, what was its value before the Government contracts were 


entered into? 


Mr. Davis. The market value, sir? 

Mr. Héserr. The market value, if you recall. 

Mr. Davis. I don’t know, sir. 

Mr. Hépert. Would you have any idea at all? 

Mr. Davis. No, sir, I wouldn’t. 

Mr. Hézperr. Of course you wouldn’t know because you are not 
interested in what the stock is in the market. 
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Mr. Gavin. Anybody could call and find out what it was on any 
given day. You want what it was back in 1952? 

Mr. Hésert. Yes. Because what concerns me—and it is a matter 
of course which we have no authority in this committee certainly to 
control. Since everybody is the keeper of his own conscience, the 
concern that I have at the moment is this: 

Of the gambling that goes on in relation to these aviation stocks on 
the market, gambling whether we are in war or on the brink of war 
or in a cold war, to my mind it is just a clear out-and-out gamble by 
some people on the defense position of this country. 

I recall that one company in here had stock up to 80 on the board, 
which had jumped up, I think, from 30. Of course all that play is 
predicated on whether we are at war, on the brink of war, or going to 
continue a high defensive program. I personally think it is a most 
reprehensible practice on the part of those individuals who do engage 
in gambling on this country’s defense to make dollars. It is just 
profiteering. 

Mr. Hess. Of course some of the people—some of the gamblers— 
gambled on the President’s health, too. 

Mr. Hésert. It isstill gambling. As I say, every man is the keeper 
of his own conscience. But we hear the condemnation of war profit- 
eers and individuals who make money on war materiel, which is the 
purpose of a great deal of the hearings as far as we are concerned, to 
hold down you, the manufacturers who produce through your own 
labors and your own efforts, as contrasted to the individuals who do 
play with their country’s future in dollars and cents, by gambling on 
war contracts or the possibility of a war starting or our defense con- 
tinuing. While this committee certainly can’t do anything about 
it, I still can reserve my own opinion, that it is just as callous as any 
war profiteer. 

Mr. Bates. That is not peculiar, Mr. Chairman, to this particular 
industry. 

Mr. Héserr. No, I know it isn’t. But this is a war product we 
are talking about. 

Mr. Bates. Of course, they can lose as well as gain. 

Mr. Hess. May I ask him one question? 

Mr. Héspert. Yes, Mr. Hess. 

Mr. Hess. Mr. Davis, would you say that in normal peacetimes in 
this Nation, there would be sufficient commercial business for the 15 
aircraft companies to exist? 

Mr. Davis. It would be my opinion that there would not be. 

Mr. Hess. That there would not be. But in wartime or time of an 
emergency, the 15 companies wouldn’t be sufficient to meet the 
demand; would they? 

Mr. Davis. No, sir; I don’t believe so. 

Mr. Courtney. To follow the same pattern. Can you give us the 
percentage of profit related to sales in the 4 years we have in question? 

Mr. Davis. Yes, sir. In 1952, the percent of profit to sales after 
Federal income taxes was 2 percent. 

Mr. Courtney. After taxes? 

Mr. Davis. Yes, sir. 

Mr. Courtney. And before taxes? Do you have that figure? 

Mr. Davis., 6.6 percent. 

Mr. Courtney. 6.6 before taxes. 
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Mr. Davis. Yes. 

Mr. Courtney. And 2 percent after taxes. Now in 1953. 

Mr. Davis. In 1953, 6.7 percent before taxes and 2 percent after 
taxes; in 1954, 5.7 percent before taxes and 2.7 percent after taxes; 
in 1955, based on tentative figures, 5.7 percent before taxes and 2.8 
percent after taxes. 

Mr. Courtney. That is without giving effect to any possible 
renegotiation? 

Mr. Davis. Yes, sir. 

Mr. Courtney. In this operation we are distinguishing between 
renegotiation by the Board and redetermination by the Air Force? 

Mr. Davis. That is correct. 

Mr. Courrney. | notice that in your statement for 1954, you have 
a separate account—and in the other statements you have a separate 
account for refunds due under and by reason of contract adjustments. 

Just one question on that. In 1954, taking your balance sheet for 
December of that year, you have estimated amounts refundable to 
the United States under these redetermination contracts of $1,328,127. 
In the prior year, the same item was $10 million. Will you explain 
how you handle that account? When are the payments made or 
how are they made? 

Mr. Davis. The payments—these are the amounts which we 
determined—— 

Mr. Courtney. That is your estimate? 

Mr. Davis. This is our estimate of the amount that would be 
refundable on the basis of our performance of the work as of this date. 

Mr. Courtney. As of the end of each year? 

Mr. Davis. As of the end of each year. 

Mr. Courtney. There is a marked drop, you see, between 1953 
and 1954, and I was trying to get the method by which you accomplish 
these refunds. 

Mr. Davis. Both of these amounts were paid out in the respective 
subsequent years, back to the Government. 

Mr. Courtney. In other words, we would understand the $10 
million item, which appears under your 1953 balance sheet, was paid 
out during, or refunded, rather, in 1954? 

Mr. Davis. That is correct. 

Mr. Courtney. At the end of that year you had only $1,328,000? 

Mr. Davis. That is right. 

Mr. Courtney. In that type of account? 

Mr. Davis. Yessir. That was paid out in early 1955, the $1,328,000. 

Mr. Courtney. During this year you may or may not accrue an 
estimated sum of that character? 

Mr. Davis. That is correct. 

Mr. Courtney. It will be paid out in the succeeding year? 

Mr. Davis. Yes, sir. 

Mr. Courtney. That is all, Mr. Chairman. 

Mr. Hésert. Thank you, gentlemen, very much for appearing and 
your cooperation. Tomorrow we will have Chance Vought. We will 
stay in recess until tomorrow at 10 o’clock. 

(Whereupon, at 11:51 a. m., the subcommittee recessed to reconvene 
at 10 a. m. the following day, Friday, March 2, 1956.) 
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FRIDAY, MARCH 2, 1956 


Hovusr oF REPRESENTATIVES, 
COMMITTEE ON ARMED SERVICES, 
SUBCOMMITTEE FOR SPECIAL INVESTIGATIONS, 
Washington, dD. ” by 

The subcommittee met at 10 a. m., Hon. F. Edward Hébert 
(chairman of the subcommittee) presiding, with the following members 
present: Mr. Gavin and Mr. Cunningham. 

Mr. Hézerr. The committee will be in order. 

Members of the committee, we have the Chance Vought repre- 
sentatives here this morning. 

We will continue the hearing. 

Mr. Courtney. 

Mr. Courtney. Mr. Detweiler, the president, is here, Mr. Chair- 
man, and he has a prepared statement. 

Will you proceed, Mr. Detweiler? 

Mr. Derwetter. Mr. Chairman, I would like to take this oppor- 
tunity to introduce Mr. N. V. Turney, our vice president and con- 
troller, on my left here. 


TESTIMONY OF MR. F. 0. DETWEILER, PRESIDENT, CHANCE 
VOUGHT AIRCRAFT, INC., DALLAS, TEX. 


I appreciate this opportunity to appear before the chairman and 
the members of the subcommittee as the representative of Chance 
Vought Aircraft, Inc., in discussing the important subject which the 
subcommittee is studying. The aircraft companies which have met 
with the subcommittee prior to this time have described in accurate 
detail many of the principles and problems which govern the aircraft 
industry. With that in mind, I shall attempt to limit my statement 
to those facts which specifically pertain to Chance Vought Aircraft. 

One of the oldest aircraft companies in the industry, Chance 
Vought originated in 1917 as the Lewis & Vought Corp., becoming the 
Chance Vought Corp. in 1922. All of the outstanding stock of the 
Chance Vought Corp. was acquired in 1929 by the United Aircraft 
& Transport Corp., later to become United Aircraft Corp. Chance 
Vought operated as a division of United Aircraft Corp. until January 
1, 1954, and on July 1, 1954, all of the common shares of stock of the 
corporation were distributed to the holders of United’s common stock. 
Since the distribution of the corporation’s common stock, there has 
been no legal or corporate connection between United Aircraft Corp. 
and Chance Vought Aircraft, Inc. 

The business was carried on from its organization to the present 
time at several locations: at Long Island City, N. Y., from 1917 to 
1930; at East Hartford, Conn., from 1930 to 1939; at Stratford, 
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Conn., from 1939 to 1949; and at Dallas, Tex., from 1949 to the 
present. 

Mr. Chairman, since we have a rather long history, I refer you to a 
copy of a photostatic chart which shows the geneology of our aircraft 
in that rather long period. 

Mr. Héserr. It will be made part of the record. 

Mr. Courtney. Mr. Chairman, I note a marking of confidential 
on one, 0195. 

Mr. DerweiLer. May I explain that, Mr. Courtney? 

Mr. Courtney. Yes, sir. 

Mr. DerweiLer. That is a project which perhaps need not have 
been put in here. It is simply to indicate a new project which we 
can’t describe. 

Mr. Hésert. In other words, your mark ‘confidential’ is a blank 
mark. 

Mr. Derwetter. That is right. © 

Mr. Hépert. It indicates nothing. 

Mr. Derwerer. Right. 

Mr. H&éserr. It will be put in the record. 

(The chart follows:) 
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Mr. DerweriLer. The corporation and its predecessor companies 
have specialized in the design, development, and manufacture of 
military airplanes for the United States Navy. A Chance Vought 
VE-9 flew aboard the Navy’s first aircraft carrier, the Langley, and 
we believe it is true to state that Chance Vought airplanes have flown 
with the Navy continuously since that time. 

During the period from its founding to ithe eve of World War II, 
the company designed and produced observation planes, scout 
bombers, dive bombers, and fighters, increasing its manpower from 
approximately 15 persons to approximately 1,750 early in 1940. 

During World War II, a fighter plane, designated the F4U Corsair, 
was developed and produced in substantial volume to fulfill wartime 
requirements. This airplane was significantly advanced over its 
contemporaries in various configurations, was used extensively by the 
Navy and the Marine Corps as a fighter, a fighter-bomber, a night 
fighter, and a photographic airplane. 

The Corsair remained in production for the Navy until 1953, setting 
an American record for continuous production of a fighter airplane. 

With the outbreak of the Korean war, the Corsair went immediately 
into action and flew 82 percent of all Navy and Marine air-support 
sorties during the first 10 months of that conflict. 

The usefulness of the Corsair led to the development and production 
of an attack version of the airplane, designated the AU-1, to fulfill a 
particular military requirement, and later to still another version, the 
F4U-7. The longevity of the Corsair, designed in 1938 and in pro- 
duction until 1953, testified to the engineering leadership which it 
embodied, making it literally an aircraft ahead of its time and there- 
fore capable of providing required military performance for a period 
greatly in excess of the normal service life of an airplane, and particu- 
larly a fighter airplane. 

In 1946, the company began the design of the F7U Cutlass, an 
entirely new generation of fighters, embodying radical design and 
reaching for the ultimate in performance in terms of the state of the 
aeronautical art at that time. The Cutlass set a number of important 
“firsts.”” It was the first Navy jet production fighting aircraft to 
achieve supersonic flight, to release bombs at a speed greater than that 
of sound, and to catapult from a carrier with nearly 24 tons of external 
stores of weapons. 

The Cutlass also pioneered in the incorporation of major design 
features such as the use of afterburners, of full power controls with an 
artificial feel system, and of an automatic stabilization system—all 
now common in modern jet aircraft but developed to a workable state 
by the corporation’s engineering department and pioneered by the 
Cutlass. The Cutlass is now deployed with the United States Fleet. 

In 1947, the Navy awarded the company a contract for the develop- 
ment of Regulus, a surface-to-surface guided missile. We are proud 
to state that Regulus has become the Navy’s first operation offensive 
guided missile and has operated from submarines, carriers, cruisers, 
and shore installations. One version of the Regulus missile is recover- 
able and can be flown in test missions and landed repeatedly. This 
recoverable version of Regulus is used in training Navy crews in the 
use of this weapon and permits important cost savings which would 
not be realized if a missile were expended at each firing. 
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The corporation’s newest product is the F8U—1 Crusader, a Navy air 
superiority fighter. The Crusader project was awarded by the Navy to 
Chance Vought Aircraft in 1953 as a result of an industry-wide design 
competition in which seven other leading aircraft designers partici- 
pated. Again the Crusader represents an entirely new generation of 
Navy jet fighters. Its performance is tremendously increased over 
that of the Cutlass and other aircraft of the preceding generation. 
Although its performance data are still confidential, statements made 
by important naval officers and publicity issued by the Navy indicate 
that the Crusader is considered, as the Navy has permitted us to say, 
the world’s fastest Navy fighter. In designing the airplane, the com- 
pany emphasized producibility so that the airplane could be pro- 
duced economically and as rapidly as needed. We believe that it will 
serve the Navy well. 

Chance Vought Aircraft leases from the United States Government, 
Navy Department, the naval industrial reserve aircraft plant at 
Dallas, Tex., which has an area of some 3,500,000 square feet. 
Chance Vought occupies approximately 2,345,000 square feet of this 
facility and subleases the remaining plant area of approximately 
1,180,000 square feet to another company. We pay arental negotiated 
with the Navy Department along with oth er pertinent terms relating 
to occupancy of the facility. 

In 1948 this great plant was idle, and Chance Vought Aircraft then 
located in Stratford, Conn., was invited by the Navy to consider 
moving its total operations to Texas to make use of the more adequate 
industrial facilities which the plant afforded. The Texas location 
also offered greater year-round flying conditions and improved run- 
ways, essential to jet flying. 

The decision to make this move was not finalized without serious 
consideration. There were no assurances, real or implied, given by 
the Government that Chance Vought Aircraft would receive any 
contract by virtue of the move or otherwise. Sales amounted to 
$37,900,060 and $29,087,000 for the years 1948 and 1949 respectively, 
but because of the disrupted production during the course of the 
relocation, an operating loss of approximately $2,500,000 was 
experienced in that 2-year period. 

In addition, we spent $4,909,900 to move equipment and personnel 
and $4,275,800 for necessary leasehold improvements. 

Training of new production personnel amounted to $720,000. <A 
loss of $368,500 was incurred in the disposal of the Stratford plant. 
It can be summarized therefore that our investment in occupying 
this Dallas plant was almost $13 million none of which appears on 
our balance sheet as a capital item. 

The total investment in machinery and equipment which Chance 
Vought has placed in the Navy-owned facility amounts to $8,728,000. 
Following the theory, and I might add the practice, of keeping an 
up-to-date facility, the corporation has erected a $900,000 low-speed 
wind tunnel, as a leasehold improvement, title being vested in the 
Government upon completion. Plans for additional facilities include 
the provision for a company-financed $3,800,000 high-speed wind 
tunnel which we consider essential in keeping abreast of the advanced 
technological aspects of airplane design. Additional machinery and 
equipment to maintain production capabilities and related engineering 
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and testing laboratory facilities are listed among the corporation’s 
future investments. 

An example is a high temperature hydraulic and fuel system test 
facility needed to investigate the technical problems of structural 
heating which will be generated by the extremely high speeds attained 
by the aircraft and missiles of the future. 

Chance Vought believes that the maintenance of an outstanding 
engineering capability is essential if it is to fulfill its role as a con- 
tractor, charged with responsibility for major contributions to the 
Nation’s defense. 

Our company has pioneered in aeronautical engineering for nearly 
four decades. Our engineering organization, consisting of 2,200 
persons of whom 1,500 hold engineering degrees, is growing and must 
continue to grow if we are to perform our duty for our customer, the 
United States Government. 

Chance Vought Aircraft, Inc., in common with the other highly 
competitive companies which make up the aircraft industry, has the 
prime objective of designing and building airplanes and guided missiles 
second to none in the world. 

Mr. Hépert. Mr. Gavin, any questions? 

Mr. Gavin. No questions. 

Mr. Hésert. Mr. Detweiler, what percentage of your business is 
Government, for the record? 

Mr. Detwerter. Mr. Chairman, I think I might say 100 percent. 
Actually, I believe we could calculate 99 point something. 

Mr. Héperr. I just wanted the record to show that. 

Mr. Fogo. It is listed as 99.9. 

Mr. Hfésert. Ninety-nine point nine? 

Mr. Fogo. Yes, sir. 

Mr. Hésert. Would you give the committee your background? 

Mr. Derwe!Ler. My personal background? 

Mr. Héserr. Your personal background. 

Mr. Derwerer. I graduated from a liberal arts college in 1933, 
with an arts degree. 

I went to work for Pratt & Whitney aircraft division, I believe—no, 
Pratt & Whitney Aircraft Corp., back in 1933, as a factory timekeeper. 
I worked with Pratt & Whitney Aircraft, in their accounting depart- 
ment for nearly 10 years, when World War II made it necessary for 
Pratt & Whitney to expand its facilities and erect a new production 
plant in Kansas City, Mo. 

I moved to the Kansas City plant as divisional accountant. I 
worked with the Kansas operation until its close, in 1946, when 
I was transferred to another division of United Aircraft, the Sikorsky 
Aircraft Division. I served as divisional controller of Sikorsky Aircraft 
for approximately 2 years, at which time I was transferred to the 
Chance Vought Aircraft Division of United Aircraft as its assistant 
general manager. 

That time coincided with the beginning of the move of Chance 
Vought from Stratford, Conn., to Dallas, Tex., and it was my assign- 
ment to close the Stratford facility and close out production there, 
load our equipment and our personnel onto transportation to Texas. 
When that move was completed, I joined the Texas organization. 

Shortly thereafter, the general manager retired and I succeeded 
him as general manager. 
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Following that, our corporate reorganization required a president 
and I was elected president of Chance Vought Aircraft. 

Mr. Héserr. You are an administrator and not a technician? 

Mr. DretweILer. Yes, sir. 

Mr. Hfésertr. How long has Chance Vought been 100, or 99.9 
percent Government production? 

Mr. Detweter. I think I may say since its inception. 

Mr. Hépert. Is the stock on the market? 

Mr. DetwetLer. Yes, sir. 

Mr. Hésert. What is its market value today, do you know? 

Mr. Derweter. I would say roughly 

Mr. Héserr. Well, as of yesterday. 

Mr. Dretwetter. Yes, $38, $40 a share, something like that. 

Mr. Hézert. Do you know, and if you don’t know, I can easily 
understand—do vou know what the stock originated as? 

Mr. DEeTweI!Ler. Yes, sir. 

Mr. Hésert. At what price? 

Mr. Detwetuer. The stock came into being July 1, 1954, when it 
was spun off, so to speak, of United Aircraft. Its first sale was at a 
price of $22, but the first day its trading price was $85. 

Mr. Hésert. And it has risen consistently since then on the basis 
of Government contracts? 

Mr. Detweruer. And general market conditions; yes, sir. 

Mr. Hésert. Of course general market conditions, I recognize that. 

It is up to what, did you say, approximately $40? 

Mr. Derwerter. Yes, sir. 

Mr. Héserr. In a year’s time it has doubled, or a little less than 
doubled? 

Mr. Detrwel!ter. Yes, sir. 

Mr. Hésert. If you lost the Government contracts tomorrow, it 
would be reasonable to assume the stock value would drop imme- 
diately; wouldn’t it? 

Mr. DerTweEIL_er. Yes, sir. 

Mr. Hépert. I don’t think I am unfair in saying that the price is 
being held up by the cold war or the defense production. 

Mr. Derwetter. I think you are being accurate, Mr. Chairman. 
I think that the price is established as a function of sales prospects 
of the company, and certainly any major effect on its sale would 
reduce its price. 

Mr. Hésert. It is reflected in our chance of going to war or not 
going to war. 

Mr. Derweter. I think that may be so. 

Mr. Hfépert. Because I made the observation yesterday—and I 
want to reemphasize it, again—that I consider war profiteering, 
gambling with the security of this country on the market by those who 
play it as a gamble, in the hope that America will either go to war or 
stay on the Sak of war, for them to reap their profits, I consider a 
very callous approach to making money. 

Mr. Detweiter. Mr. Chairman, I would like to make the point 
that the corporation has no control over that. 

Mr. Hésert. You have no control over it;no. Iam not indicating 
in any way that you have control. And I had made that quite clear 
yesterday, I thought. Because at that time I also indicated that 
you, who put the blood, the sweat, and tears into the product, are 
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controlled by stringent Government regulations, or supposedly strin- 
gent Government regulations. 

(Mr. Detweiler nods.) 

Mr. Héserr. And your profit is regulated both by the Department 
of Defense and through the Renegotiation Board. 

Mr. Derweruer. Yes, sir. 

Mr. Gavin. You wouldn’t say, though, that your company has had 
any phenomenal rise as far as the rise in the market is concerned, from 
$25 to $40 under the prevailing market conditions; would you? 

Mr. Derweiter. Mr. Congressman, I think that is about typical 
of the aircraft industry in the period. 

Mr. Héperrt. It is. 

Mr. Gavin. You wouldn’t say it was too attractive, through not 
having declared any stock dividends? 

Mr. Hésert. That is the point I am making, Mr. Gavin. 

Mr. Gavin. Yes. 

Mr. Hépert. That as areal investment. Your stock-market price 
does not justify the mark in which it shows on the board. If it does 
not justify that as an economical venture for risk capital, there must 
be another reason why it is being played on the market and the price 
bolstered, and the answer is obvious, that it is because we are in a cold 
war or on the brink of war or whatever you want to describe the 
situation. 

Mr. Gavin. Is there much trading in your stock? 

Mr. DerweiLer. That is a relative matter, of course, Mr. Congress- 
man. I believe that relative to other aircraft companies, we are on 
the low side. Our volume is not spectacularly high. 

Mr. Hésert. I don’t mean to indicate, Mr. Gavin, that I am direct- 
ing these remarks particularly to Chance Vought. 

Mr. DetwerLer. That is right. 

Mr. Hépert. I am talking about the overall picture of the trading 
in these airplane stocks, which is trading in American blood, if you will, 
gambling to make money in the hope that we will stay on the brink of 
war. Because if we fall from that brink, then your airplane contracts 
naturally drop. When they drop, the stock market gamblers lose 
their money. 

Mr. Courtney. 

Mr. Courtney. Mr. Chairman. 

We will follow the same format with you, Mr. Detweiler, that has 
been employed with the other companies, so these questions and 
answers will be related across the board, with respect to all 
companies. 

First, of general information. This is a company which had its 
inception on January 1, 1954, as you have explained in your opening 
statement, with an outstanding stock issue in numbers of 100,000 
shares, that is correct; isn’t it? 

Mr. Detweiuer. Yes, sir. 

Mr. Courtney. Of a par value of $1 a share? 

Mr. DerwsiLer. Yes, sir. 

Mr. Courtney. And you commenced business in this leased plant 
which you described in your opening statement? 
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Mr. DetweEILer. Yes, sir. 

Mr. Courtney. In the same year and at the same time you show a 
paid-in capital of $17,262,303. 

Mr. DetwelLer. Yes, sir. 

Mr. Courtney. Will you just explain the source of that sum? 

Mr. DerweiLer. Yes, sir. At the time of our separation from 
United Aircraft the transaction was made between the new company 
and United Aircraft explaining 100,000 shares of capital stock at 
$1 par value for effectively the working capital in the organization at 
that time, the $17 million, roughly representing the working capital 
in the organization at that time. 

Mr. Courtney. In other words, as a subsidiary, that was what 
your cash drawer showed at the time. 

Mr. DetweILer. Ye, sir. 

Mr. Courtney. $17,262,303 of the parent company’s money was in 
work with this company. 

Mr. DetwesILer. Yes, sir. 

Mr. Courtney. When you separated out and became a separate 
corporation that was simply transferred to paid-in capital? 

Mr. Detwetter. That is right. 

Mr. Courtney. Opposite the number of shares. 

Mr. Detweiter. That is right. 

Mr. Courtney. Of course at that time and on January 1 you had 
no surplus or retained earnings. Then at the conclusion of the fiscal 
and calendar year 1955 you had an outstanding issue in numbers of 
shares of 1,079,619 shares. Could you explain the increase in numbers 
from 100,000? 

Mr. Detweruer. Yes, sir. The corporation was chartered, I 
believe, with 2,500,000 shares of common stock. 

Mr. Courtney. Authorized. 

Mr. Detrwetter. Authorized. In making the distribution of the 
Chance Vought Co. to the stockholders of United Aircraft Co., it was 
necessary to determine a reasonable vehicle for the distribution. It 
was determined by United that a distribution of one share of Chance 
Vought Aircraft stock, pro rata, would be the basis for distribution. 
That resulted from the number of United shares to our 1,079,000. 

Mr. Courtney. Was that computation made on the basis of the 
stock value on the market or was it book value of those stocks? 

Mr. Derwetter. I am sorry, I can’t answer that. That was 
determined by United’s board of directors. I just don’t know. 

Mr. Courtney. At some point in the future, will you supply the 
answer to that question? 

Mr. Derweter. I certainly will. 

Mr. Courtney. Whether it is market value or book value? 

Mr. Derwetter. | certainly will. 

(The information follows: ) 

Answer to question asked by Mr. Courtney, ‘‘Was that computation made on 
the basis of the stock value on the market or was it book value of those stocks?” 

Chance Vought Aircraft, Inc., had issued at January 1, 1954, 100,000 shares of 
common stock of $1 par value to United Aircraft Corp. in exchange for property 
and other assets of the Chance Vought aircraft division of United Aircraft Corp. 
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The property. which Chance Vought Aircraft, Inc., acquired through the issuance 
of this stock, and the capital account at January 1, 1954, is summarized as follows: 


Net working capital $12, 500, 000 
Fixed assets, less accumulated depreciation and amortization 4, 441, 828 
Prepaid expenses and deposits__-_ _- 420, 475 


Total property acquired 


Capital account: 
Common stock of $1 par value, 100,000 shares _ - - rh Sencd 100, 000 
Capital in excess of par value : l 17, 262, 303 


Total capital account 17, 362, 303 


Under the plan of reorganization of United Aircraft Corp., the stock of Chance 
Vought Aircraft, Inc., was to be distributed pro rata to United’s stockholders. 
On May 10, 1954, the board of directors of Chance Vought Aircraft, Inc., approved 
an increase in its authorized common stock to 2,500,000 shares at $1 par value. 
At the same time, the board declared a dividend in common stock adjusting the 
100,000 shares then outstanding and in the hands of its sole stockholder, United 
Aircraft Corp., to 1,079,619 shares which was the number required to effect the 
distribution to the common-stock holders of United Aircraft Corp., of 1 share of 
the common stock of Chance Vought Aircraft, Inc., for every 3 shares of the 
common stock of United Aircraft Corp. In this connection, an amount equal to 
$1 for each share was transferred to the common-stock capital account from the 
capital in excess of par value account, which transaction is summarized as follows: 





Capitalization} Adjusted 
Jan. 1, 1954 | capitalization 


Common-stock capital account: 100,000 shares of $1 par value, 1,079,619 shares 
of $1 par value $100, 000 | $1, 079, 619 
Capital in excess of par value 17, 262, 303 16, 282, 684 


17, 362, 303 17, 362, 303 














The entire common stock of Chance Vought Aircraft, Inc., of 1,079,619 shares 
was distributed by United Aircraft Corp. on July 1, 1954, to its stockholders in 
accordance with the plan of reorganization. 

It can be seen, therefore, that the computation of the distribution of Chance 
Vought Aircraft, Inc., common stock was not related to either market value or 
book value, but instead represented a vehicle for effecting the plan of reorganiza- 
tion of United Aircraft Corp. through the “‘spinoff’’ of its subsidiary company, 
Chance Vought Aircraft, Inc. 

Mr. Courtney. At the end of the last year, 1955, you had at that 
time $17,362,303 of paid-in capital, in the paid-in capital account? 

(Mr. Detweiler nods.) 

Mr. Courrney. The source of that was what? 

Mr. DetweiLer. The source of that was our initial capital surplus. 

Mr. Courtney. That is the $17 million we have spoken of. 

Mr. DerweILer. $17 million. 

Mr. Courtney. Plus. 

Mr. Derwer1Ler. Augmented by our earned surplus retained during 
the period. 

Mr. Courtney. That is the $8,808,892. 

Mr. DerwelILer. Yes, sir. 

Mr. Courtney. Actually you do not have a separate surplus re- 
tained account. You have it in capital account, do you not? 

Mr. Dretweiter. We have a separation. We show the separation. 

Mr. Courtney. You show the separation. 

Mr. Derwetter. So the $26 million figure is their total. 
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Mr. Courtney. But the total of paid-in capital as of 1955, plus 
retained surplus, that likewise appears as a single figure in the paid-in 
capital account, of $26 million, right? 

Mr. Turney. No. That is an accumulation. 

Mr. Courtney. Well, straighten us out on that. 

Mr. Turney. The net worth is the stated value of the common 
stock of $1 per share, the paid-in capital, of $16,282,684 at retained 
earnings of some $8.8 million. They are shown in the balance sheet 
as separate items. 

Mr. Courtney. I just wanted to be clear about that. You have at 
the end of 1955 an account of retained earnings, $8,808,892. 

Mr. Turney. Yes, sir. 

Mr. Courtney. That is a separate account and has not been trans- 
ferred to the capital account. 

Mr. Derweiter. That is right. 

Mr. Courtney. For Government sales, vou only have 2 years to 
account for, and that has already been explained, in 1954 and 1955 
a percentage of 99.9 percent. 

In 1954 you show a dividend of 80 cents per share on the then 
outstanding shares of 1,079,619. 

Mr. DetweiLer. Yes, sir. 

Mr. Courtney. In 1955, a total dividend of $1.60 per share. 

Mr. DetweILer. Yes, sir. 

Mr. Courtney. In net worth, as of January 1, 1954, you show 
$17,362,303, which is the transfer of the same figure from your capital 
account. 

Mr. Detweiter. Yes. 

Mr. Courtney. And the net worth at the end of 1955, of 
$26,171,195. 

Mr. DetweILer. Yes, sir. 

Mr. Courtney. Was again as a transfer of the same figure. 

Mr. DetweILer. Yes, sir. 

Mr. Courtney. In considering Government property, the com- 
pany account against Government account, at the end of 1955 you 
show a Government property account of $38,707,924. 

R. general, of what does that consist—machinery versus physical 
plant? 

Mr. Detwetter. Mr. Turney, do you have a distribution? 


TESTIMONY OF MR. N. V. TURNEY, VICE PRESIDENT AND CON- 
TROLLER, CHANCE VOUGHT AIRCRAFT, INC. 


Mr. Turney. Yes, sir. I might say that that is the value for the 
entire property, of which we occupy approximately two-thirds, and 
we sublet approximately one-third to another contractor.! 

Mr. Courtney. Then that would not be a true figure of the amount 
that this company is actually using in its work? 

Mr. Turney. That is right, sir. 

Mr. Courtney. It would not be. 

Mr. Turney. Yes, sir; would not be. 


’1Taken from letter to Congressman Hébert from Mr. F. O. Detweiler, dated March 14, 1956: It was 
reported that at the end of 1955 the Government property account amounted to $38,707,924. It was further 
indicated that this was the value for the entire property, of which we occupy approximately two-thirds. 
It should be clarified for the record that this is the value of the property which is ee by Chance Vought 


Aircraft, Inc., and the property sublet by Chance Vought Aircraft, Inc., is not included therein. 
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This is the total Government-owned property which we lease. 

Mr. Courtney. It would be roughly two-thirds of that? 

Mr. DetrwerLer. Two-thirds. 

Mr. Turney. Approximately. 

Mr. Courtney. Of that figure, on the basis of square footage at 
least. 

Mr. Turney. Yes, sir. 

Mr. Courtney. Two-thirds of that figure is that which this 
company is using on these contracts that we will discuss this morning? 

Mr. DerweiLer. Yes, sir. 

Mr. Gavin. At that point, the other third is used by subcontractors 
working directly with you or working with the Department of the 
Navy? 

Mr. Turney. No, sir; it is Temco Aircraft Co. 

Mr. Courtney. They are a separate organization? 

Mr. Turney. Yes, sir. 

Mr. Courtney. With separate contracts; is that correct? 

Mr. Turney. Yes, sir. 

Mr. Derwerter. That is correct. 

Mr. Courtney. On the two-thirds of this $38 million property 
which you occupy, you pay a rental of $891,350; is that correct? 

Mr. ‘Turney. $891,530, I believe is the figure. 

Mr. Courtney. That, of course, is for the two-thirds of the $38 
million plant which you occupy? 

Mr. Turney. Yes, sir. 

Mr. Derwetter. Yes. 

Mr. Courtney. That rental is fixed under an agreement with the 
Navy Department? 

Mr. Derwetter. Navy Department. 

Mr. Courtnry. The Navy_Department has custody of this par- 
ticular plant? 

Mr. DerwetLer. Yes, sir. 

Mr. Courrngy. On company-owned property, over the period we 
are considering, the 2 years, vou have a capital account of $10,076,873, 
and that represents what? 

Mr. Derwerver. Chiefly machinery and equipment. 

Mr. Courtney. Chiefly machinery and equipment, and not phys- 
ical plant? 

Mr. DerweiIter. Yes, sir. 

Mr. Courtney. That, of course, would be the cost at which you 
acquired the machinery? 

Mr. Derwerter. That is right. 

Mr. Courtney. Against that you have been allowed out of earn- 
ings $4,882,364 in depreciation? 

Mr. Derwetter. Yes. 

Mr. Courtney. Over the 2-year period? 

Mr. Derwel!ter. Yes. 

Mr. Courtney. That account today, after depreciation, represents 
the sum of $5,194,509. 

Mr. Detrwerter. Mr. Courtney, I am not clear on one detail. 
You said that the $4,882,364 depreciation was allowed over 2 years. 
Is that right, Mr. Turney? 

Mr. Courtney. I would assume that. 

Mr. Turney. No, that is accumulated depreciation ever since the 
inception. 
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Mr. DetwesILer. Since the acquisition. 

Mr. Turney. Original inception date. 

Mr. Courtney. Well, let us understand. Then the $10 million 
figure which is the cost of acquisition relates to the acquisition per- 
haps even before 1954? 

Mr. Turney. Yes, sir. 

Mr. Detwel!.er. Yes, sir. 

Mr. Courtney. And the total depreciation which has been allowed 
against all of these machines down to 1955, from whatever time they 
were purchased 

Mr. Detwetcer. Correct. 

Mr. Courtney. Is $4,882,364? 

Mr. Turney. That is right. 

Mr. Gavin. That is on your own original property; is that right? 

Mr. Turney. That is right, sir. 

Mr. Courtney. So that from all sources and over X period of 
time, in addition to the 2-year period that you have actually been a 
separate unit there has been a depreciation, and the present value, 
depreciated value of your capital account in machine tools is $5,- 
194,509? 

Mr. Derweiter. Yes, sir. 

Mr. Courtney. We are clear about that. 

Mr. Derwerter. Thank you. Mr. Courtney, one word on facil- 
ities. The $38 million, the starting point there, includes approximately 
$5 million worth of improvement to the leasehold which we financed 
and converted title to the Government upon completion of the con- 
struction, by reason of the Government’s owning the site. 

Mr. Courtney. I was coming to that. That is in your prepared 
statement. 

Mr. DetweiLer. Yes, sir. 

Mr. Courtney. That $5 million plant improvement was paid out 
of your earnings? 

Mr. DetweiLer. Paid out of your capital, yes, sir. 

Mr. Courtney. Paid out of your capital. 

(Mr. Detweiler nods.) 

Mr. Courtney. And that becomes Government property? 

Mr. Derwerter. That is right. 

Mr. Courtney. In a sense that is a refund to the Government of 
that amount of money? 

Mr. Derweiter. That is right. 

Mr. Courtney. Out of the production of this company? 

Mr. DetweIter. Yes, sir. 

Mr. Courtney. During the 2-year period? 

Mr. DerwriLer. Again, from the beginning of the lease and not 
the 2-year period. 

Mr. Courtney. From the beginning of the lease, that is right. 
That is the state of the account between Government and your 
company as of the end of 1955? 

Mr. Detweiter. Yes, sir. 

Mr. Courtney. In establishing this company at Dallas, as you 
have indicated, there is another figure which you have used in your 
opening statement of $4,909,900 for the movement of equipment and 
personnel to Dallas to occupy this plant. 

(Mr. Detweiler nods.) 
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Mr. Courtney. Under the rental agreement which you have 
indicated? 

Mr. Detwetter. Right. 

Mr. Courtney. From what source were these funds paid, the 
$4,900,000? 

Mr. Derweter. I believe out of working capital. 

Mr. Courtney. Out of working capital? 

Mr. Turney. Out of earnings. 

Mr. Courtney. Out of earnings? 

Mr. Turney. Yes. 

Mr. Courtney. So from all of these expenditures which you have 
indicated, including the leasehold and improvements, to repeat here 
as a part of your testimony, $13 million had been advanced out of 
company capital and earnings toward the physical plant which you 
now occupy, according to your statement? 

(Mr. Detweiler nods.) 

Mr. Courtney. None of that is recoverable, is it? Title in the 
Government or title in you? 

Mr. Derwerer. In all cases title is in the Government. 

Mr. Courtney. Title is in the Government. That $13 million was 
paid out of your accumulated capital and earnings, to repeat? 

Mr. Detweiter. Yes. 

Mr. Courtney. This prospective $3 million wind tunnel, $3,800,000 
wind tunnel, to repeat at this point, will be paid for out of your 
earnings? 

Mr. DetweiLer. Yes, sir. 

Mr. Courtney. On these Government contracts? 

Mr. DerwetLer. Yes, sir. 

Mr. Courtney. And title will be in whom? 

Mr. DetrweiLer. In the company, in this case. 

Mr. Courtney. In this case? 

Mr. DetweiLer. Because it will not be an addition to our lease- 
hold. 

Mr. Courtney. It would be on property other than the leasehold 
property? 

Mr. Detwerter. Other than, that is right. 

Mr. Courtney. Mr. Detweiler, the general accounting practice of 
your company with respect to other than direct costs in the perform- 
ance of contract. Mr. Turney or Mr. Detweiler, whoever chooses to 
answer, that is what? How do you divide our engineering research, 
general administration, and these other accounts? 

Mr. Gavin. Mr. Chairman, may I ask one question? 

Mr. Héperr. One minute, Mr. Courtney. Mr. Gavin? 

Mr. Gavin. For the benefit of the committee, the rental on these 
plants and equipment seems to vary so very greatly. I think if the 
counsel would take the names, or put down all of the various com- 
panies, the total cost of the plant and equipment and the rental that 
each individual company is paying to the Government for that rental 
and use of that equipment. Because it seems to vary 

Mr. H&éserr. At the conclusion of the hearings, this will all be 
tabulated. 

Mr. Gavin. It would be interesting if we had even those who pre- 
ceded the gentleman here, so we—what I am getting at: They seem to 
vary so very greatly. I wonder how the departments are doing 
business, how they arrive at this. 





AIRCRAFT PRODUCTION COSTS AND PROFITS 2469 


Mr. Hésert. That, Mr. Gavin, will be given when we have the 
departments here, to discuss it with them. In other words, we are 
trying to get the story of each individual firm in the record without 
relationship to anything before or after them. 

At the conclusion of next week’s hearings, when we have heard the 
aircraft companies, Mr. Courtney and the staff will then make up a 
tabulated form showing the complete breakdown, which you will have 
in front of you, so when the department comes here they will be asked 
to explain these variations. 

Mr. Gavin. How they arrived at this. 

Mr. Héspert. How they arrived at this, and in some cases as weird 
conclusions, as to why one is treated as fish and one is treated as fowl. 

Mr. Gavin. Fine. 

Mr. Hésert. We will find all of that out when we have the 
department here. 

Mr. Courtney. 

Mr. Courtney. Just explain your accounting practice with respect 
to those allocated costs so we will be able to follow them as we go 
through your answers. p 

Mr. Turney. We have three categories of overhead: Engineering, 
manufacturing, and general administrative. Engineering overhead is 
those supporting services of an indirect nature in our engineering 
department, which are allocated of total direct engineering labor 
dollars. 

Manufacturing overhead, which are the supporting services for 
operating the plant, are distributed on the basis of the dollar amounts 
of direct fabrication labor costs. 

General overhead is distributed on the basis of the total costs which 
are accumulated agaist the various projects including engineering 
and manufacturing overhead. we, 

Mr. Courtney. I lost something along the way here. Research 
and development, company research and development appear under 
what account? 

Mr. Turney. General overhead. 

Mr. Courtney. General overhead. In your accounting practice 
and in computing your profits, you assign various portions by per- 
centage of these three accounts to the several contracts in work at 
the time? 

Mr. Turney. Yes, sir. 

Mr. Courtney. So we may orient ourselves, all of the contracts 
which you have in work are Navy contracts? 

Mr. Turney. Navy contracts, that is, these under question. 

Mr. Courtney. These in question are Navy contracts. They are 
not in question—— 

Mr. Turney. I mean in discussion, excuse me. 

Mr. Courtney. Let us take the portions of overhead of a general 
nature. Salaries in excess of $20,000, which is answered in question 
9; that would be a part of general overhead and would be distributed 
proportionately to the contract. 

Mr. Turney. Some of them would be general overhead and some 
of them would be manufacturing overhead and some would be engi- 
neering overhead. 

Mr. Covrtney. I note you have what is known as an incentive plan 
and payment here in some instances to some of the officers? 
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Mr. Turney. Yes, sir. 

Mr. Courtney. First tell us how many participate in the incentive, 
in addition to the officers whose names and salaries are indicated. 

Mr. Turney. There probably would be approximately 190 to 220 
people. 

Mr. Courtney. Varying in each year? 

Mr. DrerweILer. Yes, sir. 

Mr. Courtney. Depending upon their qualifications; is that right? 

Mr. Turney. Yes, sir. 

Mr. Courtnry. What, in round figures, is the total employment of 
your company; all classes? 

Mr. Turney. 12,200, approximately, at this point. 

Mr. Courtney. The incentive is restricted to the supervisory 
personnel? ; 

Mr. Derweiter. Senior supervisory personnel. 

Mr. Courtney. Senior supervisory personnel, in addition to 
salaries. 

Have the incentive payments been approved in any way by the 
Government; if you know? . 

Mr. Turney. We have had incentive compensation in our structure 
since 1938, I believe it is. 

Mr. Courtney. Can you tell for the record the formula which you 
use in determining the incentive? , 

Mr. Turney. The amount of incentive compensation can be 

Mr. Courtney. First how do you determine the total which will 
be used as incentive? 

Mr. Turney. That is what I was going to talk of first. It would be 
5 percent of the income before taxes. 

Mr. Courtney. Before taxes? 

Mr. Turney. Before taxes. The amount that has been determined 
heretofore has been in the neighborhood of 35 to 40 percent roughly 
of that that has been available. In other words, insead of the full 
5 percent, our incentive compensation amounts to, say, 2 or 3 percent 
of the earnings before taxes. 

Mr. Courtney. In other words, your directors have not distributed 
to the full extent of the formula 

Mr. Turney. That is right, sir. 

Mr. Courtney. Which you have determined would be company 
practice? 

Mr. Turney. That is right, sir. The compensation committee of 
the board of directors is responsible for or makes the distribution of 
the incentive compensation to the senior list, and the senior list can’t 
be less than 10 people nor can it account for more than 40 percent of 
the total pot of costs; in other words, the total fund. 

The executive committee establishes the amount to be distributed 
to the senior list, the number of which is unlimited—— 

(Mr. Detweiler aside.) 

Mr. Turney. Junior list, yes. 

Mr. Courtney. The junior list. 

Mr. Turney. The junior list. 

Mr. Courrnry. I am lost somewhere between junior and senior at 
this point. 

Mr. Turney. Let me explain. The compensation committee of the 
board of directors distributes—assigns the amounts to be distributed 
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to the senior list. The senior list must be 10 people and it can’t be 
distributed more than 40 percent of the total incentive compensation 
fund. 

The executive committee of the board—— 

Mr. Courtney. Let’s be specific about it. Let me see if we under- 
stand. You have a senior list of X number of officers. 

Mr. Turney. Yes, sir. 

Mr. Courtney. And whatever the number of the senior list of 
officers, not less than 10 must participate in an incentive distribution; 
is that right? 

Mr. Derwetter. That is right. 

Mr. Turney. Yes, sir. 

Mr. Courtney. Not less than 10? 

Mr. Drerwerter. Not less than 10. 

Mr. Courtney. Now go on from there and let’s see if we under- 
stand. 

Mr. Turney. The amount distributed to these 10 people can’t 
be less than 40 percent of the fund. 

Mr. Courrnry. And no more than 40 percent of the total fund 

Mr. Derwetter. Right. 

Mr. Turney. Right. 

Mr. Courrnry. Which is set aside; which is not more than 5 per- 
cent of the earnings before taxes- 

Mr. Turney. Yes, sir. 

Mr. Courtney. May be distributed to this 10 or more? 

Mr. DerwerLer. 10 or more. 

Mr. Turney. That is right. 

Mr. Courtney. Now about the junior department? 

Mr. Turney. The junior list is established by the executive com- 
mittee of the board and the amounts are distributed, or are assigned 
to those individuals on that junior list. 

Mr. Courtney. How is the toal amount determined from the 
percent figure? 

Mr. Turney. The total fund is assigned first, and then 60 percent 
of it goes to the junior list. 

Mr. Courtney. 60 percent junior and 40 percent senior; that is it? 

Mr. DerweILer. Yes, sir. 

Mr. Courtney. Now we have it. And that, again, has a restric- 
tion on the number that must participate? 

Mr. Turney. No, sir. 

Mr. Courtney. The junior fund. 

(Mr. Turney shakes head.) 

Mr. Courtney. In other words, it can be one to a carload? 

(Mr. Turney nods.) 

Mr. Courtney. Is the incentive determined by the individual who 
receives the incentive, either junior or senior? 

Mr. DetweritEerR. May I answer that, Mr. Courtney? 

Mr. Courtney. Yes, sir. 

Mr. Derwerter. The distribution of the incentive by the com> en- 
sation committee of the board is purposely set up so that none of the 
people making the distribution participate. 

The same thing is true in our junior list, where the executive com- 
mittee makes the distribution, and none of the people participate. 


7) 


74721—56——-75 
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Mr. Courtney. With respect to the salary account, for the years 
1954 and 1955, which are the contracts we have under consideration. 

Is the list which I have here, and from which I am going to read, 
the list of all of the officers, or does it include officers and senior 
employees? 

Mr. Derweier. It includes officers and senior employees. 

Mr. Courtney. Officers and senior employees. We would break 
off at what point, Mr. Turney, with the senior employees? 

Mr. Turney. Down through Mr. Gaffney would be the officer list. 

Mr. Courtney. Mr. Chairman, then the senior personnel list we 
won’t read, with your permission, but we will discuss only officers’ 
salaries. 

Mr. Héserr. All right. 

Mr. Courrney. For the year 1954, the period in question, Mr. 
Detweiler, the president: The salary of $45,000 and a $20,000 in- 
centive, and in 1955, a $50,000 salary and a $22,500 incentive. 

Mr. C. J. McCarthy: In 1954, a salary of $21,250, and in 1955, a 
salary of $42,500, with a $17,500 bonus. 

Mr. C. J. McCarthy is listed as chairman of the board. 

Mr. H. B. Sallada, assistant general manager, vice president, and 
executive vice president—is that the progress in 2 years? 

Mr. Detweiter. Yes, sir. 

Mr. Courtney. So at the last point he was executive—— 

Mr. Turney. Not in 2 years, no, sir. This goes back prior to 1954. 

Mr. Courtney. Very good. At the moment he is executive vice 
president? 

Mr. Derweiter. Right. 

Mr. Courtney. And for 1954, we have a salary of $30,000, with a 
$5,000 bonus, and in 1955, a salary of $35,000 with a $14,000 bonus. 

Mr. N. V. Turney, comptroller: In 1954 his salary of $25,000 with 
a $5,000 bonus, and in 1955, $27,500 salary and a $9,000 bonus. 

Mr. R. C. Blaylock: $21,674.90 salary and $3,000 incentive, and in 
1955, $27,916.60 with an $8,000 incentive. 

Mr. C. E. Burt, a vice president for production: Salary, $22,500 
with a $3,500 incentive, and for 1955, $23,958.24 with a $10,000 
incentive. 

Mr. W. P. Thayer, vice president for sales and services: A $22,000 
salary with a $3,500 bonus in 1954, and a $23,166.60 salary with an 
$8,000 bonus in 1955. 

All of these figures and the prior figures were applicable in an over- 
lapping contract, have been assigned as a part of general overhead 
and will appear in the segregation which you have made with respect 
to each of these contracts? 

Mr. Turney. Yes, sir. 

Mr. Courtney. So we may understand this accounting, there was 
transferred—I make this assumption—out of the parent company all 
the contracts in work? 

Mr. Turney. Yes, sir. 

Mr. Courtney. With the costs applicable to them? 

Mr. Turney. That is right. 

Mr. Courtney. And you begin, then, what is in effect a fresh 
accounting period as of January 1954, is that right? 

Mr. Turney. Insofar as the costs are concerned, they were brought 
forwards 
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Mr. Courtney. Brought forward. 

Mr. Turney. Yes. 

Mr. Courtney. Out of parent company account? 

Mr. Derweriter. That is right. 

Mr. Courtney. And assumed by this company. 

Mr. Turney. That is right. 

Mr. Courtney. In contributions which are a part of general 
overhead in the period in question, in 1954 we have the following 
contributions and dues: Texas Manufacturers Association, $1,000; 
Dallas Chamber of Commerce, $4,000; The Aircraft Industries 
Association, $16,631.29; Manufacturers Aircraft Association, $1,000; 
National Association of Manufacturers, $1,155; Grand Prairie 
Chamber of Commerce, $1,200; Texas Institute of Aeronautical 
Engineers, $2,500. 

For 1955 through September 30, 1955, which was the last point 
of accounting of 

Mr. Turney. That was the last point of accounting before the 
submission of this data. 

Mr. Courtney. You have a contribution and dues to the Dallas 
Chamber of Commerce of $3,000; Aircraft Industries Association, 
$8,804.62; Grand Prairie Chamber of Commerce, $1,200; and 
United States Chamber of Commerce, $1,000. 

Now of a general nature, the contracts that we are about to discuss 
are all incentive target price contracts, are they not? 

Mr. Turney. Yes, sir. 

Mr. Courtney. Do you have a different breakage in respect of 
any of them on the incentive, or is it all 

Mr. Turney. No; they are all different. 

Mr. Courtney. All different? 

Mr. Turney. Yes, sir. 

Mr. Courtney. Will you explain the range? What is the lowest 
and what is the highest? 

Mr. Turney. The lowest profit is 3.82 percent. 

Mr. Courtney. No; I am speaking about the incentive distribu- 
tion—80-20 or 75 

Mr. Turney. Lowest is 90-10. 

Mr. Courtney. The lowest is 90-10, and the highest is 

Mr. Turney. 70-30. 

Mr. Courtney. 70-30. Those are all answered in respect of each 
contract? 

Mr. Turney. No, sir; it is not shown in here. 

Mr. Courtney. Isn’t it shown in the separate contracts? 

Mr. Turney. I don’t believe that that question was asked. 

Mr. Courtney. We will come to that in the question of profit. 

Of a general nature, again, as a part of overhead, question 31 has 
to do with retired personnel of the Military Establishment. 

For the year 1954 you have H. B. Sallada, who is a vice president: 
Incentive of $5,000 and salary of $30,000 charged in that year. 

Let me ask you: Is incentive charged directly to the contractsfin 
question? 

Mr. Turney. It is charged to overhead. 

Mr. Courtney. Charged to overhead and distributed. 

Mr. Turney. And allocated; yes, sir. 
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Mr. Courtney. There would be no distinction between salary and 
incentive so far as being a part of overhead and so far as distribution 
is concerned? 

Mr. Turney. That is correct. 

Mr. Courtney. I notice he is executive vice president. What are 
his duties? 

Mr. Derwerter. Admiral Sallada is executive vice president, with 
the responsibility for operations, including the engineering design, 
production, the flight test, and performance of our contracts. 

Mr. Gavin. What was his background? 

Mr. DerweiLer. He went through the Naval Academy a long 
time ago. He retired from the Navy with the rank of admiral in 
1949, I believe it was in October of 1949, following which he was 
inactive for a period. Then he served for a year, I believe, with 
another aircraft company. He joined us in August of 1952 as assist- 
ant to the general manager. 

He has taken on increasing responsibility in our management 
organization, up to his present job of executive vice president. 

Mr. Courtney. What relationship does he have to the Depart- 
ment of Defense so far as the sale of your aircraft is concerned with 
that Department? 

Mr. Derweiver. He has none. The sales function doesn’t report 
to him at all. 

Mr. Courtney. You would say that so far as the operations are 
concerned, he is a technician, rather than a salesman? 

Mr. DerweiLer. I would say an executive. He coordinates the 
whole operations end of the thing. 

Mr. Courtney. In addition to the salaries which I read, Mr. 
Sallada is also a member of the board of directors, as an official of the 
company? 

Mr. DerweI.er. Yes, sir. 

Mr. Courtney. With director’s fees of $970? 

Mr. Derweruer. Yes, sir. 

Mr. Courtney. Now, Mr. D. N. Logan, with a salary of $11,000. 
What does he do for the company? 

Mr. Derwerver. He is an administrative assistant to Admiral 
Sallada. He has supervision of our office services in the main—the 
office communications, the various office services, and facilities and 
general office services. 

In addition, he is administrative assistant to Admiral Sallada. 
He performs special assignments. 

Mr. Héserr. What is his background? 

Mr. Courtney. Do any of those special assignments involve 
contact with the Department of Defense? 

Mr. Derweiter. Yes, they do. I think they are all limited to 
facilities matters, in administration of our lease with the Navy. 

Mr. Hésert. What is his background? 

Mr. DerweiILer. I am not too familiar with it. He retired from 
the Navy with the rank of captain in, I believe, the year 1954. He 
was a naval flier, going through the flying school at Pensacola. His 
last duty was in the Bureau of Aeronautics. 

Mr. Courtney. The other listing is J. D. P. Hodapp, with a salary 
in 1954 of $6,476.62 and an incentive of $450, distributed over these 
contracts. What are Mr. Hodapp’s duties and from what part of 
the Military Establishment is he taken in? 
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Mr. Derweiter. Mr. Courtney, for the record, Mr. Hodapp re- 
tired from our employment, I think, in 1954. He retired from the 
Navy with the rank of lieutenant commander in the year 1937. He 
was a supply officer in the Navy service. 

Mr. Courtney. He is no longer employed in 1955? 

Mr. Derweiter. That is right. 

Mr. Courtney. As appears from your records here. 

Mr. Derweiter. That is right. 

Mr. Courtngy. Mr. Sallada and Mr. Logan are then the two 
employees? 

Mr. DerwerLer. Yes, sir. 

Mr. Courtney. Officers of the company? 

Mr. Derweiter. Yes, sir. 

Mr. Courtney. Who have carried through 1955. 

Mr. DerweiLer. Yes, sir. 

Mr. Courtrngey. With the same duties that you have described? 

Mr. Derweiter. Yes, sir. 

Mr. Courtney. And the salaries apportioned in this accounting 
to the date that you answered the questionnaire which is September 
30, 1955? 

Mr. Derweiter. Yes, sir. 

Mr. Courtney. In those 2 years we have a total salary for these 
employees and officers of the company in 1954, of $46,896.62, and in 
1955, to the point of accounting in the Department, the first 9 months, 
$50,866.54, which is distributed as a part of general administration 
over the various contracts? 

Mr. Turney. That is right, sir. 

Mr. Courtney. We have been taking a single contract here, pre- 
ferably a contract where the prices have been reasonably firm, to get 
your distribution of costs. 

Mr. Hfépert. Mr. Courtney, have you finished the general state- 
ment? 

Mr. Courtney. Yes. I have just one further general question. 

Have you computed the percentage of profit to gross sales, in the 2 
years in question? 

Mr. Turney. Profit to gross sales in 1954 amounted to 

Mr. Courtney. Before and after taxes, if you have the figure. 

Mr. Turney. After taxes, it was 4.4 percent. Before taxes, it was 
9.3 percent. 

Mr. Courtney. And in 1955. 

Mr. Turney. In 1955 it—we haven’t released those figures yet, 
but I think it is going to be in the nature of 3.2 percent after taxes. 

Mr. Courrnry. After taxes? 

Mr. Turney. Yes, sir. 

Mr. Fogo. Before taxes. 

Mr. Turney. I think that would be in the neighborhood of 6 
percent. 

Mr. Héserr. It is 6 percent before taxes? 

Mr. Turney. Yes, sir. 

Mr. Courtney. Those figures you say have not been released——— 

Mr. Turney. 3.2 for after taxes and about 7 percent before taxes. 

Mr. Courtney. Those figures are subject to some revision? 

Mr. Turney. Perhaps so. 

Mr. Courtney. As you go through. 
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Mr. Turney. We have not gotten our auditor’s final statement. 

Mr. Courtney. None of these figures under discussion have any- 
thing to do with renegotiation by the Renegotiation Board? 

Mr. Turney. No, sir. 

Mr. Courtney. And do not take into account any such operation? 

Mr. Turney. No, sir. 

Mr. Courtney. Again, of a general nature, do you have a separate 
account for refunds due the Government, in your opinion, in the 
performance of these contracts under the incentive plan? 

Mr. Turney. We accrue the estimated refund, or in the case of 
savings or in the case of those that might be over target, we have an 
accrual for additional costs. 

Mr. Courtney. Do you accrue it in a separate account? 

Mr. Turney. In our balance-sheet account; yes, sir. 

Mr. Courtney. We will find those figures in the various balance 
sheets? 

Mr. Turney. No, sir; you won’t find—we combine them in our 
balance sheet, in our accouuts receivable. 

Mr. Courtney. Under accounts receivable? 

Mr. Turney. Yes, sir. 

Mr. Courtney. How are payments made or are payments made in 
your company practice between yourself and the Government under 
those circumstances where you have accrued moneys which in your 
opinion and without final determination are nevertheless refundable 
to the Government? 

Mr. Turney. When the final price redetermination is finalized, 
the amount of the refund is then credited to the Navy or through a 
credit memorandum or a check is issued, whichever way is requested. 

Mr. Courtney. Let us take the period 1954, to be specific, so we 
may understand your operation. If you had accrued, in your opinion, 
certain refunds to the Navy Department under your incentive, at the 
end of the year or at what point would you notify the Navy and accept 
instructions as to whether or not credit would be given against progress 
payments or refunds in cash? 

Mr. Turney. At the price redetermination point. 

Mr. Courtney. At the price redetermination point? 

Mr. Turney. Yes, sir. 

Mr. Courtney. In general, how long a period would you say that 
was, during which you retain these refund items? 

Mr. Turney. There is one exception to that. If there is any reason 
that we believe that the final billing price or that the Navy believes 
the final billing price will be substantially different than the contract 
billing price, a revised price for billing purposes is negotiated as the 
differences become indicated. 

If the differences are minor, the price redetermination usually takes 
place near the conclusion of the contract. 

Mr. Courtney. Let us take a contract here which is representative 
for the period—— 

Mr. Hésert. Mr. Courtney, before you get into contracts, let’s 
ask questions. 

Mr. Courtnry. Very good. 

Mr. Hépert. There is one question that I want to ask in connec- 
tion with your rental of your space there. You have 3,500,000 square 
feet, and you occupy approximately 2,345,000. And then you rent 
approximately 1,180,000, I think you said, to Temco. 
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Mr. DeTwEILeER. Yes, sir. 

Mr. Hésertr. What do you do with the money which you receive 
in rent from Temco? 

Mr. DetweiterR. We simply collect it for the account of the Gov- 
ernment and transfer it to the Government.’ 

Mr. Hésert. In reality, the Government is subleasing that section 
and not 

Mr. Detwerter. Actually, administratively we sublease it under, 
of course, our prime lease and conduct the transactions for the Gov- 
ernment’s account. 

Mr. Hésert. You do not receive the money? I mean you transfer 
it. I mean you do not retain the money. 

Mr. DetweiLer. We don’t retain it; no sir. 

Mr. Hépert. The money goes to the Government? 

Mr. DetwetLer. Yes, sir. 

Mr. Hépert. Any questions, Mr. Gavin? 

Mr. Gavin. Yes. On this Dallas plant, what sort of an operation 
was that, a Navy operation? 

Mr. Derwriter. Initially, Mr. Congressman, it was an Army Air 
Corps operation, I believe erected in 1940, for the North American Co., 
for the production of trainers, fighters, and bombers. After World 
War II it ended up under Navy cognizance as an industrial reserve 
plant for the Navy Department. 

Mr. Gavin. It ended up what? 

Mr. DetweILer. Under Navy cognizance as an industrial—— 

Mr. Gavin. How did the Navy get a hold of it if it was originally 
an Army installation? 

Mr. Detweruer. I am sorry, sir, I can’t answer that. 

Mr. Gavin. Can you give us any further information about why it 
was discontinued by North American? 

Mr. DretweILer. It was a wartime production plant, pretty far 
away from North American’s headquarters in California, and it was 
simply not required after the war. 

Mr. Gavin. Why do you think they have to put a plant down there 
in the first place? 

Mr. Detwetter. I think additional production 

Mr. Gavin. They were away from the raw materials. It was an 
agricultural country. There was no skilled labor there. Why do you 
think they put a plant down there? 

Mr. Detwerer. I think to use the labor supply that was there. 

Mr. Gavin. There wasn’t any skilled labor supply to begin with. 
They were not in a highly industrialized area, as I just got through 
saving, it being an agricultural area. 

Mr. DerwerLer. You are quite correct. 

Mr. Gavin. Where are they going to get the skilled mechanics? 
I just wondered why the Department of the Army got down there in 
the first place? 

Mr. Detwerter. Generally speaking the requirements for produc- 
tion were such during the war that we had to train a great many un- 
skilled people and that was common practice during the war, to 
? From letter to Chairman Hébert from Mr. F. O. Detweiler, dated March 14, 1956: Clarification should 
be made of the matter of disposition of the money which Chance Vought Aircraft, Inc., collects for the sub- 
let premises of the Naval Industrial Reserve Aircraft plant at Dallas. This money is held in a special 
fund as provided in the terms of the lease from which Navy approved expenditures for maintenance, pro- 


tection, and repair of the subleased premises are disbursed. The balance is payable to the Treasurer of the 
United States by Chance Vought Aircraft, Inc., as directed by the Navy. 
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organize plants that were based upon the training of available people. 
That was the case here. 

Mr. Gavin. If you were going to build a plant at that time, do you 
think you would have gone down to Dallas? 

Mr. Derweiter. It is hard to say. We did go to Kansas City, in 
my experience. 

Mr. Gavin. Kansas City was a bit of an improvement over Dallas, 
I would say. 

Mr. DerwetLer. You are talking to a Texan, Mr. Congressman. 

Mr. Gavin. Watch the eyes of Texas. 

Mr. Hésert. You don’t mean to tell me that Texas had a pool of 
untrained people. I thought everybody in Texas was trained. 

Mr. Detwerter. They are now. 

Mr. Gavin. May I ask the gentleman the total amount of your 
contracts that have been up for renegotiation? 

Mr. Turney. We have not had any renegotiation of any of our 
business since our inception as a separate company. In other words, 
for 1954 and 1955. 

Mr. Gavin. What is the total amount that remains to be nego- 
tiated? 

Mr. Turney. The sales for 1954 were approximately $149 million 
and the sales for 1955 will be close to that. 

Mr. Gaviy. How much? $149 million? 

Mr. Turney. About $145, $146 million. 

Mr. Gavin. On your progress payments, what does the Government 
advance to you on progress payments, on contracts, after you have 
reached the determined price and the target. What moneys does the 
Government advance to you to continue work on that contract? 

Mr. Turney. We get progress payments of 75 percent of costs 
incurred as they are incurred. 

Mr. Gavry. On unfinished products? 

Mr. Turney. On work in process. 

Mr. Gavin. Shipped and finished or unfinished? 

Mr. Turney. Yes, sir. 

Mr. Gavin. 75 percent. You haven’t been negotiating on any 
of your contracts since 1954; is that right? 

Mr. Turney. Are you talking about renegotiation? 

Mr. Gavin. Renegotiation, yes. 

Mr. Turney. We have had no renegotiation of our 1954 sales. 

Mr. Gavin. Are you in position to renegotiate on any of your 
first contracts to 1954? 

Mr. Turney. We have submitted our renegotiation report; yes, sir. 

Mr. Gavin. In other words, on your early contracts you would be 
ready to renegotiate and make a satisfactory settlement with the 
Government right now, on some of your earlier contracts, I presume. 

Mr. Turney. I believe renegotiation goes by calendar-year basis; 
doesn’t it? 

Mr. Gavin. I am not certain. 

Mr. Turney. Yes, sir. 

Mr. Gavin. Iam trying to find out how it does go. 

Mr. Turney. Yes,sir. Weare prepared to do that. 

Mr. Hésert. Mr. Cunningham? 

Mr. CunninGuam. Mr. Chairman, first I want to apologize for being 


late, but Mr. Vinson asked that I be at the full committee a while this 
morning. 
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Mr. Héserrt. It is all right. 

Mr. CunninGHam. I am concerned about the second paragraph 
of your statement. Because I was late, maybe I shouldn’t be con- 
cerned. I notice that in 1929 all of the stock of Chance Vought was 
acquired by the United Aircraft & Transport Corp. 

Is it not true that on that acquisition at that time Chance Vought 
became owned lock, stock, and barrel, by United? 

Mr. DerweIr.er. It is true; yes, sir. 

Mr. CunnincHam. Then the Chance Vought continued as a sub- 
sidiary or division of United from then until January 1, 1954. What 
happened on January 1, 1954? 

Mr. Dertweiter. On that date, Mr. Congressman, the United 
Aircraft Corp. and the brandnew Chance Vought Aircraft, Inc., 
made a business transaction which was summarized by the transfer 
of 100,000 shares of common stock from the new corporation to 
United Aircraft. 

Mr. CunninGHAM. May I interrupt you? 

Mr. DerwelIter. Yes, sir. 

Mr. CunnincHam. The next clause of this sentence: 


And on July 1, 1954, all of the common shares of stock of the corporation 
vou mean the Chance Vought Corp.? 

Mr. Derwerter. The Chance Vought Corp., yes, sir. 

Mr. CunNINGHAM (reading): 


were distributed to the holders of United’s common stock. 

Mr. DerweiLer. Yes, sir. 

Mr. CunnincHam. Were they distributed by Chance Vought or 
by United? 

Mr. DetwerLer. By United Aircraft as—— 

Mr. CunninGuHam. In other words, up to that point United held 
those shares of stock in its own treasury? 

Mr. DerweiLer. Yes, sir. 

Mr. CunnincHam. They made a stock distribution, then, to the 
stockholders of United? 

Mr. DetweILer. Yes, sir. 

Mr. CunnincHam. At that point the original Chance Vought 
Corp. had no stock again? 

Mr. Derweruer. That is right. 

Mr. Cunnincuam. It was owned, then, lock, stock, and barrel by 
the stockholders of United instead of by United itself? 

Mr. DerwerLer. Exactly, ves, sir. 

Mr. CUNNINGHAM. There was a connection from then on between 
United through its stockholders and Chance Vought, because the 
stockholders who owned United also owned Chance Vought? 

Mr. Derweiter. They simply were stockholders of two corpora- 
tions, yes, sir. 

Mr. CunnrncHam. When you say here there was no legal or 
corporate connection between United Aircraft Corp. and Chance 
Vought from that time on, you really are mistaken, aren’t you? 

Mr. Detweiter. I don’t believe so, sir. 

Mr. CunninGHAM. Why not? Because the stockholders were the 
same people of both companies and they owned all the stock? 

Mr. Detwerter. That is certainly true with respect to the stock- 
holders. 
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Mr. CunninGHAM. That is a play on words. That is not my real 
question. 


Mr. Derweiter. All right. 

Mr. CunnincHAM. You say something about a new company. 
When did that 100,000 shares of stock originate? Where did you get 
that? Does that belong to Chance Vought today or its stockholders? 
Are they different people? 

Mr. Derweiter. It belongs to the stockholders of Chance Vought, 
yes, sir. 

j Mr. CunninGHAM. Did you reorganize or how did you get it? You 
sold all your stock and it belonged to the stockholders of United, on 
July 1, 1954. Where did this come from? 

Mr. DetrweiLer. It came, of course, from the incorporation, in, I 
believe, December of 1953 

Mr. Cunnincuam. Did you reincorporate or reorganize? 

Mr. Derweiter. A brandnew corporation was set up, yes, sir. 

Mr. CunninGuam. And issued new stock? 

Mr. Derweiter. And issued new stock, yes. 

Mr. CunnincHaM. Then the company we are dealing with today 
had its origin in 1954, and not away back in 1917? 

Mr. Derweiter. Exactly with respect to the corporation. 

Mr. CunnincHaM. This is a brandnew company, but it happens to 
have the same name as another company? 

Mr. Detrweiter. That is right. 

Mr. CunnincGHaM. That name was carried on simply for goodwill 
purposes. 

Mr. Detweiter. The same organization, the same engineers, and 
the same operating people. 

Mr. CunninGcHAM. When you reincorporated, did you cancel your 
old charter and file new articles of incorporation, and under what State 
did you incorporate in 1953 or 1954? 

Mr. DerweiLer. When we incorporated, Mr. Congressman, it was 
in the State of Delaware, and we had no previous incorporation. So 
it was the formation of a new corporation. 

Mr. CunninGHAM. You had a previous corporation prior to selling 
out to United Corp., because you transferred all your stock to them. 
That had to be a corporation. 

Mr. Derweiter. That was the original transaction at the time of 
the inception of the corporation. In other words, we started, you 
know, as a division of United Aircraft. 

Mr. CunninGHaM. Yes; but eventually you sold everything—all 
your stock? 

Mr. Derweiter. Yes, sir. 

Mr. CunninGHamM. You had a corporation or you wouldn’t have 
had stock. 

Mr. Detweiter. That is right; yes, sir. 

Mr. CuNnNINGHAM. What happened to that corporation? Did 
United take over the charter? Did you dissolve the charter? Did 
you turn it in to the corporation counsel or securities commission of 
the State of Delaware? What happened to it? 

Mr. DerweiLer. That charter is still in existence and that is the 
charter under which we are doing business today. 

Mr. CunnincHaM. Then with the approval of the SEC, you issued 
a new amount of stock? 
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Mr. DetweILer. Yes, sir. 

Mr. CunninGuHaM. It is wholly apart and separate from the stock 
that went to the stockholders of United; is that correct? 

Mr. Derweiter. I think I had better say this, that the initial 
transaction was 100,000 shares of stock. 

Mr. CunnrinaHaM. When was that date? Was that in 1954 or 
1953? 

Mr. Detweiter. The stock was transferred on January 1, 1954, 
to United Aircraft Corp. Following that transaction, the stockholders 
of Chance Vought Aircraft authorized the issuance of an additional 
907 

Mr. CunninGHAM. Let’s get back to your paragraph. Maybe we 
are wrong again. You say here: 

All of the outstanding stock of the Chance Vought Corp. was acquired in 1929 
by United. 

Now you say it was transferred to United in 1954, January 1. Did 
they pay for it and not accept delivery for 25 years? 

Mr. Derweiter. I understand our confusion. The 1929 corpo- 
ration is dissolved. 

Mr. CunninaHam. When was it dissolved? 

Mr. Detrwetrter. I am sorry to say I don’t know. 

Mr. Cunninauam. Was it dissolved prior to January 1, 1954? 

Mr. DerwerLer. Long before; yes, sir. I would say the year 1929. 

Mr. CuNNINGHAM. How did you operate? Just as a division, 
unincorporated? 

Mr. Derwerter. As a division. 

Mr. Cunnincuam. Until that time. 

Mr. DetwerLer. Unincorporated as a division. 

Mr. Cunnrncuam. When you incorporated in 1953 or January 1, 
1954, who were the incorporators of this new company that we are 
dealing with today? I don’t see any relationship with it going back 
to 1917. This is all new, in 1954. 

Mr. DretweiLer. Corporatewise you are absolutely correct, sir. 

Mr. CunnineHam. Who were the incorporators of the new company 
as compared with the old company? Are they the same ones? 

Mr. Detwerter. No, the individuals of course changed. The in- 
corporators were personnel of United Aircraft Corp. at the time, in 
1954. 

Mr. CunnincHaM. Then the present owners, or the present Chance 
Vought incorporators are also financially interested in United today? 
There is an interlocking there? 

Mr. Detwerter. I am not sure of that, because in the 2 years, 





roughly, the ownership of Chance Vought stock has gone either way, 
as has United’s ownership, and we don’t know——— 

Mr. CunninGHamM. Do you have with you the attorney who handled 
the incorporating? 

Mr. DetwetLer. No, sir, I am sorry, we don’t. 

Mr. CunninGHAM. Well, maybe I can bring it out this way. On 
January 1, 1954, you had just 100,000 shares of stock? 

Mr. Detweliter. Yes, sir. 

Mr. CunntncHaM. Were they issued by approval of the Securities 
and Exchange Commission? 

Mr. Detwerter. I am sorry, I don’t know. 
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Mr. CunnrncHam. Were they handled through an investment 
banker? 

Mr. Detweiter. No, they were not. 

Mr. Cunnincuam. How were they sold to the public, or were they 
sold to the public? Were they taken by individual incorporators? 

Mr. DetwertLer. At that time they were not sold to the public. 
They were simply transferred to United Aircraft Corp. 

Mr. Cunnincuam. In doing that, there had to be an appraisal of 
some assets of Chance Vought? 

Mr. DerwerLer. Yes, sir. 

Mr. CunnrnGuam. So there would be a legal approval, that the 
stock was not watered, that there was a real value. What was that 
appraisal, do you have that? 

Mr. DetweILer. | am sure the transaction was approved by the 
SEC and Internal Revenue Department. Other than that, I can’t 
give you a specific answer. 

Mr. CunninGuHam. Is that 100,000 shares original issue still owned 
by the original incorporators and officers of the company, that 100,000? 

Mr. Derweiter. No, sir. 

Mr. CunNINGHAM. What happened to it? 

Mr. Derweiver. It was augmented by 979,000 additional shares. 

Mr. CunninGHAM. What happened to the original 100,000? 

Mr. Derweiter. The original 100,000 was part of the distribution 
to the holders of United’s common stock. 

Mr. CunniInGHAM. Wait a minute. That was the old company 
that go‘ all of that? 

Mr. Detrwerter. Oh, my, I am sorry 

Mr. Cunnincuam. I am talking about another issue. Have the 
stockholders of United gotten any of the stock of this new company 
that is now in existence? Certainly not, according to your statement. 

Mr. Derwerter. I think we are talking about the new corporation, 
and the stockholders of United initially received all of the stock of 
Chance Vought, including—— 

Mr. CunninGcHam. Of the original Chance Vought? 

Mr. Derweiter. No, sir, of the new Chance Vought. 

Mr. Cunnincuam. All of the stock that was purchased they ac- 
quired when they took all of the stock of Chance Vought in 1929, and 
it was originally distributed to the stockholders of United? 

Mr. Derweiter. No, sir. That stock was retired when the cor- 
poration was dissolved, about 1929. 

Mr. CunninaHam. Then the second paragraph of your statement 
is confusing. 

Mr. Derwetter. I think you are probably right. 

Mr. Cunnincuam. I think you threw me off there. Let me read 
you what you say: 

All of the outstanding stock of the Chance Vought Corp. was acquired in 1929 
by the United Aircraft & Transport Corp., later to become United Aircraft Corp. 
Chance Vought operated as a division of United Aircraft Corp. until January 1, 
1954, and on January 1, 1954, all of the common shares of stock of the corporation— 
Does that mean the Chance Vought Corp.? 

Mr. DerweiILer. That means the new Chance Vought Corp. 

Mr. Cunnrncuam. Where are the shares of stock of the old Chance 
Vought Corp.? 
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Mr. DerwetLer. They were retired following 1929, with the dissolu- 
tion of the Chance Vought Corp. 

Mr. Cunnincuam. Were they retired by the United Corp.? 
then owned them. What did they do with them? 
them up, surrender them, cancel them? 

Mr. Derweitter. | can’t answer that; I am sorry. 

Mr. CunntnGHAm. You see, Chance Vought didn’t own them from 
1929 to 1954. 

Mr. Derwercer. That is right. 

Mr. CunnincGHam. Let’s get back to my original question. On 
January 1, 1954, a new legal entity, artificial person, a corporation? 

Mr. DeTweiLer. Yes, sir. 

Mr. CuNNINGHAM. Came into being and its name is also Chance 
Vought, but with a new stock issue and a new charter? 

(Mr. Detweiler nods.) 

Mr. CunNINGHAM. Chartered under Delaware. The first issue of 
stock was 100,000 shares and that went to the original incorporators 
of this new company, is that correct? 

Mr. Derweiter. They went to United Aircraft Corp. 

Mr. Cunnincuam. United Aircraft Corp.? 

Mr. DetweiLer. Yes, sir. 

Mr. CunNINGHAM. Now we are back again. 
Corp. the incorporator of the present company? 

Mr. DerweiLer. Yes, sir. It incorporated one of its operating 
divisions. That is exactly what happened. 

Mr. CuNNINGHAM. It was one of its operating divisions? 

Mr. DerweiLer. Yes, sir. 

Mr. CunninGuam. For a period of 25 years. Then a new company 
came into existence. Who were those incorporators ? Were they all 
the directors of United? 

Mr. Derwerier. I am not sure whether they are directors or not, 
but they were 

Mr. CuNNINGHAM. Are they today? 

Mr. Derweruer. I presume they are, although I don’t know. 

Mr. Cunnincuam. In other words, is there some interlocking be- 
tween United today and the present Chance Vought? 

Mr. Derweicer. | am quite sure there isn’t. 

Mr. CunNINGHAM. You are sure there isn’t? 

Mr. DetweiLer. Yes, sir. 

Mr. CunNINGHAM. Yet you are not sure whether or not some of 
the directors of United are not directors of Chance Vought? 

Mr. DerrweriLer. I am certainly sure of that. None of 
directors—— 

Mr. CunninGHAM. | mean an interlocking directorate. 
what I am getting at. 

Mr. DetweiLer. None of the directors of United Aircraft Corp. are 
directors of Chance Vought, Inc. 

Mr. Cunnrncuam. They are not? 

Mr. DrerweiLer. No, sir. 

Mr. CunninGHaAM. Are any of the directors of United stockholders 
of the present Chance Vought? 

Mr. Detwetter. I am sorry, I didn’t get your question. 


Mr. CunnrnGuam. I hope I am not taking too much time, Mr. 
Chairman. 


It 
Did they give 


Is the United Aircraft 


the 


That is 
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F Mr. Hésert. You are not. But I am wondering—obviously I 
would say, Mr. Cunningham, you don’t know who owns the stock. 
The stock is on the market. 

Mr. Cunnincuam. No, but there were 100,000 shares originally 
went to officers and directors of United according to the witness’ 
testimony. Where did that stock go today? Do they still have it? 
You have a record who still owns it? 

Mr. DetweiLer. Those shares did not go to the officers or personnel 
of United Aircraft. They went to United Aircraft Corp. as a legal 
entity. 

Mr. Cunnincuam. Let me put it this way. Who incorporated 
the present Chance Vought? Somebody’s name appeared on the 
articles when they were filed in Delaware. I happened to have been 
a little bit of a corporation lawyer. I know that has to happen, you 
understand. 

Mr. Derweter. Yes, sir. Individuals named by United Aircraft 
Corp. 

Mr. Cunnincuam. Then following that, you enlarged the—you 
probably had the right to do it under your original articles. You just 
issued more stock? 

Mr. DetweI!Ler. Yes, sir. 

Mr. CunnincHAM. From January 1, 1954, to the end of 1955, the 
capitalization of your company that went out to the people, to the 
public, went from 100,000 shares to 1,079,619 shares; is that correct? 

Mr. Derwerter. That is right. 

Mr. Cunnincuam. That stock is now held everywhere; is that right? 

Mr. Derweter. That is right. 

Mr. CunnincHamM. Where is the stock listed? 

Mr. DetwerLer. New York Stock Exchange. 

Mr. CunninGHAM. It is traded actively on the exchange? 

Mr. DetweliLer. Yes, sir. 

Mr. CuNnNINGHAM. You don’t know who all the stockholders are 
today? 

Mr. DetwerLer. That is right. 

Mr. CunninGHAM. When this additional stock, of almost 1 million 
shares in a period of 2 years’ time was sold, that was through some 
broker that handled it on a commission basis and that money went 
into the treasury of the new Chance Vought Co.; is that correct? 

Mr. Detwetter. No, sir. The stock that was issued was not 
traded. It was not sold. It was distributed to the owners of the 
United Aircraft stock, on pro rata, share for share basis. 

Mr. CunnineHam. What did they pay for it? 

Mr. DetweiLer. They paid nothing for it. 

Mr. CunninGcHAM. On what basis, then, was it given to them? 
Was the stock split up 10 for 1? 

Mr. Derwe!Ler. One share of Chance Vought for three shares of 
United Aircraft Corp. 

Mr. CunninGcHAM. One share of Chance Vought for three? 

Mr. DetrweILer. Yes, sir. 

Mr. CunNINGHAM. Then you increased the number of shares of 
stock so you could do that? 

Mr. DerwetLer. Exactly. 

Mr. CunnincHam. And that is how you get 

Mr. Derwe!LerR. That is where the number came from; yes, sir. 
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Mr. Cunnineuam. I guess that is all, Mr. Chairman. 

Mr. Hésert. Mr. Courtney. 

Mr. Courtney. Let us take just one of these contracts for a 
demonstration project. JI happen to have the contract for 212 F7U-3 
airplanes, contract NOa(s)51643, which was initiated in 1951 and is 
still incomplete. (See p. 2489.) 

Mr. Detwetter. That is right, sir. 

Mr. Courtney. You are still making deliveries on it. 

That is a fixed-price incentive-type contract? 

Mr. TurNeEy. Yes, sir. 

Mr. Courtney. So we may understand your accounting practice, 
has the target price been determined on these planes? 

+ Mr. Turney. Yes, sir. On November 26, 1954, amendment 11 to 
the contract. 

Mr. Courtney. Of 1954. That target price is what, per unit? 
Do you have it in unit costs or total? 

Mr. Turney. The unit selling price is $618,450. 

Mr. Courtney. That is what type of plane, by name, if it has 
a popular name? 

Mr. Turney. The Cutlass. 

Mr. Courtnry. With respect to the distribution of incentive on 
this target price, what is the breakage on this contract? 

Mr. Turney. 15-85 percent. 

Mr. Courtney. 85-15. 

Mr. Turney. Yes. 

Mr. Courtney. Have you determined as of this moment, according 
to your information, the profit per plane, per unit, on this contract? 

Mr. Turney. On the target it was $42,464 per unit. 

Mr. Courtney. And in percentage that is what? 

Mr. Turney. Approximately 7 percent. 

Mr. Courtney. Do you recall what the negotiated percentage 
was at the time the contract was formed? 

Mr. Turney. Eight and a half. 

Mr. Courtney. ight and a half percent? 

Mr. Turney. Yes, sir. 

Mr. Courtney. So the actual experience in the performance of this 
contract up to the determination point 3 years later, in November 
1954, resulted in diminishing of the original negotiated profit from 
8% to 7 percent at the present time? 

Mr. Turney. Yes, sir. 

Mr. Courtney. With respect to the distribution of incentive, does 
the 7 percent take into account the 85-15 split? 

Mr. Turney. Yes, sir. 

Mr. Courtney. The total of both original negotiated profit plus 
incentive is 7 percent? 

Mr. Turney. Yes, sir. 

Mr. Courtney. This is a contract which was assumed out of the 
old corporation? 

Mr. Turney. Yes, sir. 

Mr. Courtney. Or out of the United Aircraft Corp? 

Mr. Turney. That is right, sir. 

Mr. Courtney. And earried forward from 1954, in January” 

Mr. Turney. That is right. 
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Mr. Courtney. With respect to the distribution of costs, under 
question 11 you have selling expenses listed. Of the company’s total 
for this item, you have 37.31 percent. 

The question would be whether or not that covers the 4 years of the 
contract or just the years in question. 

Mr. Turney. It covers the entire period of the contract. 

Mr. Courtney. Up to September 30, 1955? 

Mr. Turney. Yes, sir. 

Mr. Courtney. When you submitted your answer. 

Mr. Turney. Up to September 30, 1955. 

Mr. Courtney. You have a separate item here for salaries. Does 
that include salaries of officers or salaries directly attributable to the 
work on the contract? 

Mr. Turney. It is salaries of the personnel that are in the selling 
and service organization. One of them is now an officer and vice 
president in charge of sales and services. 

Mr. Courtney. What do you encompass under the general term 
“sellmg expenses”? You have salaries, advertising, travel, and 
sundry. What is involved in the sale of these products? Is it selling 
in the conventional sense of the term, where you hunt your customer, 
or what is it? 

Mr. Turney. It is not selling in the conventional sense of the term 
at all; no, sir. It is an engineering liaison type of operation, in which 
data are prepared and presented, proposals are made and discussed, the 
requirements of the military are studied for special application of our 
airplanes, and in addition I might say that the supervision of this 
selling group, sales and services, called now, is also supervising the 
service activities, in other words, the field services activities that are 
maintained to support our aircraft in the field. Also, the sales and 
service manager-vice president, has the responsibilities for flight 
testing of product. 

Mr. Courtney. Under the same heading of selling expenses, you 
have an item for advertising, which is 33.77 percent of the total of 
the company, or assigned against this contract over the period —— 

Mr. Hésert. How much is that, 33? 

Mr. Courtney. 33.77 percent. 

Mr. Hépert. For advertising? 

Mr. Courtney. Or an item of $361,843. What type of advertising 
is covered in that item? 

Mr. Turney. First, perhaps we should say that the $361,000 is the 
advertising expenses charged to this contract. 

Mr. Courtney. Yes. 

Mr. Turney. Out of a total for the company of this period of 
$1,071,000. 

This advertising is essentially in the form of an institutional type 
of advertising and is not to influence sales but more to present the 
company and its products. 

There are two things involved. One is the attraction of highly 
technical, highly skilled technical personnel. It is also, we think, 
a substantial contribution to the military Air Corps interest. 

Mr. Courtney. Who determines the policy with respect to the 
type of advertising and who fixes the budget? | 
’ Mr. Derwei.er. I believe I am the individual, although I have 
some assistance. 
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Mr. Courtney. What does the service, in this instance, have to say 
as to the allowance or disallowance of this particular item, as to class 
and kind of advertising? 

Mr. Detwetter. Will vou answer that? 

Mr. Turney. Our selling and service expense amounts to about 
forty-eight one-hundredths of 1 percent of our total sales. It is a rela- 
tively insignificant item with relation to that sales. 

Mr. Courtney. No, but in determining this contract, in fixing the 
target price, I notice this item of $361,000 of the company’s total. 
Now, did the Navy Department approve that budget and that alloca- 
tion? 

Mr. Turney. That contract has a value of $167 million. 

Mr. Courtney. Yes, sir. 

Mr. Turney. I don’t believe that we would have either a direct or 
indirect approval of this particular area, in the negotiation of the 
selling price. 

Mr. Courtney. In the negotiation of the selling price, do you arrive 
at a compromise figure? 

Mr. Turney. Yes, sir. 

Mr. Courtney. You are not able to state what influence any par- 
ticular item would have either in your thinking or in the thinking of the 
negotiator for the Navy Department’ ? 

Mr. Turney. That is right. It is a negotiated amount. In other 
words, this appears in the overhead account and the overhead is a 
negotiated application. 

Mr. Courtney. This represents, in your opinion and according to 
your accounting system, a distribution of your total expenditures 
upon the basis of the target price that was agreed upon? 

Mr. Turney. Upon the basis of the costs that are being incurred. 

Mr. Courtney. Costs incurred and target price. 

Mr. Turney. Yes, sir. 

Mr. Hépert. May I ask a question there, Mr. Courtney? 

Mr. Courtney. Yes, sir. 

Mr. Hésert. In other words, this 33.77 percent which is allocated 
for advertising is a part of the one-million dollar-plus total advertising? 

(Mr. Detw eiler nods. ) 

Mr. H&éBeErr. It is not 33.77 percent of your sales? 

Mr. Turney. No, sir. 

Mr. Héserv. It is the total advertising of $1 million, and then the 
other remaining 77 percent is distributed among other contracts? 

Mr. Turney. That is right; yes, sir. 

Mr. Héserr. But in the ultimate it is $1 million for advertising? 

Mr. Turney. That is right, yes, sir. 

Mr. H&éperr. You say ‘institutional advertising. The Navy has 
not challenged institutional advertising as such? 

Mr. Turney. There have been disc ‘ussions of it, yes, sir. 

Mr. Hésert. That is what Mr. Courtney is trying to find out. 
What about that? 

Mr. Turney. We do not assess any of these costs against cost-plus- 
fixed-fee contracts. We absorb these costs entirely against fixed-price 
business. 

Mr. Hésert. The money comes out of the same pocket. It is 
99.9 Government money? 

Mr. Turney. Yes, sir. 

74721—56——76 
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Mr. Héserr. No matter what you call it, it still has to come out 
of the Government’s pocket. And $1 million is charged for adver- 
tising. 

Mr. Turney. Over a period of about 4 years. 

Mr. Hépert. Over a period of 1 year, 4, 5, or 15 years. Jt is 
still $1 million of Government money for advertising, which is charged 
against the aircraft. That is correct, isn’t it? 

Mr. Turney. It is charged on our accounting system against the 
cost of producing this aircraft, yes, sir. 

Mr. Hépert. The Navy has not challenged institutional adver- 
tising? 

Mr. Turney. The amount of advertising is looked upon in the test 
of reasonableness under the circumstances along with all the other 
costs. In other words, the overhead rate which is negotiated, which 
may or may not include any element of cost, is a negotiated amount, 
a negotiated rate. It doesn’t necessarily include any specific item, 
except as it might be reconstructed. 

Mr. Hésert. I again ask you the question. The Navy has not 
challenged institutional advertising as a part of the cost? 

Mr. Turney. I don’t believe so; no, sir. 

Mr. Hépert. The reason I asked is because Boeing testified that 
the Air Force did challenge and disallowed institutional advertising, 
and gave the committee the benefit of a particular ad which they had 
in a current magazine to show the type of advertising, which was 
institutional advertising and it was challenged and not allowed by 
the Air Force. 

In this instance, the Navy itself has not challenged the institutional 
advertising? 

Mr. Turney. Sir, I don’t know whether it is a question of allowance 
or disallowance under a fixed-price negotiation. 

Mr. Hésert. If I have a dollar to spend and we are going to nego- 
tiate the cost of what I am buying for that dollar and if 30 cents of 
that dollar is in advertising, it has to be part and parcel of the nego- 
tiation, to what degree is immaterial; the fact is that there is a certain 
percentage of it. 

Of course percentagewise, as you pointed out—what percentage of 
your total sales? 

Mr. Turney. About forty-eight one-hundredths of 1 percent. 

Mr. Hésert. Forty-eight one-hundredths of 1 percent. But dol- 
larwise, it amounts to a substantial sum, over $1 million. Of course 
we can use percentage figures to prove anything. That is why I 
think it is important that the dollar figure be used. You know the 
old story of the fellow that married 50 percent of the women on the 
island and they only had 2 of them there. So percentages can be used 
for any purpose. 

Mr. Courtney. 

Mr. Courtnry. With respect to salaries and bonuses, so we may 
have some appreciation of distribution in your company, as against 
this particular contract, 25.86 percent of the company’s total was 
charged in the accounting setup as a part of this contract? 

(Mr. Turney nods.) 

Mr. Courtney. And of contributions, 30.98 percent of the com- 
pany’s total, or $160,913, was charged against this contract over the 
period in question? 
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Mr. Turney. Yes, sir. 

Mr. Courtney. And the other items are all included. I have just 
one further question. The figure in answer to question 16, on the 
profit claimed under the contract target profit, is $48,550 per unit, 
with a final figure as of September 30, 1955, of $42,464. 

Mr. Turney. Yes, sir. 

Mr. Courtney. That is the percentage figure in dollars which you 
gave? 

Mr. Turney. That is right. 

Mr. Courtney. Mr. Chairman, all of these questionnaires have 
been answered in precisely the same way, item for item, and the 
format is the same in each instance, and the Department is the same 
in all instances, that is, the Navy Department. 

Mr. Hfésert. How many contracts have you, Mr. Courtney? 

Mr. Courtney. There are six contracts which have been reported 
upon, all of them in work or completed within the period that we 
have under consideration. 

Mr. Hésert. Following the same procedure, we will make them a 
part of the record at this point, the six contracts. 

(The contracts follow:) 


ANSWERS TO QUESTIONNAIRE 


CHANCE VouGut AIRCRAFT, INc., Dauias, TEx.—Contract NOa(s) 51-643— 
212 MopEe.t F7U-3 AIRPLANES 


(Answers to this contract are applicable to the following five contracts except 
for changes as shown. Repetitious material and answers are deleted.) 

2. Contract NOa(s) 51-643. 

3. All contracts (6) are fixed-price incentive-type contracts with price redeter- 
mination at completion of airplane deliveries. 

4. Letter-of-intent dated February 10, 1951. 

5. Date when authorized to proceed: February 10, 1951. 

6. Sales prices agreed upon: 





Total sales 
| value including 
change orders 


Change orders 
and amend- 
ments subse- 


(amendment 
No. 11) Nov. | : | and amend- 
26,1954 | WE a ments through 

8 | “Sept. 30, 1955 


Firm target | 


| 





Total basic contract____.---- $166, 033, 262 ® ea , 
Change orders and amendments. .- 951, 225 | $17, 273 | 


$166, 033, 262 
968, 498 


a Rite ON nin ee i ccc cenkeeen | 166, 984, 487 | 17, 273 | 167, 001, 760 


i] 
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7. Unit sales price—firm target, $618,450. 
8. Costs and expenses—Total to September 30, 1955: 





Percentage 


Amount of total 





(a) Costs of raw material and purchased parts 1 $52, 760, é 
(6) Direct labor costs of prime contractor 31,016,8 
(c) Overhead claimed against this contract 38, 
(d) Administrative expense claimed against this contract __ 5 
(e) Overtime premium: pay costs charged against this contract 
(f) Engineering costs charged against this contract: 

(1) Direct engineering labor 

(2) Engineering overhead 
(g) Development costs charged against this contract 
(h) Research costs charged against this contract 
(?) Total dollar value of subcontracts (see exhibit I) 
(j) Other direct charges to this contract 


49, 680 





1 Our accounting records do not provide data showing costs of raw material and other subcontracted 
materials separately. Statistics could not be extracted without voluminous manual analysis. 

2 This amount is included in items 8c and 8f (2) above and represents overtime premium paid to factory 
direct labor employees and engineering direct labor employees. Overtime premium figures are not avail- 
able for engineering direct labor employees prior to Jan. 1, 1953. 

3 Included in item 8a above. Contractor’s records do not provide for ready segregation of purchased 
parts from other materials. 


9. Salary and bonus of every official of company in excess of $20,000 (see p. 
2472): 

(a) Total, $1,097,153. 

(b) Amount charged to this contract, $283,777. 

(c) Percentage charged to this contract, 25.86. 

No. 

Selling expenses: 


Percentage 
oitoenn ss Total for total assigned 
this contract company | to this 
; ae contract 


Salaries : eee $295, 331 $791, 504 | 
Advertising -_......-- Rethagnia i dadeetaaniees mae 361, 843 1, 071, 471 | 
(c) Travel ee ‘ put eiuie | 68, 040 203, 548 | 
(d) Sundry- -- 196, 264 533, 745 | 


Other—workmen’s compensation, FICA taxes, ete 41, 063 94, 362 








12. Contributions or dues paid to trade organizations or public informational 
media (see page 2473 of testimony): 
(a) Total during period of performance, $160,913. 
(6) Amount charged to this contract, $49,855. 
(c) Percentage charged to this contract, 430.98. 
13. Consultation or advisory fees paid to any person or organization: 
(a) Total during period of performance, $219,889 
(b) Amount charged to this contract, $65,526. 
(c) Percentage charged to this contract, 29.80. 
14. Amount of traveling expenses and entertainment expense charged to this 
contract (including amounts allocated through overhead), $1,019,457. 
15. Total profit claimed on this contract—estimated profit at final redeter- 
mination, $10,436,582. 
16. Profit claimed per airplane: 
(a) Contract target profit, $48,550. 
(b) Estimated airplane profit upon final redetermination, $42,464. 
17. Amount of depreciation charged to this contract: 
(a) Total during period of performance, $3,703,455. 
(b) Amount charged to this contract, $980,315. 
(c) Percentage charged to this contract, 26.47. 
None. 
Amount of amortization expense: 
(a) Total during period of performance, $6,655,884. 
(b) Amount charged to this contract, $1,449,223 


(c) Percentage charged to this contract, 21.77. 
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20. None. 

21. See exhibit IIT. 

22. See exhibit IV. 

23-28. Answers given in testimony. 

29 and 30. See exhibit VI. 

31. Claimed against this contract, $61,001. (See p. 2473 of testimony.) 
32. See exhibit VIII. 


Exuisit I.—Contract NOa(s) 51-643 


Purchase 
Vendor name and address order Description Amount 
No. 


Magnolia Petroleum Co., Dallas, Tex___- 1186 | Airplane fuel_- $111, 315. : 
Bendix Aviation Corp., South Bend, Ind 2020 | Landing gears 349, 477. 
New York Air Brake Co., New York, N. Y 3045 | Hydraulic pumps 129, 030 
Servomechanisms, Inc., El Segundo, Calif 3551 | Computer assembly. __ 208, 159. 
Fletcher Aviation Corp., Rosemead, Calif 12343 | External fuel tanks 260, 231. 92 
Temeo Aircraft Corp., Dallas, Tex___- 12344 | Fuel pod 1 1, 891, 832. 8 
Magnolia Petroleum Co., Dallas, Tex ___- 12977 | Airplane fuel 141, 417. 86 
W yman-Gordon Co., Worcester, Mass___. 16048 | Forgings. _- 570, 225. 
Do 17033 _do 113, 491. 
Aluminum Company of America, Dallas, Tex 17077 do 273, 401 
~_- Engineering Corp., Huntington Park, 17695 | Hydraulic struts____ 75, 695 
Calif. 
Goodyear Tire & Rubber Co., Dallas, Tex 17743 | Wheel, tire and tube assem- 
bly 
Specialties, Inc., Syosset Long Island, N. Y 20021 | Direction detector 
General Electric Co., Dallas, Tex___ 20095 | Aircraft starters 
Cornelius Co , Minneapolis, Minn 21279 | Air compressor and regu- 
lator 
Hamilton Standard Division, United Aircraft 21883 | Air-conditioning system 
Corp., Windsor Locks, Conn. 
Thompson Products, Inc., Cleveland, Ohio 22863 | Pumps 
The New York Air Brake Co., New York, N. Y 23780 do 
Clifford Manufacturing Co., Waltham 54, Mass 23793 | Cooler and valve assembly 
Simmonds Aerocessories, Inc., Dallas, Tex 23864 | Fuel gage systems 
United States Rubber Co., Dallas, Tex 23935 | Fuel cells 
Do | 23936 do 
Pacific Division, Bendix Aviation Corp., North 24691 | Hydraulic struts 
Hollywood, Calif. | 
Fiectrol, Inec., Kingston, N. Y 25436 do 
Hamilton Standard Division, United Aircraft 25570 | Pumps 
Corp., Windsor Locks, Conn. 
Pratt & Whitney Aircraft Division, United Air- 25580 | Machine parts 
craft Corp., East Hartford, Conn. | 
Pacific Division, Bendix Aviation Corp., Holly- 26875 | Valves 
wood, Calif. 
Cleveland Pneumatic Tool Co., Cleveland, Ohio 26920 | Machined parts 
Revere Corporation of America, Wallingford, 51383 | Intervalometers 
Conn. 
Hamilton Standard Division, United Aircraft 27947 | Cockpit pressurization 
Corp., Windsor Locks, Conn. equipment, 
H. i Loud Machinery Works, Inc., Glendale, 27962 | Hydraulic actuators 
Calif. 
United Aircraft Corp., East Hartford, Conn 5 32007 | Wind-tunnel tests 
Sargent Engineering Corp., Huntington Park, 34101 | Hydraulic struts__ 
Calif. 
Revere Corporation of America, 845 Colonial Rd., 35075 | Intervolometers 
Wallingford, Conn. 
Eastman Machine Co., Buffalo, N. Y : 36595 | Electrical actuators 
Pacific Division, Bendix Aviation Corp., Holly- 38907 | Hydraulic parts 
wood, Calif. | 
Flexonics, Inc., Maywood, Ill 42697 | Stainelss steel hose 
C. B. Christiansen Co., Newark, N. J 43155 | Machined parts 
United States Rubber Co., Dallas, Tex 51314 | Fuel cells 
Do_. | 51331 |- _do 
R. H. Osbrink Manufacturing Co., Los Angeles, 51442 | Castings 
Calif. 
Hamilton Standard Division., United Aircraft 52604 | Pumps. 
Corp., Windsor Locks, Conn. | 
Crosley Division, AVCO Manufacturing Corp., 54901 | Fin assembly 
Nashwille, Tenn. 
Sargent Engineering Corp., Huntington Park, 59566 | Valves__ 
Calif. 
Magnolia Petroleum Co., Dallas, Tex-- 59830 | Airplane fuel ‘ 132, 
Liberty Products Co., Farmingdale, Long Island, 60214 | Hydraulic struts_- 129. 
N.Y 


Conso Tool & Engine Co., Dallas, Tex ; 61913 | Jigs and fixtures_- 121, 030 
Sterling Engineering Co., Winstead, Conn__-___- 43187 | Machine parts-_-- 189, 300 
Deere & Co., Moline, Il A : 44273 | Aft fuselage section , 168, 598 
Chicago Aerial Survey, Inc., Melrose Park, Il. 48817 | Camera-control equipment 196, 500. 00 


1 To be redetermined. 
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Exuisit I.—Contract NOa(s) 51-643—Continued 





| Purchase 
Vendor name and address —_ Description 
NO. 


Airborne Accessories, Hillside, N. J- | 94604 | Actuators... ean Sanat $141, 616. 00 
Libert y Products Co., Farmingdale, Long Island, 97762 | Machined parts. 
N. Y. 








Henry Metals Co., Fort Worth, Tex.-_-__.-- 99332 
Servomechanisms, Inc., E] Segundo, Calif 99516 
Goodyear Aircraft Corp., Akron, Ohio 37336 
Bridgewater Machine Co., Akron, Ohio 64351 Siparectio struts 
Hamilton Standard Division, United Aircraft 75311 | Cockpit pressurization 
Corp., Windsor Lock, Conn. a. 
Do 75312 ..do 
—— Engineering Corp., Huntington Park, | 76727 167, 925. 00 
alif. 
Magnolia Petroleum Co., Dallas, Tex 7789 | Aircraft fuel 193, 864. 00 
General Electric Co., Dallas, Tex E 79120 | AC-starter generator and 441, 600. 00 
voltage regulator. 
Hamilton Standard Division, United Aircraft 81725 | P 193, 875. 00 
Corp., Windsor Lock, Conn, 
Swedlow Plastic Co., Los Angeles, Calif 85758 | Plastic canopies-_-........... 196, 393. 00 
omty, + a aoe Corp., Farmingdale, Long 87607 | Machined parts 459, 434. 00 
sland, N. Y. 
Bendix Aviation Corp., Teterboro, N. J ee all WS OR 554, 530. 00 
General Electric Co., Dallas, Tex..............-.- 90329 | GE-143-D152G1 control ser- 140, 111.00 


vo. 
Crosley Division, AVCO Manufacturing Corp., 54902 | Rudder assembly, main 224, 950. 00 
en Tenn. 





54903 | Rudder assembly, auxiliary-- 213, 250. 00 
CV-18 | Flight stabilization. | 3, 133, 002. 15 
CV-85 | Ailavator system } 439, 000. 00 
Bendix Aviation Corp., | CV-19 | Landing gear 5, 517, 698. 48 
McLean Development The tay Dallas, Tex...) CV-55 | Development of bomb racks. 130, 860. 00: 




















Exuisit III.—Contract NOa(s) 51-643 
AUTHORIZED CHANGES 





Date Description Amount 





May 20, 1955 100s | x Deletion of AN/ARR-2A equipment in F7U-3 — $3, 730. 00 
Assigned but not executed - - 
17, 1955 | Inst. torque link steering, nose 


CO ee ee ae ee re Ae 


| 
| 





AUTHORIZED AMENDMENTS 





| Change in lots and deliveries 
| Increase item 1 $89, 415. 00 
EE SESS AS ee BEE: ee Ee 
| Special tools and ground handling, original__- 
| Change in acceptance clause 
Maintenance trainer units, 2-F7U-3 
| Increase item 1, design data 
Special tools and ground handling, revision A 
Revision to publications 35, 238. 00 
Inst. No. 129568 for extension stores 84, 523. 00 
Price redetermination | 1 
en no ane ecameesenccaq 
Spare parts order 
Revision to publications 

Assigned but -— yet executed 
| Repair F7U-3, No. 29 
| Spare parts order, revision A, lots I and II 

Special tools and ground handling, revision B 

8, 1955 | Spare parts order, revision B 

cee . 16, 1955 | K Kits for main trainer units. 
ee eos Meoretterascn! | Assigned but not vet executed _ - 
.....--...| Aug. 8, 1955 | Special tools and ground handling, revision C 

| May 22,1955 | Correction of amendment No. 18___--__--- 
| June 16,1955 | Spare parts order, revision C 
June 11,1955 | Spare parts, price adjusted 


. 21, 1955 
y. 26, 1954 
. 28,1955 


| 
| 


Ea re ead ae eee ae Ee | 972, 228. 02 
} 





1 Included in basic contract. 
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ExuiBit 1V.—Percentage of Government sales to total sales 





' 
| | Percentage of 
Government | Non-Govern-| -,.,. | Government 
es | ment sales Total sales sales to total 


| } | sales 
| 





} | 
$149, 339, 804 | $8,397 | $149, 348, 201 99. 99 
93, 749, 959 | 12,698 | 93, 762, 657 | 


} 
| 
| 








Exuisit VI.—Navy industrial reserve aircraft plant 
Government-owned property, real or personal, being used by this company at 
September 30, 1955: 
and : $181, 112. 55 
_ 26, 063, 950. 75 
12, 462, 861. 59 


Total Government-owned property 38, 707, 924. 89 
The above facilities are in general use for the performance of all contracts. 


The Government-owned buildings are leased to Chance Vought Aircraft, Inc., on 
a 5-year basis at a yearly rental of $891,530. 


Exuisit VIII.—Balance sheet 


ASSETS 1954 
$8, 803, 412 
13, 647, 775 


Fixed assets, at cost 
Less reserves for depreciation and amortization 


5, 280, 074 
500, 513 


49, 140, 615 
Accounts payable 9, 750, 207 


DN ee ueakeceeaneuwnee 8, 851, 368 
Federal income taxes 7, 400, 000 





26, 001, 575 
Stockholders equity: 
Capital stock 1, 079, 619 
Capital in excess of par value 16, 282, 683 
Earnings retained in the business___.._.._...__._.______--_- 5, 776, 738 

23, 139, 040 

49, 140, 615 
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Answers to questionnaire—Contract NOa(s) 51-498—100 model AU 


4, 
D. 


1 airplanes 


Letter-of-intent, dated January 15, 1951. 
5. Date when authorized to proceed, January 15, 1951. 
6. Sales prices agreed upon: 


Change 
orders and 
amendments 
subsequent 
to final price 
redetermina- 
tion 


Final price 
redetermi- 
nation 
(amend- 
ment 8) ! 


Total sales 
value 


Total basic contract 


im $17, 333, 167 
Change orders and amendments 


171, 138 


$132, 763 
76, 029 


$17, 465, 930 
247, 167 


17, 713, 097 


Total sales value 17, 504, 305 


! Includes change orders A through F and amendments 1 through 9 (except No. 5). 


— 


7. Unit sales price, $147,593. 
8. 


Costs and expenses: 


| 
Percentage 
Amount | of total 





227 | 
949 
681 
832 | 
553 | 


$5, 616, 
3, 709, 
4, 915, 

578, 
246, 


(b) Direct labor costs of prime contractor 
(c) Overhead claimed against this contract - 
(d) Administrative expenses claimed against this contract - -_- 
(e) Overtime premium pay costs charged against this contract 
(f) Engineering costs charged against this contract: 

(1) Direct engineering labor 

(2) Engineering overhead 
Development costs charged against this contract 
Research costs charged against this contract 
Total dollar value of subcontracts. (See exhibit 1.)_..........---.-.._-- 
Other direct charges to this contract 


472, 806 
269, 721 
58, 984 
5, 590 

3, 227 

, 134 


{q 
(h 
a 


(Gj) 


9. Salary and bonus: 
(a) Total during period of performance, $863,611. 
(b) Amount charged to this contract, $27,174. 
(c) Percentage charged to this contract, 3.15. 

11. Selling expenses: 


Percentage 
of total 
assigned to 
this contract 


Amount 
assigned to 
| this contract 


Total for 
company 





(a) Salaries__- $29, 672 | $614, 015 4. 83 


(6) Advertising. 

(c) Travel. 

(d) Sundry - -- 

(e) All other—workmen’s 


40, 875 
9, 211 
21, 572 


2, 565 


767, 154 | 
167, 479 | 
444, 638 | 


5. 33 
5. 50 
4. 85 
3. 68 


69, 731 





12. Contributions or dues: 
(a) Total during period of performance, $160,913. 
(b) Amount charged to this contract, $4,611. 
(c) Percentage charged to this contract, 2.87. 
Consultation or advisory fees: 
(a) Total during period of performance, $130,687. 
(b) Amount charged to this contract, $112. 
(c) Percentage charged to this contract, 0.09. 
14. Amount of traveling expenses and entertainment expenses charged to this 
contract, $109,816. 
15. Total profit claimed on this contract, $1,623,150. 
16. Profit claimed per airplane, $12,893. 


13. 
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7. Amount of depreciation charged to this contract: 
(a) Total during period of performance, $3,703,455. 
(b) Amount charged to this contract, $150,018. 
(c) Percentage charged to this contract, 4.05. 
Amount of amortization expense: 
(a) Total during period of performance, $6,655,884. 
(b) Amount charged to this contract, $477,632. 
(c) Percentage charged to this contract, 7.18. 
$5,090. (See exhibit VIII.) 


ExuisBit I.—Contract NOa(s) 51-498 





Purchase 
order 
No. 


Vendor name and address Description Amount 


7161 
7165 


Ex Cello Corp., Detroit, Mich_- 
SPS sacisstncueeed <2 


Hydraulic struts 

Rod, strut, and 
assembly. 

Aft fueselage section 

Flaps 

Rudders ss 

Elevator assembly 

Outer panel flaps 


cylinder 


Internationa] Manufacturing Co., Garland, Tex 
Deere & Co., Moline, Ill_- 

Chrysler Corp., Detroit, Mich _ 

O. A. Sutton Corp., Wichita, Kans 

Gibson Refrigerator Co., Greenville, Mich_. 


13951 
15784 
LA7S88 
15793 
15798 


Exuisit III.—Contract NOa(s) 51-498 
AUTHORIZED CHANGES 


Date 


Description Amount 





July 2,1952 
Apr. 29, 1952 
June 3, 1952 
Jan. 15,1953 
Jan. 22, 1953 
May 21,1953 


Branch-of-service markings 

Install revised hook assembly 
Install revised standby compass 
Trim tab indicators_. 

Revised gun-charging system 
Modification, gun feed mechanism 


$5, O82 
5, 396. 37 
2, 411.5 


. 183. 75 


Total. -_- 





AUTHORIZED AMENDMENTS 


| May 12, 1952 | 
Oct. 6,1952 | 
Dec. 1,1952 


Revision, illustrated parts breakdown 
Standby compass. 
Spring tab metal aileron 


1 Included in final price redetermination. 


| Feb. 
Mar. 16, 1953 | 


| Oct. 


Nov, 28, 1952 
3, 1954 


Mar. 13, 1953 


Sept. 21, 1953 | 


Aug. 13, 1953 
12, 1953 
Oct. 27,1953 
Sept. 21, 1953 
Oct. 27,1953 
Oct. 
Nov. 25, 1953 
Dec. 9,1953 
May 25, 1954 
Feb. 26, 1954 
May 11,1954 
Apr. 1,1955 
June 16, 1955 
Sept. 26, 1955 


23,1953 | 


Interim price redetermination 

Trim tab indicator 

Original spare parts order 

Special tools and ground handling equipment 

Final price redetermination 

Spare parts, revision A 

Standby compass 

Repair of plane No 124665 

Deletion ot part Il armament demonstration 

Revision of L. G. hook 

Restrictor of gun-charging system.. 

Design of new wheel for AU-1 

Correction of amendment No. 12 

Special tools and ground handling equipment, revision A 
Revision No. 1 to the Flight Handbook 

Correction of amendment No. 5 
Spare parts revisions C and D 
Spare parts revision E 

Spare parts revision B 


Total 
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Answers to questionnaire—Contract NOa(s) 51-863—11 model AU-1 airplanes 


4. Date of contract or letter-of-intent, amendment 6 ! of July 20, 1952. 
5. Date when authorized to proceed, July 20, 1952. 
6. Sales prices agreed upon: 





| Change orders | 
| and amend- 


| 

| 

‘ . 
Final price ments sub- | Total sales 

| 


redetermination| 

| sequent to 
| ) . 
(anendment 24)) ¢ 1. price re- 


| determination 





Total basic contract (lot III of amendment 6) $1, 494, 178 
Change orders and amendments 2, 602 





Total sales value 





Unit sales price, $113,713. 
6 


cf 
8. Costs and expenses: 





| 
| Percent- 
Amount age of total 





(a) Costs of raw materials and purchased parts | $567, 244 
(5) Direct labor costs of prime contractor pckcweoel 334, 644 | 
(c) Overhead claimed against this contract : 421, 547 | 
(d) Administrative expenses claimed against this contract iets at 48, 761 | 
(e) Overtime premium pay costs charged against this contract sawed 24, 039 
(f) Engineering costs charged against this contract 

OS EE LLL AEE ED eee : 2) 

(2) Engineering overhead 1 | 
(g) Development costs charged against this contract ASS SEAL aS DOES 15, 178 
(h) Research costs charged against this contract paees perale oll nip Sneereb aaa tala 
(i) Total dollar value of subcontracts (none over $100,000) - -.-_-..--.--------} 567, 244 | 
(j) Other direct charges to this contract 2, 562 | 





9. Salary and bonus: 
(a) Total during period of performance, $701,895. 
(b) Amount charged to this contract, $1,865. 
(c) Percentage charged to this contract, 0.27. 

11. Selling expenses: 








Amount | Percentage 

assigned Totalfor | of total 
tothis | company | assigned to 

contract | this contract 





(© 3, 708 
{c) Travel 


648, 353 
129, 455 


(a) Salaries . $2, 517 | $517, 469 
7 | 


(d) Sundry ; 1,731 | 363, 438 
{e) Other—workmen’s compensation, F. I. C. A. taxes, ete__--| 265 63, 7: 





12. Contributions or dues: 
(a) Total during period of performance, $142,143. 
(b) Amount charged to this contract, $397. 
(c) Percentage charged to this contract, 0.28. 
13. Consultation or advisory fees: 
(a) Total during period of performance, $19,609. 
(b) Amount charged to this contract, $2. 
(c) Percentage charged to this contract, 0.01. 
14. Amount of traveling expenses and entertainment expense charged to this 
contract, $18,542. 
15. Total profit claimed on this contract, $115,744. 
16. Profit claimed per airplane, $8,832. 


1 Contract NOa(s) 51-863 originally was issued for a quantity of 80 F4U-7 airplanes. Amendment 6 
added 14 F4U-7 airplanes and 11 AU-1 airplanes to this quantity as separate lots. 
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Amount of depreciation charged to this contract: 


(a) Total during period of performance, $3,049,537. 


(6) Amount charged to this contract, $11,322. 
(c) Percentage charged to this contract, 0.37. 
Amount of amortization expense: 


(a) Total during period of performance, $4,642,913. 


(6) Amount charged to this contract, $35,261. 
(c) Percentage charged to this contract, 0.76. 
$659. 


Exuisit III.—Contract NOa(s 


AUTHORIZED CHANGES 





Date 


Description 





_....| May 12,1953 


Modification of gun feed mechanism 
Total wan 


AU THORIZE D AMENDME NTS 


y 20,1952 
b. 10, 1953 
4, 1953 

13, 1954 

28, 1954 

15, 1954 

13, 1954 | 
20, 1954 

y 25, 1954 


Addition of lot IIT... -- 

Firm target prices 

Original spare-parts orde r, lot III 
Spare-parts order, revision A, lot ll 
Revision to publications__. 
Spare-parts order, revision B, lot IIT- 
Price redetermination, final _ - 
Spare-parts order, revision C, lot III 
| Revision to publications... -_- 


| See 


1 Included in basic contract. 


NotTeE,—Authorized changes A through D and amendments 8, 9, 11, 12, 13, 16, 18, 19, 22, 23 


listed as they are applicable to model F4U-7 type aircraft. 
executed. 


Answers to questionnaire—Contract NOa(s) 51-156—28 model F? 


Letter-of-intent, dated August 21, 1950. 
Date when authorized to proceed, August 21, 
Sales prices agreed upon: 


1950. 





Firm target 


(amendment 
17, 


6) Dec 
1952 





$61, 785, 788 
23, 016 


61, 808, 804 





7. Unit sales price—firm target, $1,920,921. 
8. Costs and expenses: 





) Costs of raw materials and purchased parts 
) Direct labor costs of prime contractor 
Overhead claimed against this contract. 
Administrative expenses claimed against this contract 
Overtime premium pay costs charged against this contract - 
Engineering costs charged against this contract: 
(1) Direct engineering labor - ; 
(2) Engineering overhead _---- 
) Dev elopment costs charged against this contract. 
Research costs charged against this contract_- state 
Total dollar value of subcontracts (see exhibit I) - 
Other direct charges to this contract 


51-863 


orders and 
amendments 
subsequent 
to firm target 


Amount 


$165. 88 


165. 88 


11, 339 23 


, and 26 are not 


Amendments 2 through 5 and 15 have not been 


U-3 airplanes 


Change 


Total sales 
value 





$8,067,857 | $69, 853, = 
2 » 47 4, 366 2, 2, 491, 


“10, 542, 223 q 51, 027 


Percentage 
of total 


Amount 


9, 862 
, 131 

. 680 
575, 637 
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9. Salary and bonus: 
(a) Total during period of performance, $1,343,037. 
(b) Amount charged to this contract, $157,078. 
(c) Percentage charged to this contract, 11.7. 
Selling expenses: 


Amount | Percentage 
assigned Total for of total 
to this ; company assighed to 


contract | this contract 


(a) Salaries ilsdal P . iene $127, 158 $597, 368 | 21. 29 
(6) Advertising. --_----- aero Pre a EE 166, 364 | 1, 158, 833 14. 36 
(ce) eeves......- EP ‘ 40, 370 | 260, 626 15. 49 
(d) Sundry ee mes ree _ 90, 280 261, 927 34. 47 
(e) Other—workmen’s compensation, F. I. C. A. taxes, ete 11, 653 102, 144 11. 41 








12. Contributions or dues: 
(a) Total during period of performance, $198,999. 
(b) Amount charged to this contract, $21,078. 
(c) Percentage charged to this contract, 10.59. 
13. Consultation or advisory fees: 
(a) Total during period of performance, $219,889. 
(b) Amount charged to this contract, $6,104. 
(c) Percentage charged to this contract, 2.78. 
14. Amount of traveling expenses and entertainment expense charged to this 
contract, $684,885. 
15. Total profit claimed ont his contract (estimated upon final redetermination) , 
$3,494,616. 
16. Profit claimed per airplane: 
(a) Contract target profit, $142,290. 
(b) Estimated airplane profit upon final redetermination, $105,757. 
17. Amount of depreciation charged to this contract: 
(a) Total during period of performance, $4,916,129. 
(b) Amount charged to this contract, $681,048. 
(c) Pereentage charged to this contract, 13.85. 
19. Amount of amortization expense: 
(a) Total during period of performance, $9,854,980. 
(b) Amount charged to this contract, $1,988,384. 
(c) Percentage charged to this contract, 20.18. 
31. $20,612. 
Exuisit I.— Contract NOa(s) 51-156 





order No Description | Amount 








| j 
a ee nnnene ye $106, 855. 88 


> | -urchase | 
Vendor name and address Purchase 
| 


Hamilton Standard Div., United Aircraft Corp., 
Windsor Locks, Conn. 
a Engineering Corp., Huntington Park, 17695 | Cylinders, hydraulic... __- 136, 163. 38 
alif. } | | 
Hamilton Standard Div., United Aircraft Corp., 36508 | Air-conditioning systems_.-- 131, 480. 00 
Windsor Locks, Conn. | | | 
Do. aos 52604 | Pumps---_--- a 136, 562. 25 
Bendix Aviation Corp., South Bend, Ind____.....| CV-156 | Landing gear Pode << 624, 576. 88 
General Electric Co., Dallas, Texas. Pa CV-6 | Auto pilot ‘> 717, 576. 00 
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Exuisit III.—Contract NOa(s) 51-156 
AUTHORIZED CHANGES 


Description Amount 


, 1952 | Install L-Shaped pitot tube 
7,1952 | Battery quick disconnect 
1952 | Apply insignia 
1952 | Install revised accelerometer 
Install ARN-6 control box 
7,1953 | Vision improvement 
, 1953 | Delete AN/APN-1 equipment } 
1953 | Delete IF F impact switch 1.017 
1954 | Replace hydraulic fluid 


Total__- 


2, 072, 440 


AUTHORIZED AMENDMENTS 


Change in delivery schedule 
Publication requirements 
2 | Repair of plane No. 128452 
Arctic operations study - 
Arresting hook installation 
Price redetermination 
| Original spare-parts order 
Ground handling equipment 
| Engine bulletin 
Change in acceptance clause 
Starting receptacle 
Modification, gun feed mechanism 
Ground handling equipment, revision A 
, 1953 | Additional publication 
Amendment not executed 
, 1954 | Additional demonstration flight test 22, 986 
| Increase price of item 1 9, 503 
| Ground handling equipment revisions B and C 
| Reduction in test requirements 
Spare-parts order, revision A 7 
Change appropriation information, amendment No. 19 
| Additional publications 
Increase in interim billing prices 
Spare-parts order, revision B 
Ground handling equipment, revisions D and E : ; ( 
| Additional publications 30, 460. ( 
Modification amendment No. 6- 
5 | Installation and maintenance of F7U-3 Nos. 22 and 25 : 301, 910 
| Spare-parts order, revisions C and D_- : * 
28,1955 | Spare-parts order, revision E___...._..__- 
..| Ground handling equipment, revisions F_-_ 
8,1955 | Repair of F7U-3 No. 128457 
, 1955 | Repair of F7U-3 No. 128456 
_..| Incomplete work on No. 128460 
0 -| Repair of F7U-3 No. 128454 
3,1955 | Repair of F7U-3 No. 128456 et 
, 1955 | Noncompletion of work, No. 128451 
Spare-parts order, revision F__- 
a Assigned but not executed asain 
», 1955 | Ground handling equipment, revision G 
..--| Not received 
LINENS eRe 
10,1955 | Spare-parts order, revision G_______..- ne 
15, 1955 | Ground handling equipment, revision H_- was va ( 
28, 1955 | Deletes air transportable electric power - - - 20, 299. 00 


| 8, 492, 798. 44 





1 Included in basic contract. 
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Answers to questionnaire—Contract NOa(s) 54-319—50 model F7 U-3M airplane 


4. Letter-of-intent, dated November 5, 1953. 
executed. 
5. Date when authorized to proceed, November 5, 1953. 
6. Sales prices agreed upon: 
otal basic contract, $30,841,723. 
Change orders and amendments, none, 
Total sales value, $30,841,723. 


Unit sales price—firm target, $525,380. 
8. Costs and expenses: 


Firm contract has not yet been 





Percentage 
Amount of total 





(a) Costs of raw materials and purchased parts #10, 141, 706 
(6) Direct labor costs of prime contractor a 3, 387, 924 
(c) Overhead claimed against this contract 4, O81, 274 
(d) Administrative expenses claimed against this contract 782, 890 
(e) Overtime premium pay costs charged against this contract 104, 357 
(/) Engineering costs charged against this contract: 

(1) Direct engineering labor ; 246, 189 

(2) Engineering overhead____- 176, 603 | 
(g) Development costs charged against this contract 2 274, 361 
(h) Research costs charged against this contract ‘ 102 | 
(i) Total dollar value of subcontracts (see exhibit I) 


, 141, 706 
(j) Other direct charges to this contract 169, 568 











9. Salary and bonus of every official of company in excess of $20,000: 


(a) Total during period of performance, $578,304. 
(6) Amount charged to this contract, $46,482. 
(c) Percentage charged to this contract, 8.04. 

11. Selling expenses: 





} Percentage 
Amount on 
Fn me to Total for of total 
this contract company assigned to 
: | this contract 





(e) Salaries : $49, 940 393, 12. 68 
(b) Advertising 77, 317 505, 37! 15. 30 
Ry EE, a iSite Aint ene 10, 578 ‘ 12. 31 
FR Se En ener a a 25, 485 , 12.10 
(e) Allother—workmen’s compensation, F. I. C. A. taxes, etc. 7, 281 57 12. 65 











12. Contributions or dues: 
(a) Total during period of performance, $81,153. 
(b) Amount charged to this contract, $4, 670. 
(c) Percentage charged to this contract, 5.7 75. 
13. Consultation or advisory fees: 
(a) Total during period of performance, $199,230. 
(6) Amount charged to this contract, $16,049. 
(c) Percentage charged to this contract, 8.06. 
14. Amount of traveling expenses and entertainment expenses charged to this 
contract, $78,352. 
15. Total profit claimed on this contract (estimated profit at final redetermina- 
wr $2,993,705. 
16. Profit claimed per airplane: 
(a) Contract target profit, $45,580. 
(b) Estimated airplane profit upon final redetermination, $55,140. 
Amount of depreciation charged to this contract: 
(a) Total during period of performance, $1,554,754. 
(6) Amount charged to this contract, $119, 621. 
(c) Percentage charged to this contract, 7.69. 
Amount of amortization expense: 
(a) Total during period of performance, $315,478. 
(6) Amount charged to this contract, $32,737. 
(c) Percentage charged to this contract, 10.38. 
31. $10,421, 
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Exuisit I.—Contract NOa(s) 54-319 





| Purchase | 
Vendor name and address | order | Description 


Amount 
No. 





} 

Hamilton Standard nog United Aircraft | 7104 | Pumps $148, 913 
Corp., Windsor Locks, 

Deere & Co., Moline, Il | Aft fuselage section 

Temco Aircraft Corp., Dallas, Tex } 344 | Fuel pods_- eee. 

Hamilton Standard division, United Aircraft | 21833 | Air-conditioning systems.__- 
Corp., Windsor Locks, Conn. } 

Avco Manufacturing Corp., Nashville, Tenn_-__- 3: | Fins 

Bendix Aviation Corp., South Bend, Ind | Landing gears 


287, 473 
465, 131 
108, 006 


568, 560 
470, 778 


sg Products Co., Farmingdale, Long Island, | 93524 | Hydraulic struts 114, 480 
N. . | 





1 To be redetermined. 


Answers to questtonnaire—Contract NOa(s) 9937—14 model F?U-1 airplanes 


Letter-of-intent, dated July 28, 1948. 
Date when authorized to proceed, July 28, 1948. 
Sales prices agreed upon: 





Change 
Final price orders and 
redetermi- amendments| »,..).. 
nation subsequent | 1 otal sales 
| (amendment | to final price | value 
39)! redetermi- 
nation | 





Total basic contract--.- $27, 230, 556 $26, 300 $27, 256, 856 
Change orders and amendments. --...-....-.--.--.--22-- 2. = 37%. 156 | —142. 835 2. 634, 321 


Total sales value 30, 007, 712 2 —116, 535 29, 891, 177 








1 Includes change orders A through X and amendments 1 eonals 38 (except amendments 19 and 37). 


7. Unit sales price, $1,765,669. 
8. Costs and expenses 





; Percentage 
Amount of total 





(a) Costs of raw material and purchased parts 94,072, 967 |........... 
(6) Direct labor costs of prime contractor, el 7, 587, 453 | 
(c) Overhead claimed against this contract Soe 11, 217, 625 | 
(d) Administrative expenses claimed against this contract._......_____- 1, 196. 702 
(e) Overtime premium pay costs charged against this contract ; 364, 139 | 
(f) Engineering costs charged against this contract: 

(1) Direct engineering labor 2, 489, 473 | 

(2) Engineering overhead : ra 1, 374, 658 
(g) Development costs charged against this contract 354, 569 
(h) Research costs charged against this contract - RIA as eet ine) 65, 606 
(i) Total dollar value of subcontracts (see OSs ea 4, 072, 257 
(j) Other direct charges to this contract 





9. Salary and bonus: 
(a) Total during period of performance, $1,366,370. 
(b) Amount charged to this contract, $92,606. 
(c) Percentage charged to this contract, 6.78. 

11. Selling expenses: 





; Percentags 
Am as- 2 
signed to this Total for | of total as- 
contract | CO™Mpany signed to this 
contract 








(a) Salaries $51, 987 $925, 436 
(6) Advertising - 52, 061 1, 263, 875 
(> "Tevel....... See e es enscesees cccceescessccecsesescoccesecs 23, 7 59 272. 703 
(d) Sundry. —_ 20, 154 268, 703 
(e) All other—workmen’s compensation, FIC A taxes, etc 3, 161 108, 306 
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12. Contributions or dues: 
(a) Total during period of performance, $212,037. 
(b) Amount charged to this contract, $13,661. 
(c) Percentage charged to this contract, 6.44. 

13. Consultation or advisory fees: 
(a) Total during period of performance, $222,304. 
(b) Amount charged to this contract, $251. 
(c) Percentage charged to this contract, 0.11. 

14. Amount of traveling expenses and entertainment expenses charged to this 

contract, $325,910. 

15. Total profit claimed on this contract, $664,093. 

16. Profit claimed per airplane, $25.669. 

17. Amount of depreciation charged to this contract: 
(a) Total during period of performance, $5,205,116. 
(b) Amount charged to this contract, $476,842. 
(c) Percentage charged to this contract, 9.16. 
Amount of amortization expense: 
(a) Total during period of performance, $9,857,578. 
(b) Amount charged to this contract, $1,382,923. 
(c) Percentage charged to this contract, 14.03. 


Exuipit I.—Contract NOa(s) 9937 





| Purchase 
Vendor name and address order Description Amount 
No. 


Cleveland Pneumatic Tool Co., Cleveland, Ohio 20093 | Landing gear___- eis $340, 011. 62 
Bendix Aviation Corp., South Bend, Ind | 26085 do__- z. 226, 102. 95 





Exuisit III.—Contract NOa(s) 9937 
AUTHORIZED CHANGES 





Description Amount 


| Jan. 17,1950 | Gyro horizon indicator-_-_-- 
Jan. 27,1950 Insignia, ms arkings and exterior color. - 

| Jan. 12,1950 | Change engine-handling procedure 

| June 1,1950 | Install E-2 starter ‘ $e ee ed 
Feb. 27,1950 | Modify gun-charging circuit ____- cael a - od 899. 
May 29,1950 | CE-4 gyro gun sight recorder _ - _ ee a ae : 1, 026. 
May 23,1950 | Increase m¢ aterial gage in firewall_- ; 7 
June 1, 1950 | Install DW-27 transformer ‘ , 483. 

| June 15,1950 | Electrical ‘onde system for radio compass - eae ee eee 1, 676. 
Aug. 8, 1950 | Install AN/APX-6 equipment 5 Fea : 
Aug. 29,1950 | Motor-driven shutoff valve_....--...-...-_- aces 4 7, 037. 5: 

| Aug. 28,1950 | AN/APX-6 IF F equipment-__---_- 27, 831. 
Nov. 2,1950 | Engineer antiicing cockpit container -_.._.._...._.._._- to 840. 
Jan. 12,1951 | Install afterburner extension _- ; 13, 430 
Oct. 12,1951 | Mixer amplifier and resistance netw EE RRS ere 2, 186. 
Aug. 3,1951 | Modify throttle quadrant. 5, 099. 9 
Dec. 27,1951 | Angle of attach indicator eee 17, 239. 
Feb. 14,1952 | Install J34-W E-34 engine in No. 124422._________ : 101, 047. 

| Feb. 29,1952 | Modify gun camera circuit . Shida 1, 576. : 

| June 3,1952 | Oil-pressure indicator - --- ES a : 258. 6 

| July 2, 1952 | Standby inverter ; eee ee zi 11, 339. 

|} Aug. 14, 1952 | Improvements to protect crash barrier 
Oct. 7,1952 | Revised inverter Jesmsh “ 

| Jan. 19,1953 | Fuselage speed SETS TES De ee 
Sept. 1,1954 | Deletion of accessories ‘ —120, 000. 00 

| cididesneamnindnanse 





335, 085. 79 
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Exuisitr IIlIl.—Contract NOa(s) 9937—Continued 


AUTHORIZED AMENDMENTS 





Description Amount 


| Apr. 20,1949 | Basic list of GFE 
| June 1,1950 | Redesign 
May 31,1950 | Drawings and indexes 
Aug. 8, 1950 | Install J34-W E-34 turbojet engine 
Oct. 4,1950 | Remove flight-test instrumentation 
Oct. 13,1950 | Increase item 2 of contract 
Nov. 2,1950 | Spares, original 
Nov. 29,1950 | Aerodynamic and catapult prototypes 
Apr. 2,1951 | Instrumentation of No. 124419 
Mar. 6,1951 | Cancellation addendum 
Apr. 3,1951 | Instrumentation of No. 124420 
.do Change in delivery schedule 
Apr. 25,1951 | Specia! tools and ground handling 
July 19,1950 | Install J34-W E-34 engines 
June 1,1951 | Furnishing miscellaneous GFE 
June 19,1951 | Pneumatic starting system study 
June 22,1951 | Install standby inverter_ 
June , 1949 | Engine anti-icing system 
Oct. 8.1951 | Fuel flowmeter installation 
Aug. 3,1951 | T. I. of fuel flowmeter 
Dee. 1,1951 | Price redetermination 
Dec. ,1951 | Spare parts, revision A 
Jan. , 1952 | Change publication requirements 
Sept. 5,1951 | Repair plane No. 124420 
A Repair plane No, 124422 
| Apr. 8,1952 | Change in demonstration reqnirements 
Mar. 18,1952 | Reduction in item No. 5 
May 8,1952 | Repair of plane No. 124421 
July 14,1952 | Fuel and altitude compensation system 
June 16,1952 | Special tools and ¢ rround handling equipment 
Aug. 20,1952 | Spare parts, revision B ‘ 
Oct. 6, 1952 | Handbook re visions 
Oct. , 1952 | AN/ARC-27 very high frequency radio equipr nent 
Feb. 16,1953 | Installation and tests of special engines__ 
Dee. , 1952 | E-1737-I inverter 
Feb. 25,1953 | Repair of No. 124418__- 
Nov. 6,1953 | Untra high frequency radio equipme nt_. 
July 16,1953 | Spare parts, revision C 
Sept. 22,1953 | Price redetermination 
Nov. 15, 1954 | Spare parts, revision D- — 
July 28,1948 | Termination agreement No. 95-- 
_.do Termination agreement No. 100. 
Mar. 16,1955 | Spare parts, revision E 
May 19,1955 | Spare parts, revision F 
Feb. 28,1955 | Repair of F7U-1 No. 11.--- i 
Dec, 31,1954 | Deletes amendment No. 18, item 10___-- 


$499 


we 


, 765 
2, 700 
2, 519. 
43, 151. 23 
5, 197 


1 te OO 
' 
. h.8 


. 43 
6, 670. 7§ 


On 
ad 


PI SUuk-wonre 


Sed md et bee fed feet eet tet et bet OO OD mY 


Total 


' Included in basic contract 


Mr. Hézert. To recap, Mr. Courtney, the top price of the airplane, 
cost of the Government, and the profit—what was that? 
to get the high and the low. 

Mr. Courtney. The high and the low over this period. 

Mr. Turney. The highe st rate of profit that we have had ji 
percent. 

Mr. Hésert. No; I am not talking about that. The cost of the 
aircraft, the unit, that is, the high cost of the unit. 

Mr. Turney. I don’t quite understand what you have in mind. 

Mr. Héserr. When you started out to build your airplane it cost 
X number of dollars. 

Mr. Turney. I see. 

Mr. Héserr. It has been reduced since then, I hope. 

Mr. Turney. Some have, yes, sir. 

Mr. Hérpert. What was the top price, the top price of the cost 
the Government, per unit? 


I just want 


74721—_56——_77 
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Mr. Turney. Well, sir, they are not all the same airplanes. I don’t 
quite understand you. 


Mr. Hézert. Take this one that we have under consideration. 


Mr. Turney. That one we have under consideration 

Mr. Courtney. The contract price. 

Mr. Turney. Is $653,000. 

Mr. Hésert. The name of that aircraft is what? 

Mr. Turney. The Cutlass. 

Mr. Hésertr. The Cutlass. It cost $600,000 plus. What was your 
profit in dollars? 

Mr. Turney. $42,483. 

Mr. Héserr. When you started to manufacture the Cutlass. 
What does the Cutlass cost today? Do you have a projected figure? 

Mr. Turney. That was the projected figure. 

Mr. Héspert. What was it when it started? 

Mr. Turney. $618,450. 

Mr. Héperr. As you get in production, it hasn’t been reduced any? 

Mr. Turney. Yes, sir. 

Mr. Héserrt. That is what I want to find out. 

Mr. Turney. The next contract, contract 319, the price was 
reduced to $525,380. 

Mr. Hépert. And your profit? 

Mr. Turney. $45,580. 

Mr. Hésert. Do you have another Cutlass contract? 

Mr. Turney. We have an initial contract for the initial quantity 
of Cutlasses, yes, sir. 

Mr. Héserr. And what does that cost? 

Mr. Turney. The selling price on that was $1,765,000. 

Mr. Hésperr. We are getting to what I wanted to ask you in the 
beginning. We seem to have a lot of difficulty up here this morning. 
That is what 1 wanted to know. That was the top price. 

Mr. Turney. Yes. 

Mr. Hésert. One million what? 

Mr. Turney. $765,669. 

Mr. Héperr. And what was the profit? 

Mr. Turney. $25,669. 

Mr. Héserr. $25,669. And now your low is—you just gave me 
the figure. 

Mr. Turney. $525,380. 

Mr. Héperr. And your profit? 

Mr. Turney. $45,580. 

Mr. Hézert. In other words, your cost—where you have $1 million 
cost, you only get $25,000 profit, and when you cut the cost in half, 
you get twice as much profit. 

Mr. Courtney. Per unit. 

Mr. Derwerter. I believe part of that is the operation of the 
incentive-type contract. 

Mr. Héserr. That is the first type of contract that has come 
before this committee, where the cost of the product, the unit cost, 
drops and the profit goes up. It is a little in reverse. What explana- 
tion have you of that? 

Mr. DerweiLer. I believe—— 

Mr. Héserr. On a $1 million product you make only $25,000, and 
on a $500,000 product you make $45,000. 
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Mr. Derwetter. In the case of the initial order, where the unit 
price was approximately $1 million, the price, final price, was con- 
siderably above the original target price. Therefore, the profit was 
reduced in accordance with the incentive formula. 

Mr. Hfésert. Again, I say that is a different one. I am getting as 
confused as much as Mr. Cunningham, in his area. 

Let me ask you one further question. I won’t pursue it, however, 
because I will become more confused. In connection with Admiral 
Salada, he is an executive vice president and he has no performance 
at all in the policy of the company? 

Mr. Derweiter. I am sorry. I didn’t hear your question. 

Mr. Hféserr. Admiral Sallada is an executive vice president, 
retired? 

Mr. Derweruer. Yes. 

Mr. Héserr. It seems that these retired generals and admirals 
always find a spot. 

Mr. Gavin. Yes. I want to observe, I might say, Mr. Chairman, 
that I believe it was that great American, General MacArthur, who 
said, ‘Old soldiers never die, they just fade away.’ But he didn’t 
tell us where they faded to. It would appear to me that they fade 
into the presidency or the vice presidency of some corporation. So 
we are quite clear on that. 

Mr. Cunnincuam. President of the United States, too. 

Mr. Gavin. Yes; so we know where we are fading. 

Mr. Hféserr. There is a retired officer who is the President of 
the United States. 

Anyway, Admiral Sallada does not have any voice in establishing 
policies or with respect to sales to the Department of Defense? 

Mr. Derwerter. He has no voice in sales. In respect to policy, 
he does have an important voice in the internal administration. 

Mr. Hépert. I understand, but in respect of the policy in your 
relations to the Department of Defense, he does not have a voice? 

Mr. Derweiter. That is right. 

Mr. Hésert. Mr. Cunningham. 

Mr. CunninGHAM. Mr. Detweiler, I think there is confusion in the 
record. Maybe I am to blame for it, and maybe both of us are. But 
I would like to get it straightened up. 

Mr. Derweiter. Fine. 

Mr. CunninGHam. I think I can help you. You say in your state- 
ment—and I am not going to ask you if you wrote your statement, 
Frankly, I don’t think you did, and I think that is where the trouble 
comes in. You say in this statement: 

Since the distribution of the corporation’s common stock there has been no legal 
or corporate connection between the United Aircraft and Chance Vought, Inc. 
However, since that time Chance Vought gave to United stockholders 
1 share of Chance Vought for every 3 of United they held. 

There must have been at least a financial connection or that wouldn’t 
have been done. Why did they give stock to holders of United if 
there was no corporate or legal connection? 

Mr. DerweiLer. Let me give a little background, Mr. Cunning- 
ham, 

Chance-Vought Aircraft was the only military airframe activity in 
United Aircraft. For purely management reasons it was determined 








2506 AIRCRAFT PRODUCTION COSTS AND PROFITS 


in the best interest of United Aircraft and in Chance Vought Aircraft 
that the company’s separate their activities. Accordingly, a division 
of Chance Vought was set up as a wholly owned subsidiary corpora- 
tion. 

On the Ist of July 1954, all of the stock of that subsidiary corpora- 
tion was spun off and distributed to the stockholders of United Air- 
craft Corp. 

Mr. Cunnincuam. May I interrupt right there? 

Mr. DrerweILer. Yes, sir. 

Mr. CunninGHam. I see your point. When the new corporation 
came into existence, did it come into being owing United some money 
or something? You had a debt there that you had to liquidate? 

Mr. DerweiLer. We bought the assets from United in exchange 
for the original 100,000 shares of stock. 

Mr. Cunnincuam. Then after the new corporation came into exist- 
ence, Chance-Vought started out by buying material and equipment, 
and so forth, from United? 

Mr. DerweILer. Yes, sir. 

Mr. Cunntneuam. And for that they paid United this stock? 

Mr. DerwetLer. Right. 

Mr. CunnineHaM. Then why did they give it to the stockholders 
sort of as a bonus instead of to the corporation, if they were buying 
material? That doesn’t add up. 

Mr. Derwetter. I| think it does, in the light of this, that it was 
a purpose to divorce, so to speak, Chance Vought. Had 
Unite 

Mr. CunnrncHam. Now, just a moment. If you go to buy from 
a corporation $100,000 worth of equipment, you don’t say, ‘“Give me 
the list of your stockholders,” and give each one a pro rata share of 
that $100,000. You pay it to the company direct, or to the treasury. 

Mr. DetweILer. We did that. 

Mr. CunninGcHaM. All right. But you did just the opposite here. 

Mr. DetweiLer. No. 

Mr. CunninGHAM. In the issuance of this stock. Because you told 
me already that for each 3 shares of United, that United held, by the 
stockholders of United, you gave them 1 share of Chance-Vought. 
Those people are all over the United States, because it is listed on the 
big board, you see. 

Mr. DerweEILer. Yes, sir. 

Mr. CunninGHAM. I assume United is listed on the big board. 

Mr. DerweiLer. There is one exception to what you just said. 
And that is the United Aircraft Corp. gave Chance Vought stock 
to the stockholders of United Aircraft. 

Mr. CunnincHaM. That is getting straight. But you told me that 
Chance Vought gave to the stockholders of United Aircraft 1 share 
of Chance Vought for each 3 shares of United they held. 

Mr. DerweI.er. I certainly didn’t intend to. 

Mr. Hépert. Are you clear? 

Mr. CunninGHAM. No, not quite. 

Then your statement that there has been no legal or corporate 
connection between United Aircraft Corp. since January 1, 1954, is 
incorrect, because you have a definite connection. You gave them 
stock. Instead of giving it to the stockholders, now you say you 
gave it direct to United on that basis, in payment for material you 
got. So that is an error in this statement. 
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I excuse you, because I don’t believe you wrote your own statement. 

Mr. DerweiLer. Well, sir, you can’t excuse me from believing it. 

Actually, we have no common directors. United Aircraft Corp., 
as a corporation, owns none of the Chance-Vought stock. We are 
related in a customer-supplier relationship. We are using United 
Aircraft products. 

We by coincidence have some stockholders in common, but I 
really believe that there is no corporate connection between the two 
corporations. 

Mr. Cunnincuam. I am not going to push it any further. 

May I ask this other witness a question? 

Is it the purpose of your company to advertise to convince a pur- 
chaser with whom you have a contract, like a branch of the United 
States Government, that they should buy the product they are already 
buying and use their money to do it? 

Mr. DerweiLer. No, sir. 

Mr. CunninecHamM. It would appear that way from the testimony 
you gave to the chairman. You are spending $1 million for adver- 
tising and you already have a contract with the United States Govern- 
ment or an arm of it. Why do you need to advertise to convince the 
purchaser you have already negotiated with to buy your product? 

Mr. Gavin. They are not doing anything different from all the 
rest of the companies. I suppose they want to keep their name before 
the American people just the same as the other corporations are doing. 
They are not individual in this respect. 

Mr. CunnincHam. Does that excuse them, if they are not indi- 
vidual? 

Mr. Gavin. It certainly does not, but it may be a practice in the 
industry, I don’t know. 

Mr. Hfésert. There is no doubt about it being a practice. 

Mr. CunninGcHAM. Certainly an abuse of the taxpayers’ money, 
IT would say. 

Mr. Hfésperr. Thank you very much for coming this morning. 
I hope you have a more pleasant airplane ride back. 

Mr. DetwerLer. Thank you very much. 

Mr. Hfésertr. Members of the committee, the schedule for next 
week—I want to announce at this time there will be no hearings on 
Monday or Tuesday. On Wednesday we will have Lockheed. On 
Thursday we will have Convair. On Friday we will have Northrop. 
Which will conclude this phase of the hearing as far as the airframe 
manufacturers are concerned. 

The committee will now stand in recess until next Wednesday at 
10 o’clock. 

(Whereupon, at 11:50 a. m., the subcommittee recessed, to reconvene 
at 10 a.m., Wednesday, March 7, 1956.) 
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WEDNESDAY, MARCH 7, 1956 


Hovusr oF REPRESENTATIVES, 
CoMMITTEE ON ARMED SERVICES, 
SUBCOMMITTEE FOR SPECIAL INVESTIGATIONS, 
Washington, D. C. 

The subcommittee met at 10 a. m., Hon. F. Edward Hébert (chair- 
man of the subcommittee) presiding, with the following members 
present: Messrs. Hess, Gavin, Fisher, Bates, and Nelson. 

Mr. Hésert. The committee will be in order. This morning we 
will resume with the representatives of Lockheed. Mr. Courtney? 

Mr. Courtnry. Mr. Chairman, we have the Lockheed Aircraft 
Corp. this morning. The president, Mr. Robert Gross, is here, and I 
believe you have a prepared statement, Mr. Gross. 

Mr. Gross. Gentlemen, would you like me to start? 

Mr. Hésert. Yes; proceed as you desire. 

Mr. Gross. I might first identify myself. I am Robert E. Gross, 
the president and chairman of the board of the Lockheed Aircraft 
Corp., and I am accompanied by my associate, Mr. Dudley E. Brown, 
the comptroller of the company. 

We thought it might be helpful to you to distribute, and we have 
done so, what I would characterize as sort of vital statistics of our 
company. 

I don’t have any really prepared statement to make in the sense 
that you usually are accustomed to, but I thought perhaps it would 
be appropriate to elaborate on it just a little bit. 

Mr. Hfésert. You may, Mr. Gross, read this prepared statement 
or comment as you desire. 


TESTIMONY OF ROBERT E. GROSS, PRESIDENT AND CHAIRMAN 
OF THE BOARD, LOCKHEED AIRCRAFT CORP. 


Mr. Gross. I think I will comment on it, if I may, sir. 
Mr. Hésert. We will make this part of the record at this point. 
(The statement referred to is as follows: ) 


LOCKHEED’S EARLIER YEARS 


1. The present company was founded in 1932 and until World War IT con- 
centrated on the design and production of civil aircraft for executive and com- 
mercial airline use. The Lockheed model 10, a twin engine, all-metal airplane, 
developed in the early years of the company, was first flown in 1934. It was 
sueceeded by the model 12, the model 14, the Lodestar, and the Constellation 
transports. 

2. During World War II, the company devoted all of its resources to the war 
effort, delivering more than 20,000 military aircraft, including 2,941 Hudson 
bombers, 9,924 P-38 twin-engine fighters, 3,028 Ventura and Harpoon patrol 
bombers, 625 Lodestar transports, and 2,750 Boeing-designed B-17 bombers. 
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During this period, the F-80 Shooting Star was developed. It became the 
Air Force’s first operational jet fighter. Total employment during these years 
reached a peak of 94,000. 

3. Following World War II, military production dropped radically and emphasis 
was shifted to development of the Constellation commercial transport. This 
venture enabled the company to maintain a working force of over 13,000 at the 
lowest point in 1948. 

4. The outbreak of the Korean war again called for a shift of emphasis to 
military production. The T-33 jet trainer was developed and used to train 9 
out of every 10 United States jet fighter pilots. The F-94 Star Fire, an all- 
weather jet fighter, was introduced and advanced models of the P2V Neptune 
series were put into production. Military versions of the Constellation were 
produced for the transportation of personnel and cargo. 


LOCKHEED TODAY 


1. Today Lockheed is building a diversified group of 14 models of military 
aircraft for both the Air Force and the Navy, and for the world’s civil airlines. 
Following is a list of models currently in production: 

California division 


Super-Constellation military transport, Air Force C-121C. 


: oe 7" guaipeameaoae early warning radar planes, Navy WY-2, Air Force 
5C-121D. 

Antisubmarine patrol plane, Navy P2V—7 Neptune. 

Fighter, Air Force F—-104A. 

Trainers, Air Force T-33A, Navy TV—-2 and T2V-1 Sea Star. 

Commercial transports, Electra prop-jet, Super-Constellations 1049G, 1049H, 
and 1649A. 

Georgia division 

Transport, Air Force C-130A Hercules prop-jet. 

Bomber, Air Force B—47 Stratojet (Boeing design). 

In addition to aircraft in production and under development, Lockheed’s 
missile-systems division has a number of contracts for the development of missiles, 
missile systems, and related weapons of the most advanced type. 

2. Lockheed’s general offices are located in Burbank, Calif. There are 261 
people in this corporate organization. The company has five principal operating 
units: 

The California division with plants in Burbank, Maywood, Bakersfield, and 
Palmdale, Calif. Employment, 29,896. 

The Georgia division located at Marietta, Ga. Employment, 19,430. 

The missile systems division at Van Nuys, Calif. Employment, 2,764. 
Lockheed aircraft service, with bases in Burbank and Ontario, Calif., and at New 
York International Airport. Employment, 4,893. 

Lockheed air terminal at Burbank, Calif. Employment, 198. 

Total employment as of January 1, 1956, 57,442. 


Lockheed also owns a working control in Pacific Finance Corp. which operates 
273 offices in 20 States and Canada. 


3. Total floor space being utilized as of January 1, 1956—12,752,000 square feet. 

4. Lockheed’s backlog of unfilled orders, as of January 1, 1956, totaled 
$1,218,977,000, of which $384,380,000 or 31 percent was commercial. 

Mr. Gross. When our company was first started in 1932, the 
general business activity was at a very low ebb, as you remember, 
and the air business was quite small. It was mostly in the hands of 
a few companies and was largely military. And when we started in 
we started in with the understanding and with the prospect that we 
would have to confine ourselves pretty much to commercial and civil 
business. We were resigned to this because the military business was 
very limited and was in the hands of a few companies. 

We were quite resigned to go into it with the prospect of making 
commercial airplanes, which we did. 

We went along rather well, with a rather flowering little enter- 
prise for a few years, making nothing but airplanes for private owners 
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and small airliners for the small airlines of this country and the 
world. 

Indeed, it wasn’t until the clouds of World War II began to loom 
on the horizon that we had any military work at all. And interest- 
ingly enough, our first military airplane came as a derivative of a 
commercial airplane that we had flying. It was bought by the 
British delegation that came over here in 1937 or 1938, I guess it 
was, and placed this large order with us, which started us off on a 
period of expansion as well as other American companies, which 
culminated as we all know, in the big expansion program that followed 
when World War II came. 

Our record in World War II is pretty well known. We built a 
number of airplanes. We were very proud to be selected to be in the 
large program, and we, without any particular military experience, 
did the best we could. 

We had lots to learn, but we threw ourselves into it wholeheartedly, 
and our program expanded constantly, until at one time we had as 
many as 94,000 people on our payroll. 

After World War II, happily we had three airplanes that we were 
able to concentrate on. And we have been really developing and ex- 
ploiting and manufacturing these 3 airplanes, this family of 3 airplanes, 
basically, ever since. 

It has developed into a larger environment of 14 or 15 different 
models, but they were mostly derivatives of these three basic air- 
planes—the F—80 Shooting Star, the P2V Navy patrol plane, and the 
Constellation series. 

We have of course made others. At the moment we are building 
military transports. We are building Navy patrol planes. We have 
a verv advance fighter coming into production for the Air Force. 
We have some trainers for the Navy. And we are developing a new 
commercial airliner, a propeller turbine, called the Electra. 

Basically, we are operating two main areas of activity—one in 
California, in the Los Angeles area, and the other at Georgia. The 
Georgia activity is Government Airplane Plant No. 6. We do not 
own it. The Government does. But we operate it for them. 

At the present time we have approximately 57,000 people total on 
our roll. And our company is organized on a divisional basis. We 
have three main operating divisions: The California division, which 
is basically concerned with making airplanes, the Georgia division 
which operates Government Airplane Plant No. 6, making the Boeing 
bomber under license, and one other Lockheed airplane, and finally 
we have recently established a missile division. 

We are energetically trying to strengthen our hand in the missile 
field, and we have organized a missile division. These are the three 
main operating divisions of our company. 

In addition to that, we own and operate the Lockheed Air Terminal, 
which is a large privately owned air terminal in Burbank. We also 
have a service corporation which not only services Lockheed aircraft, 
but provides service for other companies making other types of air- 
planes as well as doing business on modification and improvements for 
the Air Force and the Navy. 

Finally, we have a working control of the Pacific Finance Corp. 
This is a company in California whose headquarters are there, con- 
centrating mainly on the sale of, and financing of, automobiles. It also 
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does some other loan business—family loan business. It has branches 
throughout the Middlewest and is now extending into Canada. 

Our backlog at the present time is about $1,200 million, of which 
some 31 percent is commercial. The rest is military. 

I think, gentlemen, that gives a few statistics of ourcompany. Ina 
general way, we have tried to develop the company along the philoso- 
phy of trying to stand on our own feet and make as many investments 
as we could ourselves, and finance as much of our expansion as we 
felt we could. 

We are very glad to be here. I hope we will answer your'questions 
to the very best of our ability. 

Mr. Héserr. Thank you, Mr. Gross, very much. There are just 
1 or 2 questions I would like to ask in order to have a chronological 
history of your plant. 

Mr. Gross. Surely. 

Mr. Hfésert. You were organized in 1932 as a commercial venture? 

(Mr. Gross nods.) 

Mr. Hésert. Making commercial planes. As I understand, you 
continued to the outbreak of World War II? 

(Mr. Gross nods.) 

Mr. Héserr. You switched completely over to military produc- 
tion, or substantially so? 

Mr. Gross. Completely so, sir. 

Mr. Héserr. Completely? 

Mr. Gross. Yes, indeed. 

Mr. H&éserr. In the interim between World War II and the out- 
break of the Korean hostilities you again returned or reverted to 
commercial manufacture? 

Mr. Gross. And military, too. 

Mr. Héserr. And military? 

Mr. Gross. Yes, indeed. 

Mr. Héserr. From the end of Korea until now, you are 33 per- 
cent, I understand, commercial? 

Mr. Gross. At the moment, 31 percent, sir. 

Mr. Hféperr. 31 percent? 

Mr. Gross. Yes. It has been somewhat less than that, but at 
the moment it is 31 percent, yes. 

Mr. Héserr. During those interims between your commercial and 
your military operation, was your company a successful business 
venture? 

Mr. Gross. Yes, I feel it was. I feel it has been. We did have 
tremendous problems. 

Mr. Hféserr. Naturally you would have problems. 

Mr. Gross. At the end of World War II, when the windup of the 
war came, we faced many imponderables and we had a very difficult 
struggle for a year or two, to adjust ourselves to the postwar problems. 

Mr. Hésert. Suppose we take that particular era and pause there 
for a moment. 

Mr. Gross. Yes. 

Mr. Héperr. At the end of World War II you were at that time 
engaged exclusively in military production? 

Mr. Gross. Yes. 

Mr. Hésert. At the end of World War II, your military contracts 
were cut off? 
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Mr. Gross. Not entirely, sir; no. 

Mr. Héserr. They were substantially reduced. 

Mr. Gross. Indeed, yes. 

Mr. Héserr. Which put your company in a rather acute financial 
situation to continue its commercial business, is that a fair statement? 

Mr. Gross. It made great problems for wus certainly, yes. 

Mr. Hépert. It was a challenge to you? 

Mr. Gross. Yes. 

Mr. Hépert. To continue as a commercial venture. 

Mr. Gross. It was indeed. 

Mr. Hépert. But you did survive? 

Mr. Gross. Yes, sir. 

Mr. Héperr. And did establish, or are establishing yourselves as a 
successful commercial venture. 

Mr. Gross. I feel we have done so; yes. 

Mr. Hésert. The reason I am asking these questions: They are 
obvious undoubtedly to the members of the committee and the staff 
and those who have been in the room since the hearings have started. 
In some instances we have found the airplane manufacturer was a 
failure as a commercial venture and only operated successfully when 
totally subsidized by Government contracts. 

In your instance, you were a successful commercial manufacturer. 
You did contribute to the construction of military aircraft. You 
reverted to commercial manufacture, and again established yourself 
as a successful operator. In other words, Lockheed has demonstrated 
it is not and has not been dependent entirely on the Government for 
a successful business venture, is that a fair statement? 

Mr. Gross. I think it is proper to say that; yes, sir. 

Mr. Héperr. As you understand, Mr. Gross, the committee is 
examining all companies in the overall picture and for our conclusions 
we must of necessity know everybody’s situation, to come up with one 
conclusion. 

Mr. Gross. Yes, sir. 

Mr. Hépert. You mentioned the Georgia plant and referred to 
that as a Government-owned plant which you operate. 

Mr. Gross. Yes, sir. 

Mr. Hfésert. Does the committee understand that you merely 
operate that for the Government under a supervisory capacity or 
do you operate that as a profit-venture enterprise? 

Mr. Gross. We, of course, aspire and endeavor to make a profit 
in the operation of it. 

Mr. Hépert. It is a profit proposition? 

Mr. Gross. Sure. 

Mr. Hésert. So the committee is not to understand that this is 
a Government-owned plant which Lockheed operates or supervises 
the operation at no profit. 

Mr. Gross. No; it is a profit enterprise to us and one we are very 
grateful to have. 

Mr. Hésert. I wanted to clear that up. In the other instances, 
we have learned that the Government-owned plants were not merely 
operated as a Government-owned venture. 

Mr. Gross. No, sir. 

Mr. Hépert. Mr. Nelson? 
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Mr. Netson. Immediately after the close of World War II, didn’t 
you continue to have Government contracts? 

Mr. Gross. Yes; we did. 

Mr. Netson. For transport aircraft? 

Mr. Gross. Not for transport; no, sir. We had no Government 
contracts for transports. We did have a modest contract for the 
production of the F—80 fighter and a modest contract for the produc- 
tion of the P-2V Navy patrol plane. These were at a very small rate, 
but they were Government contracts. 

Mr. Netson. What volume of your business did that represent? 

Mr. Gross. At that time? 

Mr. NeEtson. Yes. 

Mr. Gross. I don’t think I know, sir. I am sure we can supply 
that to you, but 

Mr. Netson. It was very small? 

Mr. Gross. The Government part of it? 

Mr. Netson. Yes. 

Mr. Gross. I would—lI don’t want to have this a final answer, but 
I would estimate it was about—it was less than half, I would say, 
compared with the commercial venture that we engaged in at that 
time. 

Mr. Netson. And you have continued to have Government con- 
tracts ever since the close of World War II? 

Mr. Gross. Yes; we certainly have. We have enjoyed a substantial 
Government business since. 

Mr. Netson. Mr. Gross, this question is asked as a matter of 
curiosity, and in no sense is a condemnation. 

How did an aircraft company happen to get into the finance 
business? 

Mr. Gross. That is a very natural question, and I have, I think, a 
very plausible answer that you will understand. 

I think every aircraft venture or company in World War II was 
concerned with its prospects at the end of the war, and every company 
that I know of had a department called PWP, that is, post war plan- 
ning. We did, and we wondered about building ice chests and auto- 
mobiles and refrigerators and gas ranges and everything else. We 
were afraid, frankly, that if we picked any one of these particular 
products we might make a failure of it, having no experience in it 
whatsoever. We wanted to have something as a diversified activiy 
at the end of the war, and it occurred to us that if we could purchase a 
finance company which we thought would participate in all kinds of 
postwar activity, we would sort of cover the waterfront, without being 
committed to any one product. 

The Pacific Finance Co. was then a company that we were able to 
acquire, and we bought it primarily for that reason. 

We had a secondary interest in it, however, and this didn’t turn out. 
We thought in our naivete that perhaps after the war we might be able 
to finance the sale of private owner planes, and we thought that this 
might be an instrumentality which would help us in that direction. 
This just didn’t work out. 

However, the business has flourished. It is a splendid company. 
It has been a profitable investment, and we are very glad to have it. 
Mr. Netson. This company was bought with your own money? 

Mr. Gross. Indeed, sir. 
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Mr. Neuson. And has made money ever since? 

Mr. Gross. Yes, sir. 

Mr. Netson. Thank you. 

Mr. Hésert. Mr. Gavin. 

Mr. Gavin. Is this finance a separate corporation? 

Mr. Gross. Yes, sir; it is. 

Mr. Gavin. How was it tied in with your Lockheed? 

Mr. Gross. We own approximately 31 percent of the common stock 
of the company—excuse me, sir, 29 percent. We did at one time own 
51 percent, but our ownership has been diluted by expansion. 

Several of our directors of the Lockheed Aircraft Corp. are directors 
of the Pacific Finance Corp. No directors of Pacifie—none of the 
management of Pacific Finance are directors in the Lockheed Co. It 
operates as a completely separate entity. There is no connection be- 
tween the two at all, except that we own the stock as an investment. 

Mr. Gavin. What is the capital structure? How much'money was 
originally invested in this finance company? 

Mr. Gross. By us, you mean, was our investment? 

Mr. Gavin. No, your total; the overall. What is the*capital strue- 
ture? Give us some idea what the capital structure is. 

Mr. Gross. Of the Pacific Finance Co? 

Mr. Gavin. Yes. 

Mr. Gross. I will ask Mr. Browne to answer that question. 


TESTIMONY OF DUDLEY E. BROWNE, COMPTROLLER, LOCKHEED 
AIRCRAFT CORP. 


Mr. Browne. Our original investment was about $5% million. 

Mr. Gavin. How old is the company now? 

Mr. Gross. I think it was established in the twenties, sir. We can 
certainly give you that information. It had been established some 
years when we purchased it. 

Mr. Héserr. Anything else? 

Mr. Gavin. That is all. 

Mr. Hésert. Mr. Gross, at this time I think it would be proper 
that you give the committee the benefit of your background. We 
have asked every president for the same information. 

Mr. Gross. Yes. I was born in Boston in 1897. I was educated 
in public schools. I did spend a vear at St. George’s School in New- 
port, R. I., and went to Harvard College, from which I was graduated 
in 1919. 

I then went in the private banking business, or I worked for a pri- 
vate banking company in Boston for a few years, and being intrigued 
with the possibility of the air business, I left that company and went 
into the air business for myself, in 1926, I believe it was. 

Mr. Héserr. You mean airplane manufacturing? 

Mr. Gross. I purchased some shares in a company which eventually 
became part of the Boeing Airplane Co., at Wichita, Kans. Then [ 
established a small flying-boat company, a very small one, most of 
which I owned myself. After that, in 1931, I was invited to come to 
California to counsel with a friend concerning the operation of a local 
airline in California. I did so, and while there I heard of the Lock- 
heed Aircraft Corp., a subsidiary of the Detroit Aircraft Corp., which 
was in receivership. It was on the block. I thought I saw the pos- 
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sibilities of buying this company, so I organized a small group and 
with half a dozen other men purchased the company from the court. 
We started in business on June 16, 1932, and have continued ever 
since. 

Mr. Héperr. In other words, you are a financier and not a techni- 
cian; is that right? 

Mr. Gross. I am not a technician, sir; that is right. 

Mr. Hésert. Yes, sir. 

Mr. Gross. I make no claims to that. I think a good deal of the 
practicalities of aviation has rubbed off on me, after 26 years of it, 
but I am not an engineer. I would like to say one thing, sir. I am 
certainly not a financier, though. 

Mr. H&ésert. You are an administrator, then. 

Mr. Hess. Mr. Chairman. 

Mr. H&éserr. Mr. Hess. 

Mr. Hess. I just want to ask one question, Mr. Gross. With 
reference to this finance corporation, do | understand that the Lock- 
heed Aircraft Corp., as such, is the owner of the stock in the finance 
company? 

Mr. Gross. We own 29 percent of it, sir. 

Mr. Hess. Twenty-nine percent. I see. 

Mr. Hépert. Mr. Nelson? 

Mr. Netson. Twenty-nine percent is virtual control of the com- 
pany? 

Mr. Gross. I suppose I would reverse it and ask you gentlemen 
what you think about it. We never really know which is control. 
I think it is usually considered to be working control. 

Mr. Netson. I mean as a practical matter it has worked out that 
way? 

Mr. Gross. Yes, indeed. 

Mr. Netson. You control the stockholders’ meetings? 

Mr. Gross. I think so. 

Mr. Netson. Mr. Chairman, I would like to say from the caliber 
of his testimony, I had concluded that he was a good New England 
Yankee. 

Mr. Hésert. You mean a Yankee horse trader? 

Mr. Courtney. 

Mr. Courtney. Mr. Gross, we have followed the same format 
with all the companies, so that we would have a cross section of the 
whole industry. 

Mr. Gross. Yes; surely. 

Mr. Courtney. Before we discuss the figures which we have on 
the board and compare with your books and records, would the 
committee understand that the profits of the Pacific Finance Co. 
that you have just discussed and its ownership is reflected in the 
capital structure and in the earnings of the company as reported to 
the committee? 

Mr. Gross. Yes, sir; that is true. 

Mr. Browne. The total earnings are not reported in the con- 
solidated statements of Lockheed because we do not regard it as a 
subsidiary. What is included in the income of the Lockheed company 
is only the dividends which we receive each year from the Pacific 
Finance Co. 

Mr. Hésert. In the questions which we will ask you, I want you 
to know that the committee is well aware of the fact that you have 
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a great bulk of your business in the commercial field, and it is not the 
committee’s interest in any way to explore your commercial venture, 
or in the language that we all understand, your own trade secrets, 
as far as your commercial ventures are concerned. Because, as I 
have given out a little while ago, perhaps a lot of others would like 
to know some of your secrets. 

Mr. Gross. We would be glad to tell you anything you want. 

Mr. Héperr. We are not infringing or going into the area of your 
commercial operations at all. 

Mr. Gross. Yes; I understand. 

Mr. H&éserr. We are just interested in the military side. 

Mr. Courtney. The question that we would want to have answered 
at this time, Mr. Browne, would be precisely this: 

We are going to discuss the net earnings that you will have reported 
or have reported in answer to the subcommittee’s questionnaire, for 
the 4 years last past. 

You have reported a figure of total. My question would therefore 
be: Is any part of the total earnings a reflection of the earnings that 
you have made off other than Government business? 

Mr. Browne. Yes, they are. 

Mr. Courtney. So that we would have to consider, then, your 
29 percent ownership in Pacific Finance Co. 

Mr. Browne. And in our service corporation and in the terminal. 

Mr. Courtney. And in the service corporation, in order to get back 
to the earnings of the company from military contracts. 

Mr. Browne. As well as those derived from our commercial projects 
in the airplane field. 

Mr. Courtney. Yes, sir. This is a total figure? 

Mr. Browne. This is a total figure. 

Mr. Courtney. And not segregated out against specific contracts? 

Mr. Browne. That is right. 

Mr. CourtNEy. So we may have the comparison in considering 
Government sales versus other investments and the position of the 
company commencing in 1952, let me first ask: Have you been re- 
negotiated on any Government contracts since 1952 on? 

Mr. Browne. We have been cleared through 1951, Mr. Courtney, 
but the years 1952 on are open. 

Mr. Courtney. So none of the figures which you will discuss this 
morning reflect in any way any renegotiation? 

Mr. Browne. With the exception of the year—no, you are right, 
because you are starting with 1952, sir. 

Mr. Courtney. This is the point from which you have been 
cleared through renegotiation on to the present. 

Considering the financial structure of the company, as vou outline 
it here, Mr. Gross, and yourself, on December 31 or commencing in 
1952, rather, you had outstanding 2,271,858 shares. 

Mr. Browne. Correct. 

Mr. Courtney. Of stock. 

Mr. Browne. Yes. 

Mr. Courtney. With a stated value of $2,271,858. 

Will you explain that figure? It is a par value that you are using? 

Mr. Browne. This is a par value figure of $1 per share, sir. 

Mr. Courtney. Does not reflect book or other values? 

Mr. Browne. It does not. 
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Mr. Courtney. At that point you had in paid-in capital, according 
to your books, $11,154,377 additional. 

Mr. Browne. Yes, sir. 

Mr. Courtney. Additional paid-in capital. With a surplus and 
retained earnings from all sources, as you have described, at that time 
of $41,971,762. 

Mr. Browne. That is correct, sir. 

Mr. Courtney. At the close of the 4 years, the position of the 
company was 2,830,384 shares outstanding, at $1 par value, and so 
carried on the books, with additional paid-in capital of $26,044,852, 
and a surplus and retained earnings of $68,902,391, from all of the 
company’s business. 

Mr. Browne. That is correct. 

Mr. Courtney. Considering sales to the Government in percentage 
of total sales of the company in the year 1952, 91.4 percent of the 
company’s business was Government? 

(Mr. Browne: nods.) 

Mr. Courtney. In the year 1953, 93 percent; in 1954, 88.4 percent; 
and in 1955, 80.9 percent. 

1 believe, Mr. Gross, you have indicated that the percentage has 
dropped in this fiscal year, 1956? 

Mr. Gross. That is right. 

Mr. Browne. In terms of backlog. 

Mr. Courtney. Now, the dividend earnings for 1952 from all 
sources is $1.20 a share; in 1953, $1.875 a share; in 1954, $2.60 a share; 
in 1955, $3 a share; and the stock dividend of 10 percent in 1952 and 
a 5 percent dividend in 1953 and 1954. 

Now, of net worth. For 1952, at the commencement of the year, 
your net worth was $55,397,997, and increased in 1955 to $97,777,627, 
from all sources. That is correct; isn’t it? 

Mr. Browne. Yes, sir; that is correct. 

Perhaps, Mr. Courtney, I should observe that during the first part 
of the year 1955 we sold to the public $30 million worth of subordinated 
convertible debentures, in the amount of $30 million. 

Mr. Courtney. Which of course is reflected in the figures we have 
just read. 

Mr. Browne. No; they are not reflected in that. That would be 
additional capital over and beyond the net worth or the equity section 
of the balance sheet. 

Mr. Courtney. That shows on the balance sheet. (See p. 2544.) 

Mr. Browne. Yes. 

Mr. Courtney. But not on the figures we have discussed here. 

Mr. Browne Those are convertible into common stock of the 
company, at the price of $50 a share, but only $13,000 have been 
converted to date. 

Mr. Courtney. Now, in the Government property account, and 
the company property account, at the commencement of 1952 you had 
$64,275,121 in the Government property and plant account? 

Mr. Browne. That is correct, sir. 

Mr. Courtney. Is some part of that accounted for by a physical 
plant? 

Mr. Browne. Yes; it is, sir. 

Mr. Courtney. Is that the plant at Marietta? 
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Mr. Browne. No; that is the total of all of the plants. I do not 
have the figures at the start. If you would pursue the question until 
the year-end, I can show the breakdown. 

Mr. Courtney. We can come, then, to 1955, at which time 
the property account assigned to you by the Government was 
$102,321,020. 

Will you tell us just where those plants are located, and which are 
roughly the amount of the equipment? 

Mr. Browne. With respect to the $102 million, $15,400,000, 
approximately, are located at our Burbank facility, assigned to our 
California division. 

Of that figure, $906,000 represents land; land improvements, 
$449,000; buildings, $8 million; machinery and equipment $6,044,000. 

I dropped the zeros for ease in reading, and those may be off in 
totaling by 1 or 2 points. 

There is also assigned to the California division a plant at Palm- 
dale, which has a cost figure to the Government of $15,257,000. 

Of that figure, $759,000 represents the cost of land; $13,092,000 
represents the cost of the buildings; and the machinery and equip- 
ment contained there is $1,406,000. 

Government airplane plant No. 6, assigned to our Georgia division, 
has an original cost of $71,230,000. Of that, $157,000 represents 
land; $5,804,000 represents land improvements; $38,095,000 repre- 
sents buildings; $23,864,000 represents machinery and equipment; 
the portable tools, automotive and material handling equipment 
represents $2,105,000; and construction currently in progress, not 
assigned to these classifications, represents $1,204,000. 

In addition we have machinery and equipment assigned to our 
missiles systems division of $435,000. 

That is the total. 

Mr. Courtney. Considering the rental accounts on that property, 
in 1952 you paid a rental to the Government of $218,948; in 1953, 
$396,009; in 1954, $405,503; and in 1955, $271,354. 

Would you explain how the rental is computed and for what plants 
we may understand you are paying this rental? 

Mr. Browne. The rental figure for 1954 and 1955 is computed 
upon the basis of stated rates of amortization on our facilities contract, 
which range from 5 to 25 percent per year, depending upon the 
character of the facility used. These are applied to the cost of 
acquisition to the Government. ‘This is, then, factored by the ratio 
of the total commercial direct labor hours to all hours, which in 1955, 
for example, was 27 percent. The resulting rental is paid in two 
installments each year and made a direct charge to our commercial 
contracts. 

In the years 1952 and 1953 we have paid 5 cents an hour upon our 
commercial models for the use of the Government facilities. 

I should point out that the facilities here used jointly upon com- 
mercial and military production are in our California division and 
amount to $15,400,000. 

There is no commercial production at Palmdale, nor is there any 
at Marietta. 

Mr. Courtney. The company property account for the same 
period in 1955, the stated value of company-owned property, was 
$78,358,782, against which was applied depreciation and amortization 

74721—56——78 
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of $38,139,096, leaving a depreciated value on January 1, 1956, of 
$40,219,686? 

Mr. Browne. That is correct, sir. 

Mr. Courtney. In considering this subject, Mr. Gross and Mr. 
Browne, we have taken a specific contract and gone through it to get 
the application or the method by which you compute earnings and 
profits and the like and the distribution which you make of general 
company overhead in a Government contract as an assignment di- 
rectly against that contract. 

The general items—the items of general overhead, manufacturing 
costs and so forth, would you just explain for the record at this point 
the method by which you account for these items and what are 
included within them, in your accounting system? 

Mr. Browne. Our overhead costs are segregated into four classifi- 
cations: manufacturing, engineering, contract and administrative, and 
spares handling expense. 

The manufacturing overhead is allocated to contracts upon the 
basis of direct factory labor hours. 

Engineering overhead is allocated to contracts upon the basis of 
engineering direct labor hours. 

Contract and administrative expense is allocated to contracts on 
the basis of factory and engineering direct labor hours. 

Spares handling expense is allocated upon a percentage related to 
the cost of the spares sold. 

The administrative overhead which is developed by the corporate 
office is allocated between the several corporations on a franchise tax 
allocation formula involving a relative proportion of sales, capital 
assets and inventory, and total payroll within the Lockheed Aircraft 
Corp.; the corporate office overhead remaining is then allocated be- 
tween the three operating divisions upon the basis of their total direct 
labor hours. 

Mr. Courtney. That is the method we will see employed in the 
determination of the costs and expenses and profits on these various 
contracts, of which you will only consider one. 

Mr. Browne. That is correct, Mr. Courtney. 

Mr. Courtney. Of the salary account, which is part of the general 
overhead and assigned against these contracts in proportions as you 
have indicated, the salary of the corporate officers who served for all 
the businesses of the company—is that correct? 

Mr. Browne. Yes. 

Mr. Courtney. In other words, the finance company and all the 
rest of them? 

Mr. Gross. We might make an explanation there. None of our 
corporate officers receive any stipend from Pacific Finance Corp. 
except Mr. C. A. Barker—— 

Mr. Browne. No; none I believe. 

Mr. Gross. None? 

Mr. Browne. None. 

Mr. Courtney. The question would be, Mr. Gross, whether or 
not this salary which you received from Lockheed is compensation 
for all the things you do. 

Mr. Gross. Yes, sir. 

Mr. Courtney. And all the businesses of the company. 

Mr. Gross. It is. 
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Mr. Courtney. As you have defined them. 

Mr. Gross. Yes; it is. 

Mr. Courtney. As well as the manufacture of military aircraft? 

Mr. Gross. Right. 

Mr. Courtney. In the year 1955, I notice you have established a 
management-incentive plan. Would you explain the method by 
which your incentive is determined, either Mr. Gross or Mr. Browne? 

Mr. Browne. Would you like me to do that? 

Mr. Gross. Yes. The way in which the incentive is determined? 

Mr. Courtney. What is the formula you use and how do you 
apply it and where does it affect Government contracts? 

Mr. Browne. Our Lockheed management incentive plan, which is 
here before the committee, relates almost entirely, with two excep- 
tions, to the corporate office of personnel. The plan was approved 
by the shareholders in the year 1954——— 

Mr. Courtney. Up to that time you had no plan or bonus? 

Mr. Browne. Prior to that time we had no corporate office plan, 
although we did have bonus plans in the divisions. 

Mr. Gross. In the operating divisions. 

(Mr. Courtney nods.) 

Mr. Browne. The management incentive plan payments or de- 
ferrals which appear on the schedule which you have prepared relate 
to the year 1954 and do not relate to performance in the year 1955. 

The compensation committee of the board of directors has not as 
yet made a determination with respect to the year 1955. 

The plan was set up by the shareholders for the announced purpose 
of encouraging a profit viewpoint on the part of the managing group, 
stimulating attitudes that will result in increased interorganizational 
cooperation, encouraging qualified personnel to remain in the employ 
of the company, and improving the company’s opportunity to attract 
top executive talent. 

Within the provisions of the plan, there is no set formula for the 
determination of the amounts to be awarded as performance awards. 

Mr. Courtney. Is there such a plan for the noncorporate officers 
who have the incentive plan? 

Mr. Browne. There is. 

Mr. Courtney. In other words, that is operated on a strictly 
formula basis? 

Mr. Browne. Yes. I will get to that in just a minute, Mr. 
Courtney. 

Mr. Courtney. Very good. 

Mr. Browne. The limitations in the plan are, first, that no partici- 
pant in the plan shall be eligible to share in the appropriation allo- 
cated for any year in an amount greater than 50 percent of his salary. 

No appropriation shall be authorized for allocations under the plan 
unless the earnings of the company in the applicable year are in excess 
of 10 percent of the shareholder’s equity at the beginning of that year 
plus or minus a proportionate allowance for any change in the stock- 
holder’s equity during that year. 

The total appropriations in the plan with respect to any one vear 
shall not exceed 15 percent of the earnings of the company during that 
year, and no appropriation to the plan shall be made with respect 
to any year during which no dividends have been declared in cash or 
property upon the capital stock of the company. 
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Fortunately, these limitations in the year of 1954 did not apply or 
were no problem as far as calculations, but the award set up by the 
compensation committee was in no way related to the figures which 
might be suggested here. 

With respect to the distribution of the actual awards, the compen- 
sation committee makes the awards to those employees who in their 
judgment are considered to be key employees and not only selects the 
employees but determines the amount of the award to be granted and 
the terms of the payment thereof. 

Mr. Courtney. With respect to the nonofficer incentive, could you 
tell us the number of participants in that, without identifying them 
in the last several years, so we will have an idea of the scope of the 
plan? 

Mr. Browne. In 1953 there were 231 participants; in 1954, there 
were 281 participants; and in 1955 there were 340 participants. 

Mr. Courtnry. That has been the range of the nonoflicer partici- 
pants? 

Mr. Browne. Right. I might add that we have hopes of expanding 
it, but being a newcomer to the matter of incentive compensation, we 
have chosen to start with a small group, feeling that we could adjust 
the plan with more understanding and get it in the form that we would 
finally want it before taking over a larger group. 

Mr. Courtney. Mr. Chairman, in examining the salary account 
I find that there has been substantially the same personnel and sub- 
stantially the same salary in each of the 4 vears. I believe it would 
be just as well to take only 1955 and let the rest of it become a part 
of the record, for such pertinence as it may have. (See p. 2541.) 

Mr. Gavin. Could I ask a question at that point? Mr. Brown, you 
said the incentive plan set up by the shareholders. Wouldn’t you say 
that the incentive plan was set up by the executive branch of the 
corporation and submitted to the shareholders for approval? 

Mr. Browne. You are right, Mr. Gavin. To be more precise, I 
should say that the compensation committee of the board of directors 
set up the plan and proposed it to the full board and then it was sub- 
mitted to the shareholders. 

Mr. Gavin. That is right. But you said in your statement that 
this plan was set up by the shareholders. 

Mr. Hess. It was. 

Mr. Gavin. Eventually it was, but they are usually set up by the 
executive branch of the corporation and submitted to the shareholders 
for their approval, and usually they approve it without question. 

Mr. Courtney. Before we discuss salaries, I notice that you have 
a heading: “Deferred Portion of Award” and that not all of the in- 
centive in any one instance is paid in the year that the incentive is 
determined. 

Mr. Browne. Not with respect to those so identified. 

Mr. Courtney. But there are several methods of paying the 
award, which are all outlined in the statement you have prepared for 
the committee. And roughly they run from 3 to 5 years. 

Mr. Browne. Yes, Mr. Courtney. H 

Mr. Courtney. Then the president’s salary, Mr. Gross, $125,92 
with a 5-year deferral of a $50,000 incentive award made for 19 
and determined in 1955. 


8, 
4, 


5 
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Mr. Browne. I might point out, Mr. Courtney, that reference is 
made to certain contingencies with respect to the deferred portion. 
Those contingencies you might like to know 

Mr. Courtney. Yes. 

Mr. Browne. They required the continued employment of Mr. 
Gross during the 5-year period or in event of retirement during that 
period, they prohibit him from engaging in competitive enterprise 
and require that he give reasonable consultative services to the cor- 
poration upon its request. 

Mr. Gross. And also on good behavior. 

Mr. Browne. And requires good behavior. 

Mr. Gross. Yes. Also it might be pertinent to remark, I haven’t 
received any of it. I don’t get any of it—— 

Mr. Courtney. I don’t know what interpretation to put on it, 
Mr. Gross. That you misbehaved? 

Mr. Gross. Yes. They are taking a hard look at me, I guess. 
The three oldest, I think, in point of age, of members of our senior 
group, were deferred the longest period. 

Mr. Courtney. That is right. 

Mr. Gross. And the second group, being more junior, were less, 
and then the most junior group over 3 years only. 

Mr. Courtney. The purpose is simply to understand the scope 
of the plan. 

Mr. Gross. Yes, sure. 

Mr. Courtnnry. The method by which it is operated and its applica- 
tion directly to Government contracts. 

Mr. Courtlandt S. Gross, executive vice president, a salary of 
$94,446 with an $8,000 management incentive plan, and a $32,000 
deferred award. His total award, $40,000, of which $8,000 was paid 
and $32,000 is deferred. 

Mr. Gross. Deferred over 4 years. 

Mr. Courtney. Mr. C. A. Barker, Jr., treasurer and vice president 
for finance, a salary of $88,722, and a $30,000 bonus, or incentive, 
I should say; Mr. Cyril Chappallet, a salary of $68,688, of which 
$4,800 was paid in cash and $19,200 was deferred for a 4-year period; 
Mr. D. J. Haughton, a salary of $62,000, with a payment of $10,042 
incentive and a deferral of $20,083 in incentive; Mr. Hall L. Hibbard, 
vice president for engineering, $68,688, with a paid incentive of 
$4,000 and a deferred incentive of $16,000; Mr. Burt C. Monesmith, 
$60,000 salary, with a payment in incentive of $7,400, and a deferral 
of $14,800; Mr. Elwood R. Quesada, vice president and general 
manager, missiles systems division, a salary of $49,712, with a payment 
of $3,817 in incentive and no deferral. 

Mr. Gross. He resigned. 

Mr. Courtney. He since resigned, yes. 

Mr. Carl B. Squier, vice president for sales, $60,102, and a deferred 
incentive of $17,000; Mr. D. E. Browne, comptroller, $40,000 salary, 
an incentive paid of $4,750, and a deferral of $9,500; Mr. L. W. 
Wulfekuhler, secretary, a salary of $26,310 and a payment of $9,800; 
Mr. H. R. Campbell, assistant treasurer, a salary of $34,502, with a 
payment of $12,938; Mr. H. J. Brown, assistant secretary, $21,231, 
with a payment of $12,000 in 1954; and Mr. R. J. Osborn, assistant 
secretary, a salary of $20,346. 
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In 1955 the total salary account of all of these officers was $820,675, 
and payments in incentive of $77,547, as indicated, and deferrals of 
$208,583. 

This account and these moneys all appear as a part of the general 
overhead of the company and are distributed, as we will learn, in re- 
spect of the various contracts. 

Mr. Browne. That is correct, Mr. Courtney. 

Mr. Courtney. In proportion. 

Donations, contributions, and dues. Mr. Browne, let us under- 
stand first whether or not any of these donations or contributions or 
dues, as they may be, in the various instances, are charged against 
Government contracts. 

Mr. Browne. In the case of CPFF contracts, whether they are 
straight cost or other incentive type, they are not submitted. 

In the case of the fixed-price contracts, they are submitted, but 
fall reasonably subject to the disallowances which are assessed in the 
actual negotiation of the contracts. 

Mr. Courtney. In the negotiation of contracts, do you not know 
whether or not these items are allowed or disallowed? 

Mr. Browne. We do not know. 

Mr. Courtney. But you do, insofar as your accounting system is 
concerned, include them as a part of general overhead? 

Mr. Browne. Include them as a part of general overhead and 
submit them as a part of the overall cost of the company, upon 
fixed-price contracts, but not upon CPFF contracts. 

You asked for the complete list. Exhibit D in the schedule—I 
believe we are going to look at the T—33 contract? 

Mr. Courtney. Yes, sir. 

Mr. Browne. It is right in that series. 

Mr. Courtney. That is right. 

Mr. Browne. That sets forth the contributions or dues paid to the 
Aircraft Industries Association. Here is the schedule that sets forth 
the additional ones over $1,000 paid to various associations. 

Mr. Courtney. Then, if I may read this into the record? 

In 1952, the dues paid to the Aircraft Industries Association by 
your company was $80,543; in 1953, $46,095; in 1954, $46,642; and 
in 1955, $58,670. 

Mr. Browne. Those figures are correct. 

Mr. Courtney. With the explanation you have made, the other 
contributions for the 4-year period are as follows: 

The Air Force Association, $2,400 in each of the 4 years; the 
California Manufacturers Association, $1,250, for 1952 and 1953; in 
1954, $1,666; and in 1955, $2,500; California Taxpayers Association, 
$2,000 in 1952, and $2,500 in each of the following 3 years; chambers 
of commerce, local, State, and national, in 1952, $13,400; in 1953, 
$18,300; in 1954, $11,850; and in 1955, $11,449; the Flight Safety 
Foundation, $1,000 in 1953; the Institute of Aeronautical Science, 
$5,035 in 1953, and $5,000 in each of the succeeding years; for the 
Merchants and Manufacturers Association, $2,555 in 1952, and $2,400 
in each of the succeeding years; for the National Association of Man- 
ufacturers, $1,500 each in 1952 and 1953, and $2,000 each in 1954 
and 1955; and for the National Industrial Conference Board, $1,000 
in each of the 4 years. 

You have made the note here: 
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These amounts are in addition to the amounts which we reported for Aircraft 
Industries Association, 

Let us get over to one of the contracts which we will discuss to 
ascertain your profit. 

At this point could you give us in round figures for consideration 
the total sales in dollars for 1952, 1953, and 1954? Do you have that? 

(Mr. Gross nods.) 

Mr. Courtney. The total sales of course would be total sales for 
both commercial and military. 

Mr. Gross. Everything; yes. 

Mr. Hess. Is that for everything, commercial and military? 

Mr. Courtney. I don’t think you have them segregated? 

Mr. Browne. We do not have them segregated, sir. 

Mr. Gross. We can get them for you, if you like. 

Mr. Browne. The sales for 1952 were $438,122,000; the sales for 
1953 were $820,467,000; the sales for 1954 were $732,872,000; and for 
1955, they were $673,589,000, sir. 

Mr. Courtney. Have you determined the range of profit to sales 
for the period in question, and could we have the high and the low, 
before and after taxes? 

Mr. Browne. We have a figure on the combined. For 1952— 
these are net after taxes. 

Mr. Hess. That is on commercial and Government? 

Mr. Browne. That is commercial land. 

Mr. Hess. I don’t think we want that. 

Mr. Browne. Did you want it only on military? 

Mr. Courtney. Only on military, if you have it segregated. 

Mr. Browne. I haveit. These figures here are before taxes. And 
to get a rough approximation after would take—they should be 
reduced by 52 percent, or roughly 50 percent. 

(Mr. Courtney nods.) 

Mr. Browne. In 1952 is the first one of interest. For 1952, 
4.2—let us call that 2.1 after taxes; 1953, 6.6, or 2.2 after taxes; 1954, 
6.8, and 3.3 after taxes; 1955, 6.5, or 3% after taxes. 

Mr. Courtney. So we may understand the method of distribution 
and assessment of costs according to your accounting practice, let us 
take up the contracts—let us take Air Force 33(600)6578. (See 
p. 2555.) This is a contract for what type of plane; does it have a 
popular name? 

Mr. Browne. It is a contract for the Air Force trainer, known as 
the T-33A, which has no name designation. 

This particular contract covered 1,016 of such aircraft. It was a 
fixed-price incentive contract, calling for a starting profit of 8 percent, 
a 25-75 percent sharing, with a 120-percent ceiling. 

Mr. Courtney. Has this contract been finally determined between 
the Air Force and your company? 

Mr. Browne. It has, sir. 

Mr. Courtney. The figures we have here will be the final figures. 

Mr. Browne. Will be the final figures. 

Mr. Courtney. The unit costs of that plane as finally determined 
and on that scope of contract, after determination by the Air Force 
and the company, was $75,403; is that correct? 

Mr. Browne. That is correct, sir. 
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Mr. Courtney. Of general company overhead, which was included 
in determining that unit cost, of the class and kind you have indicated 
in your practice, from your accounting practice, there was assigned 
against this contract 3.44 percent of the company’s total. 

Mr. Browne. That is correct. 

Mr. Courtney. And for administrative costs, 3.85 percent of the 
company’s total. 

Mr. Browne. That is correct. 

Mr. Courtney. And of engineering costs and development. costs, 
0.90 percent of the company’s total for the period covered by the 
performance of contract. 

Mr. Browne. That is correct. 

Mr. Courtney. And 1.10 percent of development costs, as you have 
indicated. 

Mr. Browne. Yes, sir. 

Mr. Courtney. Of research costs, company-contracted costs, 
$74,995 was assigned against this total contract. 

Mr. Browne. That is correct, sir. 

Mr. Courtney. And was directly applicable to it. 

Of the total contract of $102,089,474, in dollars there was sub- 
contracted $34,348,780. 

You have indicated in the profit which you will read per plane, that 
it does not include any spares. The spare parts contract is separate; 
is it? 

Mr. Browne. We excluded the profit on the spares, which were 
contained in this contract, in reporting this $5,724. 

Mr. Courtney. Before taxes the profit which, according to your 
accounting practice is assigned to this contract per unit is $5,724. 

Mr. Browne. That is correct, sir. 

Mr. Courtney. On a unit cost of $75,403. 

Mr. Browne. That is correct. 

Mr. Courtney. Against this contract there has been charged 
$124,253 for traveling expenses. Will you explain the scope of that 
item? 

For the total contract of $102 million. 

Mr. Browne. Right. We carry all of our traveling and entertain- 
ment expense in the various overhead classifications, and they are 
allocated to the contracts upon the basis which I previously recited 
which are predominantly direct labor hours basis. 

Mr. Courtney. Yes. 

Mr. Browne. That figure, then, is a proration of all of the traveling 
and entertainment incurred by the corporation. 

Mr. Courtney. We would understand that this is expense which 
so far as you know has been allowed? 

Mr. Browne. Not in the case of the entertainment expense. 

Mr. Courtney. But the $124,253 figure has been agreed upon 
between yourself and the Air Force. 

Mr. Browne. No. That is the figure that we have submitted. 
We do not know what portion thereof has been allowed. 

I know from my own personal experiences in negotiations that a 
rather substantial percentage of that traveling expense, particularly 
as it relates to our commercial business, is excluded. 

Mr. Courtney. So far as you know, and so far as the books of 
you company reflect with respect to this contract, there was excluded 
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in costs and allowances traveling and entertainment expenses which 
the company incurred over this period. 

Mr. Browne. Yes, sir. 

Mr. Courtney. $551,019. Is that a disallowed item? 

Mr. Browne. That figure applies to the whole administrative 
overhead pool, and since we are unable to identify which particular 
items of expense it applies to, we have cited that every time that the 
question has related to an expense in that classification. 

Mr. Courtney. For all the contracts in work at the time of this 
determination, including the one in question, the ones we are dis- 
cussing, there was a total disallowance so far as you know of $551,019, 
is that right? 

Mr. Browne. That was against this contract for the unallowable 
portion of the overhead in the administrative expense classification. 

Mr. Courtney. The last question on this subject has to do with 
respect to retired officer personnel. Of that amount, so far as this 
contract, of the amount which we will discuss under that category, 
how much was charged to this particular contract? 

Mr. Browne. $604. 

Mr. Courtney. $604. 

Mr. Browne. I better make it $2,157, because $604 was charged 
direct and $1,554 through overhead. 

Mr. Courtney. Of the retired personnel account, I will ask you 
first of all, after examining these figures, whether any of these retired 
personnel whom you have identified on your exhibit F, are within the 
management or policymaking grouping. 

Mr. Browne. None of them are, sir. 

I might add that one is upon the staff of the corporate office, but 
none of them are in the position of policymaking as such. 

Mr. Courtney. Do any of them have anything to do with sales to 
the Government? 

Mr. Browne. None of them have any connection with sales to the 
Government. 

Mr. Hésert. Did you identify, Mr. Courtney, the retired military 
personnel who are officers in the corporation? 

Mr. Courtney. No I haven’t done that. But I will ask that 
question. 

None of the personnel mentioned on exhibit F, then, are within the 
management or policymaking group? 

Mr. Gross. Correct. 

Mr. Courtney. Will you tell us whether or not any of the personnel 
that we read from the officer and management group are retired mili- 
tary personnel, having a status in any of the military establishments? 

Mr. Gross. General Quesada, Mr. E. R. Quesada, who is not with 
the company any longer, was formerly an Air Force general. 

We did not engage Mr. Quesada directly from the Air Force. He 
had a tour of duty with the Olin Industries, and at the time we en- 
gaged him he was vice president of the Frost Lumber Co. He subse- 
quently became a vice president and general manager of the missiles 
systems division of our company. But he had no sales activity 
whatsoever. 

Mr. Courtney. Did he have anything to do with the military 
contracts that we have under consideration here? 

Mr. Gross. Nothing at all. He was entirely concerned with mis- 
siles and had nothing to do with any of these contracts whatsoever. 
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Mr. Courtney. Mr. Chairman, with the explanation made by 
Mr. Gross and as it appears in the response to the questionnaire, I 
suggest we merely include the names of personnel in the record. 

Mr. Hésert. That is all right. 

Mr. Courtney. Without reading it. 

(The information follows:) 


Exursit F.—Salary paid retired officers of the United States Military Establishment 
since 1952 (California Division) 





Amounts paid by years 
Name | Date hired | Date 





terminated 1955, to 
July 3 





Engineering direct workers: | 
K. F. Bubier . 17,1954 $3, 
E. 8. Quilter | Nov. 2, 1953 | , 320 | 5, 
P. Schwartz . 21, 1953 10, 829 
3, 1951 | | 3, 6 7, 926 
1, 1948 | 5, 76 6, 899 
Be: 9, 1953 | 10, 
.. Bragdon July 26, 1954 | | 2, 96 
A, J. Crispano July 13, 1954 
A. Landry ». 15,1954 |_- 
y 19,1954 | N 
fe: eee hn | Nov. 22, 1948 
Engineering overhead workers: 
G, E,. Short Mar. 8,1951 
C. C. Brayton, Jr | Nov. 17, 1948 | 
Flight operations: R. E. Dickeson | Mar. 4, 1954 
Contract and administrative expense: 
D. L. Rodewald | Nov. 15, 1954 
S. J. Simon » 29,1953 | J 
Corporate officers: 
W. T. Rassieur . 10, 1953 | 
8. Teller | June 1, 1954 | 








NotEe.— The above list includes salaried employees only. 


Mr. Héserr. A question, Mr. Gross, on General Quesada. 

Mr. Gross. Yes. 

Mr. Hésert. He came to your company in which year? 

Mr. Gross. Our records show that Elwood R. Quesada retired 
from the Air Force in October 1951. He was elected to the Lockheed 
Aircraft Corp. board of directors on May 5, 1953, and employed as 
vice president and general manager of our missile systems division 
on December 1, 1953. 

Mr. Hfésert. Which company did he come from? 

Mr. Gross. He came from a subsidiary of the Olin Industries, 
which my recollection tells me was the Frost Lumber Co. 

Mr. Courtney. There is an act known as the Quesada Act. 

Mr. H&ésert. What does that do and what does that say? 

Mr. Courtney. That takes away some of the short retirement 
privileges. 

Mr. Browne. Mr. Quesada, as Mr. Gross has stated, first went 
with Olin Industries. During that time he became a director of the 
Lockheed Corp. 

Mr. Héserr. He did become a director of Lockheed? 

Mr. Gross. Yes. But the point is this, sir: He had nothing to 
do with these contracts. He was not in a sales capacity. We did 
not hire him out of the services. He was a director first and then an 
employee later. 
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Mr. Héspert. As Mr. Courtney suggested, at the time he retired, 
I think he was the youngest general of his rank that did retire. 

Mr. Gross. I don’t know. 

Mr. Gavin. May I ask a question? 

Mr. Hésert. Mr. Gavin. 

Mr. Gavin. Any other executives on your board of directors that 
have a military background—admirals or generals? 

Mr. Gross. No, sir; none. 

Mr. Gavin. None? 

Mr. Gross. None. 

Mr. Hésert. Mr. Hess. 

Mr. Hess. I would like to ask just one question to clear up a matter 
here, Mr. Browne. With reference to your incentive plan, do I under- 
stand that the stockholders voted for this incentive payment plan to 
be paid out of profits after taxes? 

Mr. Browne. That is correct. 

Mr. Hess. At the end of your year, when you determined the 
amount of your profit, the directors determine the amount that 
should be paid out in dividends to the stockholders, and then another 
certain amount to be paid out as an incentive plan? 

Mr. Browne. That is correct. 

Mr. Hess. Are these payments of the incentive plan charged 
against the Government contracts? 

Mr. Browne. I would phrase my reply this way, that we have 
never received a payment from the Government for any portion of the 
management incentive plan. 

Mr. Hess. You never have? 

Mr. Browne. Never have. 

Mr. Hess. You are being renegotiated, as I understand, by the 
Board? 

Mr. Browne. Yes, sir. 

Mr. Hess. And there has been no determination on any of the 
years as yet? 

Mr. Courtney. Any of these 4 years. 

Mr. Gross. None of these years; no, sir. 

Mr. Hess. If there is a determination and the determination shows 
that you owe a certain amount of money back to the Government, 
that is going to have to be taken out of your surplus account? 

Mr. Browne. That is correct. 

Mr. Gross. I have to say, sir, for the record, in all frankness, that 
we believe that these incentive plans are very beneficial to the Govern- 
ment and that they should be considered an element of cost. 

Mr. Hess. I think a lot of corporations that don’t have any Govern- 
ment business have gone into the incentive payment plan. There is 
no question about it. 

Mr. Gross. The services are very stern with us about it, and we are 
constantly pressing our case, but we have received no encouragement 
from them that they will be allowed. 

Mr. Hess. But you are going to continue them even though they 
are not allowed? 

Mr. Gross. As a matter of conscience—oh, of course. For your 
benefit, we are going to say that these incentive plans are kept in. 
If we have to pay them out of our own pocket, we will. But we feel 
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that they are so beneficial to all concerned, that frankly, you ought to 
put in with us and share with us. 

Mr. Hess. That is all. 

Mr. Gross. However, this is something we have to struggle on with 
the services. They are very stern with us, and we are constantly 
disputing the matter with them. 

Mr. Hess. As I understand, Mr. Browne, the plan is to spread this 
payment plan over more emplovees of your company? 

Mr. Gross. Yes; we believe that it should have broad application. 
It is not as broad as some plans. It is in no sense a profit-sharing 
plan. This is a plan that is supposed to reward unusual performance. 

I would like to say that just the way this thing is operated, I think 
you gentlemen might be interested to know that our company has 
either given back to you or not taken from you a total of, I think, 
about $160 million, some $25 million of which our California division 
has actually refunded you in a check and the other one hundred-odd- 
million dollars were moneys that we did not require you to assign to 
our contracts. 

In other words, we had underruns of contracts. We produced the 
airplanes for one-hundred-and-some-million dollars less than we and 
the services thought they would cost. 

I have a feeling that no small amount of the performance along 
these lines in these savings was made possible by the existence and 
the knowledge that these boys had that this thing was out in front 
of them and if they worked for it, they were going to get it. 

Mr. Hess. When you had these savings, a certain portion of that, 
under the terms of your contract, went back to the company? 

Mr. Gross. Of course. 

Mr. Hess. That was the reason you decided on this incentive 
payment. I agree with you. I think it is a very good plan. 

Mr. Gross. I shouldn’t belabor the point, but we are going to 
continue this as long as we can. 

Mr. Héserr. Mr. Gavin. 

Mr. Gavin. May I ask, Mr. Browne, what is the total amount of 
contracts that are yet to be renegotiated, in dollar value, and how far 
back do they extend? Each year and on what contracts, so that we 
have the total amount. The other day there was a corporation 
before us here that had $1,688,000,000 that was to be renegotiated. 

Mr. Browne. The last year for which we have been cleared is the 
year 1951. We have $396,857,436 in 1952; $756,432,272 in 1953; 
$643,093,857 in 1954; and $545,762,762 in 1955, still subject to 
renegotiation. 

Mr. Hess. Is that all Government? 

Mr. Browne. That is all Government. 

Mr. Gavin. What is the total? 

Mr. CourtNEY. $2,342,146,327. 

Mr. Gavin. And it extends back to 1951, you say? 

Mr. Gross. 1952. 

Mr. Gavin. This is 1956. Don’t you believe it is about time that 
these negotiators get together with you and get these contracts deter- 
mined and settled up and the money returned to the Government 
that the Government is entitled to? 

Mr. Browne. It would relieve our minds of a great area of doubt. 
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Mr. Gavin. There is no dilatory tactics on your part to expedite it. 
You are ready to do business if the Government is ready to do business 
on this $2% billion worth of contracts; is that right? 

Mr. Browne. For three of the years. With respect to 1955, we 
have not filed a report as yet. It is not due. 

Mr. Gavin. But back in 1952—this is 1956. Some of them are 
getting a little old, and I think ought to be settled up. 

What amount does the Government permit you on progress pay- 
ments on contracts, after you reach your target objective and the 
price is determined—approximately what amount does the Govern- 
ment advance you? 

Mr. Browne. We get on our fixed-price contracts 75 percent, in the 
form of progress payments, against the expenditures as they are made. 

Mr. Gavin. On finished or unfinished contracts, is it? 

Mr. Browne. On unfinished contracts. 

Mr. Gavin. The point I am getting at, with your increased 
capitalization of some $30 million and your net worth up around 
$97,777,000 do you think it is necessary that the Government make 
these progress payments to you to furnish you the money to operate? 
It is about time you would be operating under your own power and 
steam rather than Government advancing the money to you on these 
contracts. 

Mr. Gross. Sir, if I may speak to that, the financial loads in 
operating a big aircraft establishment these days is becoming literally 
overwhelming. And frankly, far from having the 75 percent reduced 
in any way, it threw a big burden upon us financially as an industry 
when the progress payments were reduced from 90 to 75 percent. 

It might interest you to know that our own problems in our company 
today, in financing the work in process and the expansion that we 
have in mind and the rare expenses that we know we must face up 
to, is a tremendous undertaking. 

We have, as Mr. Browne told you-——we sold some $30 million worth 
of convertible debentures, just to get ready and build up our working 
capital. But you might be interested in knowing that we are in the 
process now of talking with our financial institutions, and we know 
that in the next year or so we must arrange credits for the carrying 
of our work in process of at least $100 million. 

We feel that we probably will have to raise in one way or another 
25 or 30 million dollars, possibly by the sale of other kinds of—of 
some kinds of securities. 1 must tell you that to run a business with 
800 or 900 million dollars worth of sales a year, we not only need 
75 percent, but need more. I do hope, sir, that you gentlemen will 
take that into consideration when you make your recommendations. 

I feel that we must stand on our feet more and more as an industry. 
And this company, the Lockheed Aircraft Co., is determined to do 
so, and we are doing everything we know how to do. 

Mr. Gavin. That is exactly the point I am driving at. Your net 
worth has jumped from $55 million in 1951 to $97 million in 1955. 
Even though I realize it is a gigantic enterprise, nevertheless as you 
say, I think you ought to start to stand more on your own feet and 
arrange your own financing rather than the Government arranging 
it for you. 

Mr. Gross. Yes. 
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Mr. Gavin. I just think you are making great progress, and we 
are pleased to see the progress you have made. You are turning in 
a very fine performance. However, I do think, as you say, you 
ought to now start to arrange your own finance structure to meet 
the demands that will be made upon you over the next several years. 

Mr. Browne. Mr. Gavin, may I supplement Mr. Gross’ answer 
to that? 

Mr. Gavin. Yes, sir. 

Mr. Browne. With respect to these progress payments as made by 
the services, I think it should be noted that to the extent that they 
reduce the capital requirements of the business they tend to lessen 
the profit rate that might be paid otherwise. 

It is generally found in the contracting industry, whether it be for 
buildings or for oil wells or for tank farms or gas lines or airplanes, 
that the customer prefers to finance the construction of the product, 
so that he does not have to stand the charge upon the permanent 
capital of the corporation. 

At least I have advocated that before the services, that it is one of 
the factors that enables the services to procure airplanes at a profit 
rate that returns to the contractors around 2 percent after taxes. 
Were the permanent capital to be required in the industry to finance 
all of the work in process, it would be a much larger profit rate | 
required. 

Mr. Gavin. That may be so. But, nevertheless, you are operating 
with $102 million worth of Government plants and equipment. I[ 
fully realize that it would cost more for the plane if you were set up 
with your own capital structure, that you could operate to its freedom 
without Government assistance. 

But, nevertheless, I just think we want to get the Government out 
of financing these corporations just as quickly as we can. 

Mr. Browne. From our standpoint, and I think you will agree as 
a matter of an objective, that we want to put all of the financing, all 
of the equity, in our business that our forecast of the future business 
will support. 

Mr. Gavin. I have one more question, Mr. Chairman. On your 
subcontracts; how do you handle them? Say you are going to sub- 
contract a job. Do you just pick out somebody who may be eminently 
qualified to do that job and turn over the proposal to him and permit 
him to establish a price, or do you have competitive bidding so that 
everyone in that particular phase of the industry may have an oppor- 
tunity to bid, or do you just pick out somebody promiscuously and 
turn the business over to him? 

Because in the final analysis, the point I am trying to make: If you 
did follow it along that line, why then, there would be no competition. 
And the taxpayer is paying the money, because it is a cost-plus job and 
it makes no material difference to you in the final analysis what price 
he establishes in subletting his contracts. I would like to have your 
thinking. 

Mr. Gross. In the first place, the services are very stern with us in 
this matter of subcontracting. In the last few years it has come more 
and more into the picture. We are in effect being required to sub- 
contract. I want to get that straight. 

Mr. Gavin. Yes. 

Mr. Gross. The Air Force and the Navy insist that we subcon- 
tract. Sometimes it is actually written in our contracts, that we 
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must recognize the value of subcontracting. At times, the Air 
Force and the Navy have tried to require us to name a percentage. 
At any rate the Lockheed Aircraft Corp. has been very generous in 
its subcontracting policies. We have subcontracted anywhere from 
35 to 50 percent of our business for quite some time. 

As far as picking out a subcontractor is concerned, I can assure you 
that we are very, very discriminating in where we place our business. 

If we are going to do a major subcontracting job, that is to say a 
large portion of the plane, a wing or a tail or something of that sort, 
we never fail to get several propositions from various manufacturers. 
But not just everybody can make one of these things. 

Mr. Gavin. I fully realize that. Those that are qualified in that 
particular field, in that phase of the operation—you do get maybe 
several bids before you pick out one and let him determine the price. 

Mr. Gross. In our own interest and in yours, we are very, very 
careful about this point. In the first place, we make the Lockheed 
airplane and the Lockheed airplane carries our name, no matter how 
many bits and pieces are made by other people. When we turn it 
over to you, you look to Lockheed for quality. We are going to be 
very sure that the people that we subcontract our work to keep up 
and meet our standards. That is one thing. 

Mr. Gavin. That is true. But the policy—it is a policy. You do 
that in all phases of the operation of the building of an aircraft, 
regardless of what phase it may be, that vou give all in that particular 
field the opportunity to bid. The point I am trying to make is this: 
If you just determine upon some subcontractor and set up the project 
for him and then he determines the price, in view of the fact it is 
cost plus with you—with the Government— it doesn’t make anv 
material difference. 

You are going to receive your particular share of it. You are 
getting the best quality of goods for the lowest price, that is what I 
am driving at. 

Mr. Browne. Yes. 

Mr. Gavin. In all phases of the work. 

Mr. Gross. Yes. The services are on us all the time about this. 
We have to submit our subcontracting prices to them. They have 
to approve it as an element of cost. It has to be approved by them. 
This is a very competitive matter. 

Mr. Gavin. I am glad to hear you say the services also approve of 
these subcontracts on these various phases of the industry. 

Mr. Gross. Indeed they do. 

Mr. Courtney. That is all over $25,000, Mr. Gross. 

Mr. Gross. Yes. 

Mr. Browne. I want to add one thing, that from the standpoint 
of the competitive nature of our business, it is of much concern to us 
to have the end product, the cost of the end product a reasonable price, 
and if this 40 percent subcontracting is not done upon a businesslike 
basis, with interest and cost reduction, it can run the price of the total 
product to the Air Force or to the Navy to such a figure as to lose the 
business to us. 

We are just as much interested in the cost and cost saving of our 
subcontractors as we are within our own enterprise. 

Mr. Gavin. That is right. Thank you, Mr. Chairman. 

Mr. Courtney. Of course, it would affect your incentive breakage; 
would it not? 
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Mr. Browne. Most of the subcontracting, the major ones, are not 
included in that. But we have yet our concern from our desire to 
continue in business with the particular products which we are selling. 

Mr. Hépert. Mr. Bates. 

Mr. Bates. Mr. Browne, what was this 8 percent that you referred 
to on the T-33? Was that an estimated, allowable profit? 

Mr. Browne. That was the starting contract profit rate. 

Mr. Bates. That is rather optimistic compared with the other 
figures which you have given us. 

Mr. Browne. By the time it goes through disallowances and net 
after taxes, it gets down a little further. 

Mr. Barres. No; I am talking about the before taxes figure. It isa 
little bit optimistic. 

Mr. Browne. With the actual sharing, I believe that the end figure 
upon this contract—with the disallowances added up—ended up 7.6, 
so after taxes it would be 3.8. 

Mr. Bares. You did a little better on that one than on the others. 

Boeing, when they were before the committee, did give some 
information comparing their profits with other mdustries, et cetera. 
You were about to indicate vour overall profit, which is bevond the 
purview of this committee. But I think for comparative purposes, it 
would be interesting to have it, if vou wish to make it available here. 

Mr. Browne. I would be very happy to give it, Mr. Bates. 

The profit net after taxes for the 4 years, expressed as the percentage 
of sales, was 2.1 in 1952; 1.9 in 1953; 3.1 in 1954; and 2.6 in 1955. 

Mr. Héserr. That is military? 

Mr. Browne. That is all. I believe Mr. Bates asked for all 
did you not? 

Mr. Hépert. No; the question that Mr. Bates asked was the 
reflection of another question which was asked of the previous 
witnesses. 

Mr. Browne. Yes; I have responded to such a question previously. 

Mr. H£BE rT. To bring it into focus now, I think Mr. Bates would 
like that in comparison to your commercial profit; is that correct, 
Mr. Bates? 

Mr. Bares. Either that, or the total, either one. 

Mr. Hésertr. Compare them. 

Mr. Bates. If you have your commercial, I would like to have that, 
if that is available, or your overall percent. 

Mr. Gross. We did not—we understood that the commercial 
business was not actually a part of this investigation. So we didn’t 
bring any detailed figures. 

Mr. Hésert. No. 

Mr. Gross. But I would just like to make a statement about that, 
because I know what you would like to have information on. 

By and large, our military and commercial profits will average 
out about the same. 

The commercial airplane business is a somewhat different business. 
We start out on it by spending enormous sums speculatively for 
development, and in the early stages of any commercial program we 
frankly deliver the airplanes at a loss. 

Mr. Bates. Yes. 

Mr. Gross. If we can keep going long enough and sell enough 
of them and get enough of a run, sooner or later we get down into the 


black ink. 
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Mr. Bares. Yes, we understand that. 

Mr. Gross. And in the end it will about average out. There are 
times when our commercial profits—right now, for example, on some 
phases of the Constellation I suppose we probably make two times or 
even two to three times as much money as we might make on a military 
airplane. But on the other hand, in the early stages we will lose. So I 
think vou have to take as a generalization that it is about a standoff. 

Mr. Bares. I see. 

Mr. Gross. However, if vou want any detailed information we 
would be glad to give it to you. 

Mr. Héperr. Mr. Gross, Mr. Bates was not probing to that extent. 
| think he made it clear. Of course, you do not have to answer the 
question. 

Mr. Gross. We want to. 

Mr. Bares. I thought Mr. Browne was about to read off those 
figures a while ago. 

Mr. Hépertr. Because the testimony before the committee prior 
to vour appearance has been—and I think it was the Douglas Co.—was 
1.77 on military and, I think, 6 percent on commercial. However, 
taking into consideration exactly the prior considerations which you 
have indicated, in research and development of the plane 

Mr. Gross. Yes. 

Mr. Hérerr. But the end product, after these lower valleys had 
been cleared away, it came to about 12 percent, | think it was, before 
taxes and about 6 percent after taxes, or almost 3 times a profit over 
the military. Now, would you change your estimate to say that after 
you have cleared the valley, the low valley, that you would come to 
about three times more than the military contract? 

Mr. Browne. | would answer your question this way, Mr. Hébert. 
We have recorded to date a substantial loss upon the Constellation 
series of airplanes, which is our current commercial model. Cur- 
rently we are recording the model at a profit in excess of what we are 
getting from the services. It is about, just short of 10 percent. 
However, at this point we are not yet out of the woods and we still 
have a loss upon the whole Constellation model. 

Mr. Héperr. That answers it. 

Mr. Gross. We lost $40 million on that model and wrote it off, 
vou know, in 1946. We will never get that back. 

Mr. Bates. Mr. Chairman, I just wondered if the representatives 
here actually understand all of the ground rules—I am sure I do 
not—pertaining to what the contracting officer allows and what the 
Renegotiation Board allows. Do you really understand what items 
are allowable and which are not? 

Mr. Gross. We have a pretty good idea. 

Mr. Browne. I think I have a general understanding, Mr. Bates. 
I think in the first place, I would observe that insofar as renegotiation 
is concerned, it is tied pretty much to the tax statute, the Internal 
Revenue Code, and will be conducted upon those standards. 

That is in some cases considerably different than what is found in 
your contractual proceedings with either of the services. 

Mr. Bates. Which is rather a strange situation to me. If the con- 
tracting officer is going to permit certain things or deny it, why should 
any other group differ from that on the same contract? It seems to 
me you should have a consistent policy all the way through. 


74721—536——_79 





2536 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Mr. Hféserr. Anything else? 

Mr. Bares. I would like to just get his comments on it, Mr. Chair- 
man. 

Mr. Browne. There are some interesting oddities on that. I guess 
the most outstanding occurred during World War II in renegotiation. 
During World War II we had the original form of necessity certificates, 
which in those years permitted the writeoff of the facility costs over 
a 5-year period, 20 percent.per vear. The services, in their handling 
of those costs, never allowed anything more than the normal depre- 
ciation. We didn’t like it, but we couldn’t negotiate the contracts 
in any other form. 

Yet that writeoff privilege for taxes, and I think in terms of deter- 
mining what was excessive profits, had been written into the tax 
statutes, which renegotiation was tied into. 

The difference was occasioned by the interest of the services in 
getting the product at a cheaper price. If any mistake was made, it 
was on the part of the aircraft industry in not standing firm in re- 
covering it. But the only time any recovery was made was when 
there was an effective renegotiation, which then allowed the excess 
over normal depreciation up to the 20 percent to come through as an 
element of cost. 

Mr. Barss. I think, though, Mr. Chairman, after we finish these 
hearings, we should—or during the process of the hearings, we should 
get a breakdown of allowable items and nonallowable items and try 
to bring this thing just as closely together as possible. 

Mr. Héserr. We intend to do that, Mr. Bates. 

Mr. Bares. I have no further questions. 

Mr. Héperr. Mr. Courtney, do you have anything else? 

Mr. Courtnry. You spoke, Mr. Gross, of the $160 million of 
refunds or refundable items as a result of the many redetermination 
contracts that you have. 

(Mr. Gross nods.) 

Mr. Courtney. How is that account handled? Is it on an annual 
basis or is it—in what precise way do you get to the point of adjusting 
the account between the Government and yourself? 

Mr. Browne. It depends upon the form of the contract. Here I 
would like to amend the figure which I erroneously gave to Mr. Gross. 
The combined figure is about $180 million. $162 million of that, 
approximately, was a reduction in the first two B—47 contracts at our 
Marietta operation. Because those were CPFF contracts and 
hence no money was received from the Government unless we had 
expended it, it represents only a freeing of the allocation or the ap- 
propriation, the freeing of the contractual occasion held by the Air 
Force. 

Mr. Gross. It is money you can use for other purposes. 

Mr. Courtney. In other words, that is not company—— 

Mr. Browne. He never got it. 

Mr. Courtney. In the hands of the company. 

Mr. Browne. No, it was never in the hands of the company. 

Mr. Gross. But on the other hand, it is money which you didn’t 
think you could count on, but you are going to have it to spend on 
something else. 

Mr. Courtney. I was concerned at this point so far as your balance 
sheets are concerned. 
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Mr. Browne. In the case of the-——— 

Mr. Courtney. With moneys that got into your hands and which 
you have te carry in some kind of an account. 

Mr. Browne. Those are found in the California division. They 
are set up on the balance sheet as we estimate them and are finally 
returned to the Government upon completion of the contract nego- 
tiation. 

Mr. Courtney. You mean negotiation or redetermination? 

Mr. Browne. Redetermination, sir. 

Mr. Courtney. Let’s be clear, too. We have spoken of renegotia- 
tion under a statute of the United States as distinguished from rede- 
termination under a contract clause. 

Mr. Browne. No; these that we are talking about as being returned 
relate to redetermination under the target provisions of fixed price 
incentive contract. 

Mr. Courtney. With respect to redetermination. Are you eur- 
rent so far as your contracts are concerned on redetermination? 

Mr. Browne. I believe we are, sir. 

Mr. Courtney. So you are able to reach a firm conclusion as to 
profit and costs? 

Mr. Browne. Yes. 

Mr. Courtney. On the contracts in work? 

Mr. Browne. I didn’t mean to say all of them. Certainly on the 
contracts that we have looked at, we were able to do that. We have 
gone through the final redetermination called out by the contract. 

However, we have many contracts in process, some of which only 
have the tentative target established and others have the final target 
established, but no redetermination as yet, and they are at all phases. 

Mr. Courrney. Considering the 4-vear period and the lag, would 
you or would you not say that redetermination is up to date under 
the contract clauses? 

Mr. Browne. With respect to the contract terms as to when it 
should be performed, | would say that everything is up to date. 

Mr. Héserr. Your contracts, your principal military plane supply 
is the transport plane, the Constellation; is that correct? 

Mr. Gross. No, sir. We have quite a varied list of military models. 
We have for the Air Force made some cargo planes, transport planes, 
and cargo planes. 

In California and in Georgia, the medium range turboprop cargo 
plane. In California we are about to launch our new high-perform- 
ance fighter, the F—104. 

Mr. Héperr. Let’s take them individually so we will have them 
pretty well focused. 

Mr. Gross. Yes. 

Mr. Hépnerr. You didn’t read the statement through. It is in 
the statement. 

Mr. Gross. Yes. 

Mr. Hésert. Does that show the cost—that is what I wanted to 
get to. 

Mr. Browne. No; it does not show the cost. 

Mr. Hénertr. That is what I wanted to get in the record. Let’s 
start with your Marietta plant. What are you doing there? 

Mr. Gross. At Marietta we are building under license from the 
Boeing Airplane Co., the B-47 medium range jet bomber. 
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Mr. Hésert. What is your target cost of that? 

Mr. Courtney. It is all in the report. 

Mr. Gross. It is all in the questionnaire. 

Mr. Courtney. Mr. Chairman, may the record be completed with 
the addition of all of the detail which has been supplied in answer to 
the questionnaire with respect to this company? 

Mr. Hféspertr. Without objection, that will be included in the 
record. 

(The information above referred to is as follows:) 


LOCKHEED AIRCRAFT CORP. 
OUTLINE OF ACCOUNTING 
I. SEGREGATION OF COSTS 


Costs are segregated by the company for accounting purposes and for costing 
contracts as follows: 
A. Divisions 
Operating: 
1. California division. 
2. Georgia division. 
3. Missile systems division. 

Corporate: The total operating expense of the corporate organization is redis- 
tributed to the operating divisions and such costs are reflected in the administra- 
tive overhead of each operating division. The California division is engaged in 
both military and commercial business whereas the Georgia division is entirely 
military business. The information requested has been submitted by divisions 
as it is believed that such answers for the whole company would be inaccurate 
and misleading. 

B. Direct costs 
1. Direct labor. 
2. Material. 


> 


3. Other direct costs. 

Overhead 

1. Operating: 
Manufacturing. 
Engineering. 

2. Contract and administrative and spare-parts-handling expense. 


Il, ALLOCATION OF COSTS TO SALES 

Sales contracts are of the following types: 

Military 

1. Fixed price. 

2. Fixed-price incentive. 

3. Cost reimbursement (CPIFF incentive). 

B. Commercial 

1. Fixed price. 

Fixed price military airplane sales are costed at an estimated cost to manufacture 
based on a percentage of profit constantly followed throughout the life of each 
contract. Such percentage of profit is adjusted, if necessary, every 6 months or 
oftener, retroactive to the beginning of the contract. When determined, the 
difference between the actual cost to manufacture and the estimated cost is 
charged or credited to cost of sales. 

Manufacturing cost includes direct costs and applicable overhead. 

Operating overhead is applied to work in process on the basis of direct labor 
hours on all commercial and military fixed-price and cost-reimbursement-type 
contracts. 

Contract and administrative and spare parts handling overhead is treated for 
accounting purposes as a reduction of gross profit. However, for statistical cost 
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purposes, contract and administrative overhead plus applicable other income and 
deductions is allocated to contracts on a direct labor hours basis. 

On cost-reimbursement contracts that provide for reimbursement of overhead 
at negotiated fixed rates, the applicable overhead is applied at the established rate 
per direct labor hours and the variance is recored as adjustments of sales. 


III. ALLOCATED COSTS VERSUS REIMBURSED COSTS 


As stated above, direct costs are charged direct to contracts and overhead is 
allocated to all contracts on a direct-labor-hour basis, whereas cost reimbursement 
depends upon the type of contract, e. g.: 

1. Fixed price or cost reimbursement. 
2. Provision for negotiated fixed overhead rates. 
3. Allowability of specific items of cost. 


LIMITATIONS UPON USE OF CONTRACTUAL PROFIT AND Loss FIGURES 


Lockheed’s method of reporting income and allocating costs, while based upon 
generally accepted accounting principles, is also based upon certain fundamental 
assumptions and the use of the results derived therefrom in any specific instance 
requires a validation of the underlying assumptions in order to achieve acceptable 
conclusions. 

By way of illustration, consideration need only be given to some of the major 
assumptions, listed below: 

Direct labor: While actual labor costs of specific workers upon a given project 
are charged thereto, the company’s union labor agreements require equal disper- 
sion of seniority (and hence, generally, skill) between contracts under production. 
This results in an average application of labor and costs thereof. In periods of 
expansion or contraction, the costs or savings resulting therefrom are spread over 
all contracts without any direct application thereof to the contracts responsible 
for the change. 

Facility costs: These are spread over all contracts without reference to actual 
use. Thus the costs associated with acquisition or disposition of marginal facil- 
ities in expansions or contractions are averaged over all contracts without any 
direct application to the contracts responsible for the change. 

Overhead: The company makes no distinetion in its overhead pools between 
military and commercial production. Thus, costs which might be said to be 
associated solely with one type are nonetheless spread over all business. For 
example, the added indirect costs associated with the assembly and test flying of 
military airplanes at the Air Force Palmdale Airport are spread over both military 
and commercial contracts. 

The effect of these factors can be presented in an overall illustration. In a 
situation where added volume of business would produce a larger total profit, 
the added costs of the additional business, occasioned by use of marginal em- 
ployees and facilities, would be spread over all work, even though this would 
result in converting existing business from a profit to a loss. 

Thus, if the expansion were military in nature, the added costs thereof would 
not be charged to the causative contracts. 

Consideration of these underlying factors, therefore, must be considered in the 
development of any information or conclusion from the specific contract costs. 


STATE OF CONTRACTS 


No report has been made on contracts on which there have been no deliveries 
and no target prices established. 

Costs and profits reflected on incompleted contracts, to a large extent, repre- 
sent estimates which are subject to adjustment. 

For reasons cited above, the costs reported on a specific contract or model reflect a 
generally accepted policy of cost distribution but may not reflect the proper dis- 
tribution of the true economic costs of production of all contracts of the company. 
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List of officers earning $20,000 or more in salary and management-incentive 
compensation 





J 
| 1953 | 1954 | 


ferred 
1952 * is Mem | Deferred 
salary | | Manage- Manage-) Manage- portion 
. Salary ment-in- ment-in-| ment-in-| of award 
i ” centive centive | centive 

plan plan plan 


Name and title 
Salary Salary 





-——-——| 


Robert E. Gross, president__'|$118, 800 |$130, 680 __..|$125, 928 |$12! } 
Courtlandt 8. Gross, execu- | | 

tive vice president_.__.____| 89,100 | 98,010 ----| 94, 446 $8 
C. A. Barker, Jr., treasurer | 

and vice president of fi- | } | 

nance._..__.- Sie _| 83,700 } 92,070 , 722 | 98)71 ; ae 
Cyril Chappellet, vice presi- | } 

dent ofadministration._._.| 64.800 | 71, 280 -.| 68, 688 
D. J. Haughton, vice presi- | 

dent and general manager 

of Georgia Division __ | 35,166 | 80, 588 fe 262 
Hall L. Hibbard, vice presi- | 

dent of engineering - -- .| 64,800 , 280 38, 688 
Burt C. Monesmith, vice | 

presidentand general man- | 

ager of California Division_| 24, 300 | 
Elwood R. Quesada,‘ vice 

presidentand general man- | 

ager of Missile Systems 

SE DEE IE te) rele Mies scp dncniallt ack aes . ‘ : ae 
Carl B. Squier, vice presi- | | 

dent of sales_ 5 _| 56,700 
D. E. Browne, comptroller 32, 400 : 38, 
L. W. Wulfekuhler, secre- 


1 $50, 000 


, 000 2 32, 000 


1 30, 000 


= 19, 200 


3 20, O83 


2 16, 000 


314, 800 


117,000 
39, 500 


re. .-.> > -| 23,018 | 30, saease 26, 
H. R. Campbell, assistant 

treasurer _ _-._--_-- 31,476 | 33, $12,286 | 33, 
James V. Carmichael, vice | | 

president 

.. V. Sampson, assistant | 

secretary -..-- ‘ 20, 70% 7, 957 30, 801 
H. J. Brown, assistant secre- 

tary - bodies 
R. J. Osborn, assistant secre- 

tary. 4 i 





672,152 832, 839 20, 243 ¢ 811, 513 26,810 | 820, 675 77, 547 208, 583 


1 Deferred award to be paid over 5 years starting in 1957, subject to continued employment and other 
contingencies. 


? Deferred award to be paid over 4 years starting in 1956, subject to continued employment and other 
contingencies. 


3 Deferred award to be paid over 2 years starting in 1956, subject to continued employment and other 
contingencies. 
* Resigned Nov. 20, 1955, 


Question 10,—Strock Ricuts 


In March of 1948, the board of directors of the company adopted a stock 
purchase plan for employees to encourage a sense of proprietorship on the part of 
those responsible for the continued growth of the company and to stimulate their 
personal interest in the broader development and greater financial success of the 
company. 

The plan, approved by the shareholders in May of 1948, permitted the board 
of directors to grant options without cash consideration to officers and key em- 
ployees of the company and its wholly owned subsidiaries for the purchase of an 
aggregate of not to exceed 100,000 shares, the number of shares before a subsequent 
2-for-1 stock splitup effective in June 1951. 

Under the plan, a group of 5-year options covering 68,500 shares (before stock 
splitup) was granted in May 1948, and another group of 5-year options covering 
26,500 shares (before stock splitup) was granted in May 1951. The preceding 
number of shares are exclusive of options terminated and became exercisable, in 
varying portions, in 1948, 1950, 1951, and 1953. The individuals receiving the 
options, as well as the number of shares included in each option, were determined 
by a committee of the board of directors (no member of which committee was 
eligible to receive an option) upon the bases of salary, length of service, responsi- 
bility, and other relevant considerations and as approved by the board of directors. 
An additional single 3-year option covering 1,500 shares (after stock splitup) was 
granted in November 1953. Options covering 7,000 shares (before stock splitup) 
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under the first group of options were granted to 4 of the then officers of the 
company. An aggregate of 6,500 shares (after stock splitup) under the second 
group of options were granted to 4 officers of the company. No options have 
been granted to officers who were members of the board of directors or to other 
directors of the company and no individual received options in excess of 5 percent 
of the total shares authorized to be issued under the plan. 

The options were granted at a price per share approximately equal to the market 
value on the granting dates. Hence, the company has taken the position that 
no compensation was presumed or involved in connection with the plan and that 
no element of compensation need be considered since the purchase price was not 
lower than was reasonably required to secure equity capital funds at the time. 
However, in connection with the registration of the shares under the Securities 
Act of 1933, the Securities and Exchange Commission took the position, purusant 
to its accounting requirements relating to compensation involved in stock option 
and stock-purchase plans, that in view of the subsequent increase in the range 
of the quoted prices of the stock after the granting dates, an element of com- 
pensation should be recognized in the accounts of the company. Accordingly, 
the company charged earnings and credited paid-in surplus in the years 1951 and 
1953 with amounts of $399,000 and $159,900, respectively, measured by the 
excess of the market value over the option price of the option shares on the dates 
the option rights were presumed to become the property of the option holders. 
For purposes of this entry, the option rights were presumed to become the property 
of the option holders 30 days prior to the date on which the option holders could 
first exercise the options. This date was selected because the terms of the options 
provide that the options cannot be exercised until the expiration of 6 months 
from the date thereof and provide for the termination of the rights thereunder 
upon the occurrence of either of the following events, whichever first occurs: 
(a) the expiration of 2 years next following the termination of the employment 
of the grantee by the company or a subsidiary by reason of death, disability, or 
voluntary retirement without the intention to engage in other business activities; 
or (6) the expiration of 30 days following the termination of such employment 
for any other reason. The aforementioned amounts have not been charged to 
or claimed as costs under any of the contracts held by the company. 


Model F-49 contract No. 





Description 
AF 33 (038) AF 33(038) | AF 33(038) | AF 33(038) | AF 33(038) 
1847 9844 ‘ 11205 14805 





Total charged as selling expense,! 
allocated to contract at a rate per | | 
hour $306, 457 { 2 $364, 169 $706, 22 $481, 505 
Total disallowed including selling 
expense ! on the contract } 269, 611 | 228, 233 | 267, 480 710, 765 | 569, 916 
Contribution or dues! paid to a | 
trade organization or a public in- | 
formational media. (See p. 2524 | } 
oftestimony.) Amounts allocat- 
ed to contract at a rate per hour_-| 8, 37 5, : 3, 277 7, 527 8, 549 
Total disallowed including contri- | 
butions or dues ! on the contract_| 269, 28, 233 | 267 710, 765 | 569, 916 
Consultation or advisory fees ' do | | 
not include recurring expendi- 
tures in the normal course of busi- | 
ness such as: auditing and ac- 
counting fees; outside tax services; 
outside legal fees; retirement 
plan trustee fees; and stock trans- | 
fer and registration fees. 
Amounts reported represent con- | 
sultation or advisory fees paid to 
business consultation firms or in- 
dividuals retained to consult | 
with or give advice on manage- | 
ment, organizational or operating | 
problems. Allocated to  con- 
| tract at a rate per hour--- 11, 653 11, 651 8, 847 19, 941 
Total disallowed including consul- | | 
| tation or setaied fees ! on the | | 
| contract ; yen 301, 805 | 251, 029 | 301, 086 827, 934 


1 See footnote, p. 2540. 








Ques-| 
tion | 


No. 


PRODUCTION COSTS AND PROFITS 





Model F-49 contract No. 





| AF 33(038) | AF 33(038) | AF 33(038 


| 
i 
| 


1847 


| 





} ‘ . 
Traveling and entertainment ex- 


pense ! allocated to contract at a | 


rate per hour. It is the policy of 
the company to exclude all enter- 


| 


tainment expense in negotiating | 


reimbursable 
contracts ‘ 

Total disallowed including travel- 
ing and entertainment costs ! on 
the contract - 

Total profit recorded to. July” 
1955 by contract 
spares) - 


( et, Ro 


costs of military | 


5 | Profit recorded per airplane ‘(not | 


including spares) ‘i 


Amount claimed for depreciation. 1} 


Allocated to contract at 
per hour . 

Total disallowed including ‘depre- 
ciation ' on the contract : 

Is any amount carried in any ‘other 
item or category on the books as 
reserve for depreciation, past, 
present or future, 
similar accumulation of funds? 

Amortization! allocated to con- 
tract at a rate per hour 

Total disallowed including amorti- 
zation ! on the contract 

Is any reserve for true amortiza- 
tion carried in or as a part of any 
other item on the books? 


a Tate 





or any other | 


, 192 | 


, 805 


, 826 


, 012 


None 


375 


301, 805 


None 


$106, 326 


251, 029 


, 632, 643 


7, 656 


142, 858 


251, 029 


None 
3, 324 


251, 029 


None 


1484 


$137, 


926 


301, 086 


, 546, 250 


4,495 


162, 770 


301, 086 


None 
10, 475 


301, 086 


None 


1 See footnote, p. 2540. 


Question 21. Changes to contracts: 
[Details of all changes are in the subcommittee files] 


Date of 


A F33(038) 1847 
A F33(038)9844 
A F33(038) 14804 
A F33(038) 11205 
A F33(038) 14805 - 
W 33(038) 19283 _ -_- 
A F33(938)9205 
A F33(038) 14806 - 
A F33(038) 23071 
A F33(600)6578_ 
A F33(600) 22282 
A F33(600) 26630 
A F33(600)23362 
A F33(038) 21030 
A F33(600) 22278 - 
A F33(038)30543 
A F33(600) 22286 
A F33(600) 26877 
N Oas 10487 


Model of 
airplane 





N Oas 
N Oas 
N Oas 
NOas 
N Oas 
NOas 
N Oas 
N Oas 
NOas 


N Oas 52- 


NOas 
NOas 


51-026 


51-52 
51-228 
51-453 
52-983 
51-142 


51-655 
51-025 
51-651 - 
763 
53-332 
53-604. - 


First change 


Oct. 


Mar. 


Apr 
Nov 
May 
Apr. 


Mar. ‘ 


July 
June 
Aug. 
Dee. 
Aug. 
May 
May 
Apr. 
Aug. 
Feb. 
Apr. 
Apr. 
Feb. 
Jan. 

Aug. 
Aug. 
Jan. 


Nov. 2 
Mar. 
Mar. 


July 


Mar. 
June 2 
Nov. 


1, 1949 
8, 
4 
1 


1 
U 

9 
) 


6, 
13, 
19, 
17, 
13, 
12, 
10, 

8, 
18, 
10, 
al, 
19, 

1, 
12, 
20, 
18, 
29, 


l, 
27, 
3, 
29, 1954 
), 1954 
26, 1954 


Last cha 


Sept 


Apr. 


AF 33(038 


$404, 476 
827, 934 


5, 590, 331 


37, 842 


386, 222 


None 
41,419 


827 


, 934 


None 


Num- 
~| ber of 


nge changes 


3, 1953 
5, 1954 


5. 1954 
. 1955 


1955 


, 1953 
, 1954 
. 1955 


June 20, 


2543 


AF 33(038 
14805 


$210, 476 
725, 710 


8, 375, 902 


21, 188 


316, 805 


725, 710 


amount of 
changes 


$6, 786, 37 
10, 027, O01 
12, 491, 5 
43, 232, 
85, 694, : 
14, 902, 
1, 789, 
183, 159, 
38, 802, 
25, 693, 75 
4, 542, 
1, 462, 
4, 034, 
94, O78, 
7, 992, ¢ 
1, 699, S87 
&, 035, 
719, 
11, 613, 937 
112, 322, 2 
20, 775, 
24, 123, 
4, 462 
10, 965, 
47, 329, 29: 
39, 438, 9: 
13, 028, 23: 
6, 809, 
11, 683, 
15, 612, 56 
330, 
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Questions 22, 23, and 24. See page 2518 of testimony. 
Question 25. See page 2157 of testimony. 

Questions 26, 27, 28, and 29. See page 2518 of testimony. 
Question 30. See page 2519 of testimony. 

Question No. 31 (see also p. 2528 of testimony and p. 2561): 





} 


Contract 


Description | eae a A i pace ZK oa . 
AF 33(038) | AF 33(038) | AF 33(038) | AF 33(038) | AF 33(038) 
1847 9844 =| = 14804 11205 14805 


Seer . bey 





| 

} 

Amount of salary paid to retired officers of | 
the United States Military Establish- | 
ment and claimed against contracts. } 
(See exhibit F, p. 2528, for detail of | 
names, dates, and amounts): | 


| 
| 
Total claimed direct.__. 

















te A oe ee Cr $254 $195 
Total allocated through overhead______ $2 $2 $53 329 2,116 
Tote tor comirent.. . .. ..0.<cccacccccat 2 | 2 53 583 | 2,611 
| | 7 
LocKHEED AIRCRAFT Corp. 
Consolidated balance sheet, Dec. 31, 1952 
ASSETS 
Current assets: 
OE FE. ES Ge EU EPS. POR SED ORO eR pe A eRe $49, 356, 724 
Accounts receivable: 
U. S. Government: 
Costs and fees under cost reimburse- 
ment type contracts - - - _- __--- $19, 044, 217 
Other GOnttatts.............--.... oe, 110, oer 
52, 159, 604 
Commercial customers and other Swati 3, 849, 642 
Claims for tax refunds, interest on tax 
refunds and renegotiation rebates ae 1, 210, 309 
———— 57, 219, 555 
Inventories: 
pinienied snare parts... 1... 2-5 - 2, 228, 484 
Work in process ae Seer 
Raw materials and supplies__....-..._._.._ 46, 553, 037 


244, 339, 727 
Less: Partial payments received from 
the U. S. Government ___-_-_- 166, 596, 151 


sa 77, 743, 576 
Advances to subcontractors____- A Poe 19, 166, 105 
Less: Partial payments received from the 

ac II oii cen x mc cc > cee _ 15, 952, 443 
+ 3, 213, 662 
—_ 3, 062, 357 











Prepaid expenses _ 


Total current assets... ..........-... F. 190, 595, 874 
Investments, at cost: Pacific Finance Corp oe are 5, 469, 283 
Fixed assets, at cost__________- . 61, 329, 359 


Less: Accumulated depreciation and amortization. 25, 428, 155 





25, 901, 204 
Deferred charges: 


RTD IN ok 3a cl ee nnwme & 1, 097, 716 
NS IS I ser 8 cleat ome a 414, 469 1, 512, 185 














wt 


> 


-_— | ™ Ov 


ww 
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Consolidated balance sheet, Dec. 31, 1952—Continued 
LIABILITIES AND STOCKHOLDERS’ EQUITY 
Current liabilities: 
Notes, payable, banks_-- -- Soy eee oa $46, 000, VOU 
Accounts payable, trade = : , 36, 525, 790 
Salaries and wages ‘ 8, 115, 869 
Federal income and excess profits taxes 10, 141, 089 
Taxes (other than income) ---_- 1, 492, 705 
Advances and deposits received on fixed-price and incentive 
type contracts __- ABS 45, 352, 764 
Other liabilities____-- a See oe 6, 789, 953 
Total current liabilities. _ - 154, 418, 170 
Deferred income, received in partial payments on Government 
fixed price and incentive type contracts ; E 7, 191, 415 
Stockholders’ equity: 
Capital stock, $1 par value: 
Authorized 3,000,000 shares (64,152 shares 
reserved for stock options) _- ae ike 
Issued and outstanding (2,284, 463 shares 
at $1 per share) _- ae : $2, 284, 463 
To be issued, stock dividend (227,696 
shares) _____- on : eta 227, 696 
2, 512, 159 
Additional capital a _ 16, 156, 470 
Earnings retained for use in the business (less 
stock dividends) wer ote es ee 43, 200, 332 
cessemnignensioiann 61, 868, 961 
223, 478, 546 
Consolidated balance sheet, Dec. 31, 1954 
ASSETS 
Current assets: 
oO ee nr ee eT mh ae ne ReeGA SE! Sree $56, 526, 398 
U.  eesedary Beto... Ds Scie cnet ee atate 14, 981, 366 
Accounts receivable: 
U. 8. Government: 
Costs and fees under cost reimburse- 
ment type contracts___..._........ $26, 558, 785 
Other contracts TOOT OR a ie 30, 0: 50, 073 
56, 608, 858 
Commercial customers and other inet 7, 605, 609 
————___——— 64, 214, 467 
Inventories: 
Finished spare parts - - -__- , : 2, 858, 634 
Work in process... ...._.. . nee _ 130, 810, 664 
Raw materials and supplie Box. 32, 313, 576 
165 982, 874 
Less: Partial payments received from the 
U. S. Government ; 66, 256, 702 
- 99, 726, 172 
Advances to subcontractors_ ' 3, 926, 012 
Less: Partial payments receive .d from the 
U. & <severmment...... ~~... . sie 1, 938, 989 
cement 1, 987, 02 
Prepaid expenses. _________---_- ele . 8, 650, 113 
rae _.. 241, 085, 539 
Investments, at cost: Pacific Finance Corp__.____________-_- 5, 469, 283 
Cp eS a ee eee 7. Ta. 852 
Less: Accumulated depreciation and amortization_._ 32, 957, 420 
—_——_. 30, 781, 432 
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Consolidated balance sheet, Dec. 31, 1954—Continued 


ASSETS—continued 


Deferred charges: 
Development costs $2, 881, 479 
Deposits and other 604, 270 


$3, 485, 749 
280, 822, 003 


LIABILITIES AND STOCKHOLDERS’ EQUITY 


Current liabilities: 

Accounts payable, trade $35, 319, 253 
Salaries and wages 12, 354, 783 
Federal income taxes 24, 996, 132 
Taxes (other than income) 1, 692, 173 
Advances and deposits received on fixed-price and incentive 

RD I ii at ans ins eh tt Re 103, 995, 032 
Dividends payable 255, 944 
RIMINI oo Se i sein Oye 8, 946, 141 





Total current liabilities 187, 559, 458 
Deferred income, received in partial payments on Government 
incentive type 4, 426, 037 
Stockholders’ equity: 
Capital stock, $1 par value: 
Authorized 3 million shares (5,180 shares 
reserved for stock options) 
Issued and outstanding (2,696,766 shares 
at $1 per share) 
To be issued, stock dividend (129,421 
pares) ..25:..- ; 


2, 826, 187 

Additional capital 25, 953, 498 
Earnings retained for use in the business (less 

stock dividends) ___ 60, 056, 823 


88, 836, 508 





280, 822, 003 
Consolidated balance sheet, Dec. 31, 1953 


ASSETS 
Current assets: 
Cash $44, 005, 024 
Accounts receivable: 
U.S. Government: 
Costs and fees under cost reimburse- 
ment type contracts. _....--..... $27, 782, 
Other contracts 46, 667, 776 
74, 450, 373 
Commercial customers and other 056 
Claims for tax refunds, interest on tax 
refunds and renegotiation rebates___- -- - 1, 210, 054 
—_—_——— 78, 917, 483 
Inventories: 
Finished spare parts... ........-.-...-.- 2, 449, 595 
Work in process 159, 391, 856 
Raw materials and supplies___-_-_-_-_--- 37, 413, 327 


199, 254, 778 
Less: Partial payments received from the 
U. 8. Government 103, 055, 693 


——___——_ 96, 199, 085 
Advances to subcontractors____...__.___--_- 7, 532, 295 
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Consolidated balance sheet, Dec. 31, 1953—Continued 


ASSETS—continued 
Current assets—Continued 
Less: Partial payments received from the 
U.S. Government 


Prepaid expenses 


Total current assets 
Investments, at cost: Pacific Finance C orp 


Fixed assets, at cost $56, 990, 769 
Less: Accumulated deprec jation and amortization 28, 845, 042 


Deferred charges: 
Development costs : : : 1, 635, 986 
Deposits and other abate 448, 445 
a 2, 084, 


260, 390, 5 


LIABILITIES AND STOCKHOLDERS’ EQUITY 
Current liabilities: 
Notes payable, banks She eee ot Oe $30, 000, 000 
Accounts payable, trade_----_------- {Aes 36, 523, 224 
Salaries and wages : 4, 994, 965 
Federal income and excess profits taxes_____- : 34, 382, 
Taxes (other than income) __-- 1, 828, | 
Advances and deposits rec eived on fixed- price and incentive 
RU COMIONNE SK 3c ee eek a Sota 65, 200, 53: 
Dividends payable___- 835, 
Other liabilities__ : 7, 786, 
Total current hiabilities___ 181, 551, 3: 
Deferred income, received in partial payments on Government 
incentive type contracts oy ee eee bee 5, 743, 
Stockholders’ equity: 
Capital stock, $1 par value: 
Authorized, 3,000,000 shares (31,177 
shares reserved for stock options) _ 
Issued and outstanding (2,547,065 shares 
at $1 per share) _ __- oe . $2, 547, 065 
To be issued, stock dividend (123,456 
shares) _ - 


2, 670, 521 
Additional capital _ _. 20, 014, 189 
Earnings retained for use in the business (less 
stock dividends) _____-_-_- RS Peel oe 50, 410, 617 
—— 73, 095, 3% 


260, 390, : 





2548 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Consolidated balance sheet, Dec. 


ASSETS 
Current assets: 


ae pies hes 
U. S. Government: 
Costs and fees under cost reimburse- 
ment type contracts___.__.__- $34, 294, 433 
Other contracts 7 -. 2,407,418 


62, 001, 846 

Commercial customers and other. ____- 6, 837, 7 778 
—_—— 58, 839, 
Inventories: 
Finished spare parts- - - -- 2, 607, 868 
Work in process ___. a ws te . 158, 651, 453 
Raw materials and supplies. 33, 807, 185 


195, 066, 506 
Less: Partial payments received from the 
U. 8S. Government -_-_-.--_- aR) aes 87, 288, 616 


Advances to subcontractors : 8, 766, 954 
Less: Partial payments received from the U.S. 
Government : 2, 949, 600 





UR NTN, ONIN Oc Saree he wi 50, 039. 319 
Investments, at cost: Pacific Finance Corp * : 5, 469, 283 
Vixed assets, at cost —__ - $78, 358, 782 
Less:¥Accumulated depreci: ition and amortization 38, 139, 096 

——_——_- , 219, 686 
Deferredfcharges: 
Development costs__- 2, 


aa , 45,91 
Deposits and other _ _- ‘- 090. 98. 


1 
85 





LIABILITIES AND STOCKHOLDERS’ EQUITY 
Current liabilities: 
Accounts payable, trade ‘ ---- $37, 944, 611 
Salaries and wages_ 13, 537, 104 
Federal income taxes__ ; 9, 033, 534 


Taxes (other than income) __-~ , 994, 336 
Advances and deposits received on fixed- price and incentive- 

type contracts... ........ ies : , 370, 093 
Other liabilities____ Te aoa ea pe sae ns : , 149, 476 





Total current liabilities__- —. ate 35, 029, 154 
3.75 percent convertible subordins uted debentures __- 29, 987, 000 
Deferred income, received in partial payments on Government 
incentive-type contracts. 
Stockholders’ equity: 
Capital stock, $ par value: 
Authorized 7,000,000 shares (599,740 shares 
reserved for conversion of debentures 
and 1,227 shares reserved for stock 
options) 
Issued and outstanding (2,830,384 shares 
at $1 per share) _ --_-_- 2 $2, 830, 384 
Additional capital _ — --_. 26, 044, 852 
Earnings retained for use in the business (less 
stock dividends) __- ce .. 68, 902, 391 


07, 04d 


299, 065, 184 





AIRCRAFT PRODUCTION COSTS AND PROFITS 


Mopet YC-130 


Question 2. Contract number, AF 33(038)-30543. 
Question 3. Cost-plus-fixed-fee type contract. 
Question 4. Date of contract or letter of intent, May 7, 1953. 
Question 5. Date when authorized to proceed, July 2, 1951. 
Question 6. Total sales price agreed upon, $26,047,728. 
Question 7. Unit sales price (airplanes only), $12,391,847. 
Question 8. Cost and expenses: 
(a) Raw material fabricated by prime contractor, $331,506. 
(b) Direct labor cost expended by contractor, $9,648,178. 
(c) Overhead claimed against this contract, in dollars, $8,155,192; in 
percentage of division, total, 2.38298 percent. 
(d) Administrative costs claimed against contract, in dollars, $2,209,814; 
in percentage of division, total, 2.05626 percent. 
(e) Overtime premium charged against contract, $285,470. 
Total disallowed including overtime premium on the contract, $728,866. 
(f) Engineering costs charged against contract, in dollars engineering por- 
tion (6) and (c) is included in (f), $10,304,402; in percentage of division, total, 
7.30726. 
(yg) Development cost charged against contract, in dollars, includes costs 
reported under (f), $14,541,640; in percentage of division, total, 6.01788. 
(h) Research cost charged against contract, $89,065. 
Total disallowed including research costs on the contract, $319,513 
(7) Total value of subcontracts in excess of $100,000, Rohr Aircraft Corp., 
Chula Vista, Calif., $794,145. 
Question 9. Salary of officers over $20,000 per vear allocated to contract, 
$55,334. 


Total disallowed including officers salaries on the contract, $319,513. 
Question 11. Total charged as selling expense allocated to contract at a rate 
per hour, $266,191. 
Total disallowed including selling expense on the contract, $319,513. 
Question 12. Contribution or dues allocated to contract at a rate per hour, 


$6,602. 
Total disallowed including contributions or dues on the contract, $319,513. 
Question 13. Consultation or advisory fees allocated to contract at a rate per 
hour, $8,201. 
Total disallowed including consultation or advisory fees on the contract, 
$728,866. 
Question 14. Travel and entertainment expense allocated to contract at a rate 
per hour, $241,885. 
Total disallowed including traveling and entertainment on the contract, 
$728,866. 
Question 15. Total profit recorded to July 3, 1955, by contract (including 
spares), $434,030. 
Question 16. Profit recorded per airplane (not including spares), $192,150. 
Question 17. Depreciation allocated to contract at a rate per hour, $193,498. 
Total disallowed including depreciation on the contract, $728,866. 
Amount of amortization charged, none. 
Question 19. Amortization allocated to contract at a rate per hour, $38,628 
Total disailowed including amortization on the contract, $728,866. 
Question 31. Amount of salary paid to retired officers of the United States 
Military Establishment and claimed against contract: 
Total claimed direct aa ‘ . hat $309 
Total allocated through overhead__-___- : _. 4, 303 


Total for contract z 4 612 





2550 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Mope.t XF-104 


Question No. 2. Contract number, AF33(600) 23362. 
Question No. 3. Cost-plus-fixed-fee-type contract. 
Question No. 4. Date of contract or letter of intent, March 12, 1953. 
Question No. 5. Date when authorized to proceed, March 12, 1953. 
Question No. 6. Total sales price agreed upon, $9,081,135. 
Question No. 7. Unit sales price (airplanes only), $4,043,314. 
Question No. 8. Cost and expenses:! 
(a) Raw material fabricated by prime contractor: Cost not kept separate 
on this contract. 
(b) Direct labor cost expended by contractor, $3,469,827. 
(c) Overhead claimed against this contract: 
In dollars, $2,498,790. 
In percentage of division total, 0.86903. 
(d) Administrative costs claimed against contract: 
In dollars, $790,291. 
In percentage of division total, 0.82781. 
(e) Overtime premium charged against contract, $88,674 
Total disallowed including overtime premium on the contract, $379,539. 
(f) Engineering costs charged against contract: 
In dollars, $8,104,131. 
In percentage of division total (engineering portion (b) and (c) is 
included in (f)), 6.87216. 
(g) Development cost charged against contract: 
In dollars, $8,342,796. 
In percentage of division total (includes costs reported under (f)), 
4.19080. 
(h) Research cost charged against contract, $32,209. 
Total disallowed including research cost on the contract, $112,519. 
Question No. 9. Salary of officers over $20,000 per vear allocated to contract, 
$17,300. 
Total disallowed including officers’ salaries on the contract, $112,519. 
Question No. 11. Total charged as selling expense allocated to contract at a 
rate per hour, $146,047. 
Total disallowed including selling expense on the contract, $112,519. 
Question No. 12. Contribution or dues allocated to contract at a rate per hour, 
$1,763. 
Total disallowed including contributions or dues on the contract, $112,519. 
Question No. 13. Consultation or advisory fees allocated to contract at a rate 
per hour, $4,632. 
Tota. disallowed including consultation or advisory fees on contract, $379,539. 
Question No. 14. Travel and entertainment expense allocated to contract 
at a rate per hour, $110,308. 
Total disallowed including traveling and entertainment on contract, $379,539. 
Question No. 15. Total profit recorded to July 3, 1955 by contract (including 
spares), $144,785. 
Question No. 16. Profit recorded per airplane (not including spares), $55,136. 
Question No. 17. Amount of depreciation allocated to contract at a rate per 
hour, $51,378. 
Total disallowed including depreciation on the contract, $379,539. 
Question No. 19. Amortization allocated to contract at a rate per hour, $9,107. 
Total disallowed including amortization on the contract, $379,539. 
Question No. 31. Amount of salary paid to retired officers of the United States 
Military Establishment and claimed against contract: 


Total claimed direct 
Total allocated through overhead 


Total for contract 


Some of the costs reported under questions Nos. 8(a) through 8(i) do not reflect total costs charged to con- 
tract. Costs reported under &(e), 8(f), 8(g), and 8(h) are included in part in costs reported under questions 
S(a), &(b), 8(d), and &(d). Moreover, costs of material not fabricated by contractor: that is, standard com - 
mercial parts —paints, compounds, rivets, and miscellaneous fabrication as well as other costs such as outside 
production, outside tooling, and flight operations—are not included in costs reported. 

Not reported because no way of accurately reporting them according to format of questionnaire. 





Ques-| 


tion 
No. 


| 


AIRCRAFT PRODUCTION COSTS AND PROFITS 


Description 


Contract‘number: (See contract number above columns). 
Fixed-prite ‘inteentive-redetermination type. 


| Date of. contract or letter of intent. 


Date when authorized to proceed. __ 
Total sales price agreed upon " 


| Unit sales price (airplanes only) 


| Salary 


Costs and expenses: 
(a) Raw material fabricated by contractor 
(6b) Direct labor cost expended by contractor 
(c) Overhead claimed against contract: 
In dollars Saad 
In percentage of division total_..____. so 
Administrative costs claimed against contract 
In dollars 
In perce ntage of division total 
Overtime premium charged against contracts ca 
Total disallowed including overtime premium on the con- 
tract a 
Engineering costs charged agi 1inst contract: 
In dollars 
In percentage of division total__. 
Amount of development costs charged against contract: 
In dollars. - 
In percentage of division total 
Research eosts allocated to contract 
Total disallowed including research on the contract 
Value of subcontracts and name and address of each subcon- 
tractor for subcontracts in excess of $100,000: 
Chance Vought Aircraft, Division of United Aircraft 
Corp., Dallas, Tex ae 
Industrial Fabricators, Burbank, Calif_- 
Kaiser Manufacturing Co., Oakland, C: 
Rheem Manufacturing Co. eevee y, C: lif 
Rohr Aircraft Corp., Chula Vista, Calif 
Solar Aircraft Co., San Diego, Calit 
Temeo Aircraft Corp., Dallas, Tex 
Willys Motors, Inc., San Leandro, 


(d) 


Calif 


Salary of officers over $20,000 per year allocated to contract at 
per hour — 
Tota) disallowed including officers’ salaries on the contrac t. 
Total charged as selling expense allocated to contract at a rate per 
bour 
Total disallowed including selling expense on the ¢ contract ____ 
Contributions and dues allocated to contract at a rate per hour 
Total disallowed including contributions and dues on the contract__ 
Consultation or advisory fees allocated to contract at arate per hour 
Total disallowed including consultation or advisory fees on the 
contract 


a rate 


Travel and entertainment expense allocated to contract at a rate per 


hour 


Total disallowed including travel and entertainment on the contract 


Total profit recorded to July 3, 1955, by contract (including spares) 

Profit recorded per airplane (not including spares 

Claimed for depreciation allocated to contract at a rate per hour 

Total disallowed, including depreciation on the contract 

Whether or not any amount is carried in any other item or category 
on the books as reserve for depreciation, past, present, or future 
of any similar accumulation of funds 

Amortization allocated to contract at a rate per hour 

Total disallowed, including amortization on the contract _- 


paid to retired officers of the United 
Establishment and claimed against contracts: 
Total claimed as direct labor_- 
Total allocated through overhe ad__. 


States Military 


Total for contract 


Model 


N Oas 51-228 


Mar. 15, 1952 
July 14.19% 
$49, 520, 234 
$651, 31 
$905, 7 

$7, 036, 


$8, ORT 


$5, 489, 260 
1. 43 
$74, 207 


$346, 460 


61, 989, 441. 72 
$82, 601.3 

, 571, O86. O05 
803, 352. 34 
3, 483, 347. 43 
769, 864. 57 

, 436, 191. 
144, 536 


, 680, 420. 69 


$56, 
$382, 841 
$317, 
$346, 
$7 
$346, 


$382, 841 


$162, 010 
$382, 841 
$4, O87, 637 
$55, 417 
$199, 958 
$382, 841 


None 


$35, 612 | 


$382, 841 


P2V-6 and 


19 | 


OX | 


759 | 


108 

460 | 
400 
460 
$5, 065 


6B 


N Oas 


51 . 
1-653 


$902, HO] 


8.5, O71 S 


282, 387. 36 
1, 431, “4 

239, 125. 7 
1, 696, 824. 36 

733, M2. 77 


5, 669, 029. 16 


$11, 720 
$110, 597 


$73, 313 
$99, 456 
$1, 120 
$99, 45¢ 

$996, 


$31, 607 
$110, 597 
, 281, 998 

$49. O79 

$48, 284 
$110, 597 








AIRCRAFT PRODUCTION COSTS 


Description 


Contract (See 


columns 


number: contract numbers above 


| Contracts are fixed-price incentive-redetermination 


type. 
Date of contract or letter of intent. 
Date when authorized to proceed 
Total sales price agreed upon_- 
Unit sales price (airplanes only) 
Costs and expenses: 
(a) Raw material fabricated by prime contractor 
(5) Direct labor cost expended by contractor 
(c) Overhead claimed against this contract: 
In dollars 
In percentage of division total 
Administrative costs claimed against con- 
tract: 
In dollars 
In percentage of division total 
Overtime premium charged against 
tracts 
Total disallowed including overtime 
mium on the contract 
Engineering costs charged against contract 
In dollars 
In percentage of division total (the engi- 
neering portion of (6) and (c) isincluded 
in (f 
(g) Amount of development 
against contract 
In dollars 
In percentage of division totals (includes 
costs reported in (f) 
h) Amount of research charged against con- 
tract: Amount allocated to contract 
Total disallowed including research on the 
contract 


(d) 


con- 


pre- 


costs charged 


Value of subcontracts and name and address 
of each subcontractor for subcontracts in 
excess of $100,000: 

Chance Vought Aircraft, Division 

United Aircraft Corp., Dallas, Tex 
industrial Fabricators, Burbank, Calif 
Kaiser Manufacturing Co., Oakland, 

Calif 
Rheem 

Calif : 
Rohr Aircraft Corp., Chula Vista, C 
Solar Aircraft Co., San Diego, Calif 
Temeo Aircraft Corp., Dallas, Tex 
Willys Motors, Inc., San Leandro, Calif 


of 


Manufacturing Co., Downey, 


alif 


Total 


Salary of officers over $20,000 per year allocated to 
contract at arate per hour. 

Total disallowed including officers’ 
contract 

Total charged as selling expense allocated to contract 
at arate per hour 

Total disallowed including selling expense on the 
contract 

Contributions or dues allocated to contract at a rate 
per hour 

Total disallowed including contributions or dues on 
the contract 

Consultation or advisory fees allocated to contract 
at a rate per hour 

Total disallowed inc luding consultation or advisory 
fees on the contract 

Travel and entertainment 
contract at a rate per hour 

Total disallowed including traveling and entertain- 
ment on the contract____ 

Total profit recorded to July 
(including spares) __. 

Profit recorded per airplane (not including spares) 

Depreciation allocated to contract at a rate per hour 

Total disallowed including depreciation on the 
contract 


salaries on the 


expense allocated to 


3, 1955, by contract 


Sept 


AND PROFITS 


Model P2V-5 


N Oa 10487 


} 


8, 1950 
26, 1949 | 
2, 751, 009 
$592, 118 | 


Feb 


$1, 190, 649 
$6, 977, 828 | 


$7, 829, 173 
2.05 
$3, 000, 057 
2.14 

$317, 499 | 
$324, 690 


$3, 331, 299 | 


2. 02 


$5, 631, 169 
1. 98 


$70, 765 


$318, 426 


Sept. 
July 
$167, 


$20, 


$24, 


, 39, 


NOa 51-026 


19, 1950 


6,1951 | 
123, 015 | 


$605, 249 | 


$3, 783, 811 


730, 667 
6. 41 


$7, 636, 178 
5. 44 

$799, 984 
$1, 169, 543 


$6, 396, 461 


3.87 


$14, 255, 733 


5. 02 
$219, 672 


$1, 05 » 199 


590. 7 


2, 031, 979. 2% 


—_ 


Ibo orto 


lo 


$87, 
$324, 6 
$399, 168 
$318, 
$9, 
$318, 


426 | 
392 
426 
$17, 
$324, 
$197 
$324, 
$2, 046, 327 
$35, 430 


299 173 


590 
690 
,O17 


690 


$324, 690 


$14, 226, 
) 


739, 018. 7 


050, 603. 52 
276, 612. 7. 
682, 755. 
651, 372. 


, 834, 917. 


806, 849 


$159, 366 
$1, 169, 543 
$939, 
$1, 057, 
$21, 

$1, 057, 


191 
199 

$13, 
$1, 169, 


905 
543 
$456, 079 


$1, 169, 543 
328 
51, 561 
$621. 389 


$1, 169, 543 


504, 344 


29 | : 


210 


199 


N Oa 51-652 


Feb. 21, 1953 
Feb. 10,1951 
$87, 603, 782 
$490, 891 

$2, 433, 049 
$10, 284, 911 


$13, 110, 694 
3. 72 

$3, 261, 632 
2. 90 

$206, 713 
$821, 042 


531, 376 


1. 80 


$5, 479, 363 


9 9” 


$126, 073 


$726, 847 


7, 605, 49 
220, 987. 69 


135, 

, 121, 

, 592, 

, 651, 

2, 650, 


686. ¢ 
227 
884. 2 
606 
300. 7 


610, 298. : 


$69, 02S 
$821, 042 
$596, 247 
$726, 847 
$7, 062 
$726, S47 
$17, 525 
$821, 042 
$210, 598 
$821, 042 
$6, 611, 609 
$37, 304 
$349, 094 


$821, 042 





AIRCRAFT 


Description 


PRODUCTION 


Amortization allocated to contract at a rate per hour 


Total disallowed 
contract 


including amortization on the 


Amount of salary paid to retired officers of the U.S 


Military 
contracts: 
Total claimed as direct labor __ 


Establishment and 


Total allocated through overhead 


Total for contract 


Description 


Contract number: (See contract- 
numbers above columns.) 
Contracts are fixed-price incentive- 
redetermination type. 
Date of contract or letter of intent 
Date when authorized to proceed 
Total sales price agreed upon 
Unit sales price (airplanes only 
Costs and expenses: 
(a) Raw material fabricated by 
prime contractor 
(b) Direct labor cost expended 
by contractor 
(c) Overhead claimed 
this contract 
In dollars 
In percentage of division 
total 
Administrative costs claimed 
against this contract 
In dollars 
In percentage of division 
total 
Overtime premium allocated 
to contract at a rate per 
hour 
Total disallowed including 
overtime premium on the 
contract 
Amount of engineering costs 
charged against contract 
In dollars 
In percentage of division 
total 
Amount of development 
costs charged against this 
contract 
In dollars 
In percentage of division 
total 
Research charged 
contract Amount 
cated to contract 
lotal disallowed including 
research costs on the con- 
tract 
Value of subcontracts and 
name and address of each 
subcontractor for subcon- 
tracts in excess of $100,000 
Rohr Aircraft Corp., Chula 
Vista, Calif 
officers over $20,000 pei 
year allocated to contract at 
per hour 
Total disallowed including officers’ 
salaries on the contract 
Total charged as selling expense al- 
located to contract at a rate per 
hour 
Total disallowed including 
evpense on the contract 


against 


igainst 
allo- 


Salary of 


4 rate 


selling 


claimed 


July 


against 


N Oas 51-025 


‘ 


Mar. 20, 1953 


14, 1950 
$28, 131, 965 

$4, 191, 358 
$493, 502 


$6, 960, 517 


$7, 301, 809 


1.89 


$1, 957, 440 


0.73 


$398, 472 


$5, 177, 369 


3.13 


$10, 624, 396 


3.74 


516 


COSTS 


AND PROFITS 


Model P2V-5 


N Oa 10487 N Oa 51-026 


$7, 437 $109, 675 


$324, 690 $1, 169, 543 


Model W\ 


N Oas 51-51 


Mar. 20,1953 | June 25,1954 | June 

Feb. 10,1951 Jan 9,1952 | Dee 
$16, 733, 291 $57, 213, 897 $46, 
$2, 398, 373 $1, 397, 559 $1 


$385, 274 2, 023, 420 $1 


$2, 847, 523 $10, 384, 362 


$3, 424, 889 $14, 148, 244 


t) Su 
$915, 524 


0. 34 





Ques-! 
tion | 
No. 


12 | 


AIRCRAFT 


Description 


~ ; 
Contributions or dues allocated to 


contract at a rate per hour 


Total Misallowed including contri- | 


bution or dues on the contract 


| Consultation or advisory fees allo- 


| Travel and entertainment expense 


| Total 


| Total 


cated to contract at a rate per hour -| 


Total disallowed including consul- 
tation or advisory fees on the con- 
tract 


allocated to the contract at a rate 
per hour 
disallowed 


by contract (including spares) 
Profit recorded per airplane (exclud- 
ing spares) -_--- 


Depreciation allocated to contract 


at a rate per hour 
disallowed 
ciation on the contract 


| Amortization allocated to contract 


at a rate per hour ‘ 


Total disallowed including amorti- | 


zation on the contract 


| Salary paid to retired officers of the 


United States Military Establish- 
ment and claimed against contract: 
Total claimed as direct labor_- 
Total allocated through over- 


Total for"contract 


including travel | 
and entertainment on the contract_ | 
Total profit recoraed to July 3, 1955, | 


including depre- | 


$5, 498 | 
$360, 847 | 


$5, 581 
$398, 472 


$161, 039 
$398, 472 
$1, 630, 256 | 
$236, 135 
$179, 526 
$398, 472 

$37, 238 


PRODUCTION COSTS AND PROFITS 


Model W V-2 


$1, 982 
$183, 565 


$4, 055 


$205, 626 


$56, 686 | 
$205, 626 | 


$1, 287, 270 | 


$167, 061 


$89, 053 


$205, 626 


$22, 158 | 


$205, 626 


NOas 51-025 | NOas 51-651 | NOas 52-763 


$7, 544 | 


$826, O17 | 


$235, 324 
$938, 104 
$4, 390, 814 


| 


$388, 244 


$938, 104 


$938, 104 








$104, 835 


$114, 120 | 


N Oas 53-332 


"9 
i“ 


$13, 608 
$619, 137 


$143, 400 
$619, 137 
$269, 111 
$1, 563 
$280, 524 
$619, 137 
$95, S58 


$619, 137 





AND PROFITS 
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AIRCRAFT 


PRODUCTION 


| 
Ques- 


tion 
No. 


Description 
| 


9 
- 


3 
4 


| Total disallowed, 


Contract number. (See 
numbers above columns.) 
Fixed-price incentive-redetermina- 
tion type. 
Date of contract or letter of intent 
Date when authorized to proceed 
Total sales price agreed upon 
| Unit sales price (airplanes only) 
| Cost and expenses: 
(a) Raw material fabricated by | 
prime contractor -| 
(b) Direct labor cost expende d 
by contractor -- 
(c) Overhead claimed 
this contract: 
In dollars. --. - - 
In per reentage of divi- | 
sion total.. 
(d) Administrative costs claimed | 
against this contract: 
In dollars - - | 
In percentage of divi- 
sion total------ 
te) Overtime premium charged 
against contracts -- 

Total disallowed including | 
overtime premium on the 
contract : 

(f) Engineering costs 
against contract: 
In dollars___- } 
In percentage of division 
total____- 
(9) Development costs charged | 
against this contract: 
In dollars__- 
In percentage of divi ision 
total. 
(hk) Research allocated to con- 
tract 

Total disallowed including | 

research costs on the con- | 


contract 


against | 


(i) Value of subcontracts and | 
name and address of each 
subcontractor for subcon- | 
tracts in excess of $100,000: 

Chance Vought Aircraft, 
division of U nited | 
— aft Corp., Dallas, 
ex AS aan 
Industrial “Fabricators, 
Burbank, Calif________ 
Rohr Aircraft Corp., 
Chula Vista, Calif ___- 
Solar Aircraft Co., San 
Diego, Calif 
Temco Aircraft 
Dallas, Tex___- 
Willys Motors, Inc. 
Leandro, Calif_- 


Total 


Corp., 


, San 


Salary of officers over $20,000 per 
year allocated to contract at a rate 
per hour e 
Total disallowed, including officers’ 
salaries on the contract 
Selling expense allocated to contract 
at.a rate per hour_- 
including selling | 
expense on the contract. 
Contribution or dues allocated to 
contract at a rate per hour_-- 
Total disallowed, including contri- 
butions or dues on the contract 


June 


charged 


Models R7V-1l. and R7V-2 


N Oas 51-142 


30, 1952 
Aug. 18, 1950 
$79, 718, 178 
$3, 177, 763 
$1, 401, 863 


$12, 866, 464 


$15, 398, 546 


3.99 


$4, 417, 398 
1. 65 


$516, 429 


$688, 644 | 


$6, 635, 078 


4.01 


$12, 423, 564 | 


4.37 
$146, 848 


_ $623, 255 | 


3, 407, 615 


346, GAB. § 


3, 754, 264. 6 


103, 716 
688, 644 


599, 407 


N Oas 51-655 


Mar. 20, 1953 
Feb. 10, 1951 
$97, 926, 177 
$1, 979, 523 

) 729 


D4, (Oe, 


$20, 730, 625 


$24, 051, 139 


h. 23 


$6, 134, 607 


2. 29 


$590, 309 | 


$1, 349, 825 


$10, 326, 487 | 


6. 25 
! 
$17, 


750, 761 


» or 
| 6. 25 


$227, 017 


$1, 214, 551 


1, 016, 457 
1, 214, 551 
16, 709 


1, 214, 551 


780 


COSTS AND PROFITS 


Model P2V-7 


N Oas 52-983 


Feb. 10,1954 
Apr. 26, 1952 
$71, 267, 500 
$765, 311 

$1, 435, 638 


$13, 


$15, 413, 206 


4. 37 


$3, 273, 340 


3. 05 


$274, 147 


$1, 000, 072 


$7, 777, 089 


5. 52 


$15, 108, 


$170, 360 


$879, 041 | 


$2, 174, 364. : 
450, 694 

3, 313, 808. 27 
72h, 948 
, 100, 243. § 

, 322, 505. 53 


2, OSS. 


80, 756 
1, 000, 072 


634, 977 


879, 041 | 


9, 086 


879, 041 


122, 898 


536 | 


564. 31 


Mode 


IwV 


3 


N Oas 53-604 


June 
Dec. 


$11, 
$1, 


25, 195 


31, 1952 
279, 456 


75 


374, 1 


$399, 07 


4 


5 


$1, 886, 919 


$2, 


$652, 


693, 354 


$180, 233 


$369, 493 


0. 42 


$807 


18] 


44S 
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Ques-| Models R7V-1 and R7V-2 | . = m 

| ‘| P2V-7 | Model WV-: 
tion Description ‘eats | noel + Spe + apt tog 
- | NOas 51-142 | NOas 51-655 








| 
13 | Consultation or advisory fees allo- 

| cated to contract at a rate per hour $7, 721 $22, 735 $22, 832 | $4,019 
Total disallowed, including consulta- | | 
tion or advisory fees on the con- 


| 
| 
| 
} 
| 


| 
688, 644 | 1, 349, 825 1, 000, 072 180, 233 
Travel and entertainment expense | 
allocated to the contract at a rate | 
per hour____. 325, 505 | 459, 506 310, 266 | 45, 552 
Total disallowed, including travel | | | 
and entertainment on the contract 688, 644 1, 349, 825 | 1, 000, 072 180, 233 
Total profit recorded to July 3, 1955 | 
by contract (including spares) __ 6, 350, 200 | 5, 051, 150 , 494, 882, 847 
Profit recorded per airplane (not in- 
cluding spares) - -- 247,079 | 92, 812 33 108, 309 
Depreciation allocated to contract } 
at a rate per hour 382, 638 606, 203 , 597 | 80, 632 
| Total pt ey including deprecia- 
tion on the contract 688, 644 1, 349, 825 72 | 180, 233 
| Amortization allocated to contract } 
at a rate per hour 64, 067 | 135, 495 7 27, 994 
Total disallowed, including amorti- 
zation on the contract , 349, § 1, 000, 072 180, 233 








Salary paid to retired officers of the 
U.8. Military Establishment and 
claimed against contracts: 

Total claimed as direct labor- __- 
bg no allocated through over- 




















AIRCRAFT PRODUCTION COSTS AND PROFITS 


GEORGIA DIVISION 





Ques- 


tion Description 


Model B-47 


AF 33(038) 
21030 


| The contract number: (See contract 


number above columns). 
Cost-plus-incentive-fee. 
| Date of contract or letter of intent. _. 
| Date when authorized to proceed__-- 
Total sales price agreed upon 
| Unit sales price 
| Costs and expenses: 
(a) 
cated by prime contractor__ 
(6) Direct labor costs expended 
by prime contractor-_ -__- ‘ 
(c) Overhead claimed against 
this contract: 
In dollars ye 
In percentage of divi- 
sion total...........- 


Costs of raw materials fabri- | 


Administrative costs claimed 


against this contract: 
In dollars 


In percentage of divi- | 


sion total 


) Amount of overtime pre- 
mium charged against this | 


contract (applicable to di- 
rect and indirect labor) 
Engineering costs 
against this contract: 
In dollars 
In percentage of division 
total (engineering por- 


charged 


tion of 6 and ¢ is in- 


q@uded 7)....-......- 
Development costs charged 
against the contract: 
SER icine ominn «aaa 
In percentage of division 
total (includes cost re- 
ported under f)-__-._- 
Research costs 
against this contract: 
In dollars____- 


charged 


In percentage of division 
' 


total 


(i) Value of subcontracts 


Name and address of each 
subcontractor, for sub- 
contracts in excess of 
$100,000: 

Alfab Manufacturing 


Co., International Air- | 
port Branch, Miami, | 


Fla 

Crosely Division 
Nashville, Tenn.) 
AVCO Manufactur- 
ing Corp., Evendale 
plant, Cincinnati, 
Ohio Sais eae 

Bell Aircraft Corp., 
potees, N.Y . 0.0 
Bendix Products Divi- 


(at | 


| 
| 


i 
| 


sion, Bendix Aviation | 


Corp., South 
Ind 
| Brooks and 


| Inc., Detroit Mich_. 


Bend, | 


Perkins, | 


j 


-) 


May 10, 1952 
Mar. 26, 1951 
$558, 180, 933 
1 $1, 739, 788 
$5, 888, 607 


$58, 836, 254 


$104, 049, 335 
65. 86 


$21, 941, 182 
65. 41 


$3, 233, 475 


$7, 975, 628 


33. 41 | 


$83, 182, 296 


61. 35 | 


$59, 566 


5. 36 | 
$143, 761, 479 | 


120, 656. 


8, 790, 518. 9% 


26, 747, 480. 


3, 718, 605. 70 


312, 122. 74 


AF 33(600) 


29978 


Apr. 8, 1953 
Aug. 26, 1952 
$250, 210, 696 
2 $1, 185, 617 
$4, 110, 236 


$9, 457, 817 


$11, 745, 305 
7. 43 


4. 50 


| 





$1, 508, 746 


$224, 702 


$890, 901 | 


3.72 


$4, 738, 086 


| 


3. 49 


$773 


0. 07 


$65, 222, 375 


, 610, 153. 65 


, 598, 039. 84 


3, 695, 137. 95 


219, 130. 14 


AF 33(600) 


22286 


10, 1953 
19, 1952 


2, 904 | 


23 
, 871, 453 


51, 279, 698 


, 827, 696 


7, 835, 607 | 


$354, 906 | 


$10, 684, 830 


44. 76 


$35, 014, 729 | 


25. 8% 


> 


$773 


0. 07 
$5, 087,815 | 


1, 191, 850. 13 


Apr. 


Model C-130 


AF 33(600) 
26877 


21, 195 

Mar. 1,19) 
$64, 732, 5 
$2, 818, 472 


t 
t 


$1, 846, 309 


$4, 574, 259 


$4, 568, 876 


6. 61 


$648, 965 


6. 03 


$101, 176 


$2, 041, 494 


$6, 394, 939 


4.72 


1 This unit sales price is based on the sum of actual costs reimbursed, estimated remaining costs, and fee 


as finally determined in accordance with the fee revision clause of the contract. 


? This unit sales price is based on contract estimated costs less the reduction in allocated funds made by 
administrative notice No. 1, plus fee at the estimated earning rate. 
’ This is the 1st production contract for a sma}] quantity (6 aircraft plus a static test article) of C-130 


airplanes. 


The contract involves substantial costs in getting the model into production. 


Such costs 


consist, in part, of extensive engineering, including static and other testing, design, development and th« 
like, initial preparation of handbooks and data, shop development, starting-load costs and other high costs 


characteristic of the beginning of any new model. 
cient special tooling to meet a production rate of 10 C-130 airplanes a month plus spare parts. 


tooling costs are included in this unit sales price. 


In addition, the contract involves acquisition of sufti- 


Special 





AIRCRAFT PRODUCTION COSTS AND PROFITS 


GEORGIA DIVISION—Continued 





Model B-47 Model C-130 


j 
j 
| 
|- 


| 
| 
| 
| 


Description ; , 
AF 33(038) | AF 33(600) | AF 33(600) | AF 33(600) 
21030 22278 } 22286 26877 


§ | Costs and expenses—Continued 
(i) Value of subcontracts— 
Continued 
Brunby Metals, De- | 
catur, Ga 
Brunswick-Balke- 
Collender Co., Chi- 
cago, Il Si dababecnnietedh, i: ae $556, 343. 5 
The Cleveland Pneu- 
matic Tool Co., Cleve- | 
land, Ohio............-| 1,853, 910. | 1,816, 584. 
Continental Can Co., | 
Inc., Coffeyville, Kans_ 100, 828. we 
The Coleman Co., Inc., | 
Wichita, Kans_........| 2, 711, 835. 424, 012. 2 
Ford Motor Co., Kansas 
City, Mo 72, 029, 531. 68 | 31, 953, 676. 
The General Fireproof- 
ing Co., Youngstown, | 
Ohio & ---| 4,399,991.06 | 1, 364, 647. 
Goodyear Aircraft Corp., 
Akron, Ohio._._.......' 4,021, 256. | 1, 482, 136. ! 
Joneco Aircraft Corp., | 
Shawnee, Okla__-_- 5 618, 103. 56 490, 147. 
The Liquid Carbonic 
Corp., Chicago, Tl_---_} 771, 856. ¢ 
Metal Arts Manufactur- | 
ing Co., Inc., Atlanta, | 
Se). 145, 144. 
Mid-States Manufactur- | 
ing Corp., Pittsburg, | 
eae --| 1,479, 939. 28 623, 374. 
National Presto Indus- 
tries, Inc., Eau Claire, | 
Wis APA + 
A. QO. Smith Corp., | 
Toledo, Ohio.. 10, 030, 796. 6 
Weber Aircraft Corp., | 
Burbank, Calif 486, 583.65 | 668, 816. ¢ 
La Porte Aircraft Divi- | 
sion, Whirlpool Corp., 
La Porte, Ind. 3, 215, 570. § 1, 062, 500. 00 
Temeo Aircraft Corp., 
Dallas, Tex Seon Aes 193, 329. 72 | 
Lockheed Aircraft Corp., | | 
Burbank, Calif. __- | nemenecaecicaloevecdcencccwant Wepuen ee oo 1 $30,308, GA 74 
Lockheed Aircraft Serv- | | 
ice, Burbank, Calif : : 242-33 : 376, 912. 89 |_._- 
Rohr Aircraft Corp., 
Chula Vista, Calif : Pn LE oe 1, 610, 094. 07 2, 871, 689. 16 
Salary of officers over $20,000 per 
year. Amount allocated to con- | | 
tract $616, 827 $70, 107 | $124, 473 $27, 587 
Contributions or dues: | | | 
Total charged to this contract $33, 954 $6, 409 | $10, 295 $2, 570 
Percentage of division total 57. 80 11. 30 35. 90 | 6. 60 
Consultation or advisory fees—Total | 
charged to this contract: 
In dollars $15, 856 | $22, 856 | $14, 298 $14, 394 
In percentage of division total 17. 44 | 25. 14 | 15. 73 15. 83 
Travel and entertainment expense | 
charged to this contract._. | $1, 425, 516 $103, 114 | $356, 880 | $79, 851 
Total profit claimed on this contract $27. 404, 279 $6, 615, 503 $3, 580, 904 $989, 242 
Profit claimed per airplane $104, 825 $33, 047 | 3 $474, 919 | 3 $40, 043 
7 | Amount claimed for depreciation: | | 
In dollars $4, 846 $1, 040 $673 $404 
In percentage of division total. __| 14.21 ' 3.05 | 1.97 | 1.19 





See footnote 3 on p. 2559. 
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2562 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Mr. Courtney. Mr. Chairman and Mr. Browne, all of the other 
companies have for consideration of the committee, on this matter 
of costs generally, given us the numbers of employees of the $20,000 
and upward bracket who are not within the management grouping. 

Mr. Gross. We will do that. 

Mr. Courtney. At your convenience. 

Mr. Gross. We will file that. 

Mr. Courtney. So we will have an exact pattern for every 
company in the subcommittee files. 

Mr. Gross. We will do that. 

Could I just say one thing, gentlemen? 

Mr. Hfésperr. Yes. 

Mr. Gross. I want to tell you that we are glad to have a chance to 
come and talk to you this way. In the first place, 1 would like to 
extend to vou all a cordial invitation to come out and visit our plant, 
if you could find it convenient sometime. 

Mr. Hféperr. Accepted. 

Mr. Gross. We would like that very,much. Finally, I want to 
say that you gentlemen can do a great deal to help this necessary 
industry. The one thing we must be able to do is to create a climate 
which will bring the best people into our industry. 

Because in the vears to come, we are going to need better people. 
We are in competition with one another in the aircraft industry for 
people, but we are not only in that position, we are in competition 
with all American industry. This is a vital industry and we must have 
vour help in creating a strong, promising climate, so we can get the 
best people. 

Somebody has said that a second grade air force is no good. We 
know that. We have got to have a first grade air force. We can’t 
have a first grade air force and first grade naval aviation without the 
best people. The aircraft industry for the first time in its history is 
in competition with all industry for people, and I leave this matter 
with confidence in your hands. 

Mr. Hféperr. Mr. Gross, on behalf of the committee, I want to 
repeat what has been said repeatedly during the course of these 
hearings. This committee set out on this investigation, or this 
inquiry, not to prove a preconceived decision. In other words, we 
didn’t look in the back of the book to find something and then start 
from the front to prove that the back of the book was correct. 

We merely started on this investigation to remove the veil of 
mystery from the aircraft industry, militarywise. There is po pre- 
conceived conclusion at all. The committee has been attempting 
this whole time to get all the figures on the table, so that the American 
public will know exactly what is going on. We bave neither con- 
demned nor praised. We want to get the facts on the table. At the 
conclusion of the hearings then we hope to come up with some recom- 
mendations and a sound formula which can be followed by the industry 
and the military as well. 

Mr. Gross. That is very fine. 
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Mr. Hésert. We are very grateful for the cooperation which has 
been given, not only on your part, but on the part of the other people 
who have appeared here. 

Mr. Gross. Thank you very much. 

Mr. Hésert. The committee will stand in recess until tomorrow 
morning at 10 o’clock, when Convair will be here. 

(Whereupon, at 12:02 p. m., the committee recessed to reconvene 
at 10 a. m. the following day, Thursday, March 8, 1956. 
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THURSDAY, MARCH 8, 1956 


House oF REPRESENTATIVES, 
CoMMITTEE ON ARMED SERVICES, 
SUBCOMMITTEE FOR SPECIAL INVESTIGATIONS, 
: Washington, D. ©. 

The subcommittee met at 10 a. m., Hon. F. Edward Hébert, 
chairman of the subcommittee, presiding, with the following members 
present: Mr. Hess, Mr. Gavin, Mr. Cunningham, and Mr. Bates. 

Mr. Hésert. The committee will come to order. 

Members of the committee, this morning we have representatives 
of Convair, and if the gentlemen will identify themselves at the table. 

Mr. Courtney? 

Mr. Courtnny. Mr. Chairman, this is the Convair Division of 
General Dynamics Corp., which has a number of contracts with the 
Government for the manufacture of air frames. 

We have present this morning the executive vice president of the 
company, Mr. J. V. Naish; Mr. John Jay Hopkins, who is the president 
of General Dynamics Corp.; and Mr. Roy Brewton, who is the 
comptroller. 

Mr. Naish has a prepared statement, Mr. Chairman. 

Mr. Hésert. Mr. Naish, you may read your own statement. 


TESTIMONY OF MR. J. V. NAISH, EXECUTIVE VICE PRESIDENT, 
CONVAIR DIVISION OF GENERAL DYNAMICS CORP. 


Mr. Natsu. Thank you. Last November the Convair Division of 
General Dynamics Corp. submitted to your committee at your request 
certain statistical data which dealt, among other things but most 
particularly with, the company’s financial operations. 

It is our understanding that your purpose in asking for this infor- 
mation was to get certain basic facts that would help you in evaluating 
the policies of the procurement of aircraft by agencies of the Depart- 
meth: of Defense. 

We further understand that you would welcome additional infor- 
mation which might contribute to a fuller knowledge of these facts. 
I think it is wise indeed for you to solicit such supplemental infor- 
mation. For certainly the mere recitation of figures gives you an 
incomplete picture at best. Dollars alone could never successfully 
meet the many challenges which are a unique characteristic of our 
business. In fact, the history of the aircraft industry will show that 
several unsuccessful attempts were made by financially powerful 
corporations to cope with the problem of survival in aircraft manu- 
facture. 

Although the airplane itself is only 50 years old, there are many 
companies whose existence is only a memory and whose absence is a 
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grim warning that monetary strength alone will not assure survival. 
Despite the fact that the necessary expansions of the last war permitted 
many of the largest and best managed corporations in the country to 
become a part of the aircraft industry, they were eager and happy to 
obtain their honorable discharge and return to their previous 
endeavors. 

[ would like, therefore, to review briefly with vou some of the opera- 
tional highlights of Convair’s existence, for I think they may be per- 
tinent to the subject you have under review. 

Convair dates its beginning from 1923, when Consolidated Air- 
craft Corp. was founded by a 30-year-old Army air service officer 
who had $15,000, business ability, and more faith in the industry’s 
future than the nonaviation capitalists who had taken over aircraft 
manufacturing in the lush period of World War I and ‘then got out 
when it was over. 

Mr. Hess. Is that Captain Fleet? 

Mr. Natsu. That is, indeed, sir. 

Mr. Hopkins. He became a major. Don’t demote him. Every- 
body calls him major. That is the reason. 

Mr. NatsH. Maj. Reuben H. Fleet resigned from the service, and 
capitalized the company entirely with his funds and $10,000 supplied 
by a sister. He took over the small work force and plant of the 
Gallaudet Aircraft Co. in Rhode Island; its backers—Harry Payne 
Whitney and other financiers—had lost $3 million since the war 
ended. He bought the design rights of the Dayton-Wright Co. It 
had been the biggest Army plane contractor of the war. By 1923 
its parent company, the General Motors Corp., was ready to give up 
aviation. 

For several years Consolidated built nothing but rugged fool-proof 
trainers for the Army and Navy. By 1926 it could boast that its 
planes— 
have been in the air more than 30,000 hours, and more than 600 students have 
received flying training in them. * * * To date no student has been killed or 
even injured seriously. 

The company prospered, and the cost of trainers came down— from 
$12,500 for the first trainer delivered in 1923 to $6,000 each for the 
greatly improved models of 1927. 

The Air Corps Act of 1926 was a turning point in military aviation, 
setting up a 5-year purchasing program. The Army’s initial ap- 
propriation would let it buy up to 150 trainers. Consolidated pro- 
posed a contract for 150 planes, arguing that the company could order 
materiel in quantity, keep its force working, and share the savings 
with the buyer. 

Maj. Gen. Mason M. Patrick, Air Corps Chief, would allow no 
commitment beyond 50 airplanes. 

Consolidated gambled on its own judgment by ordering enough 
materiel for 250 planes, and brought costs down to the point where 
the Army appropriation finally covered contracts for 170 trainers. 

In 1927 the Air Corps ruled that earned profits on the company’s 
Army-Navy contracts were too high and demanded a refund. The 
company gave this—under protest—by building $300,000 worth of 
planes—actually 50 trainers—for a nominal price of $1 each. This 
may have seemed equitable to the short-term observer, but only 3 
vears later—in 1931 and 1932—Consolidated suffered losses of 
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$375,157 on Army contracts, after taxes. There was no talk of reim- 
bursement. 

In the thirties Consolidated became a leading builder of large sea- 
planes. Its commodores carried Pan-American Airways’ passengers 
the length of South America. An improved version for the Navy, the 
P2Y boats, made the first massed flight in history from the mainland 
to Hawaii. 

President Roosevelt hailed this as “the greatest undertaking of its 
kind in the history of aviation.’”’ But profits were something else. In 
1936 Fleet informed Rear Adm. Ernest J. King, Chief of the Bureau 
of Aeronautics: 

Of the 49 flying boats we have built for the Navy, our audited books show a 
total net loss of $89,673.93, with sufficient profit on the 16 built for others to 
enable us to keep going. (Letter to Admiral King, February 20, 1936.) 

The company also buiit commercial sports planes and medium 
transports from 1928 to 1935. In the latter year it moved from 
Buffalo to a new plant in San Diego. The PBY Catalina was adopted 
by the Navy as its standard long-range flying boat and was ordered 
in quantity. Plant expansion was financed through issuance of $3 
million in preferred stock in 1936; the payroll grew from 874 in 1935 
to 3,700 in 1937. In December of the latter year, directors declared 
a common stock dividend of 50 cents, the first in 8 years. 

Consolidated hoped to regain a commercial foothold with a trans- 
oceanic flying boat, and in 1937-38 undertook the design and construe- 
tion of the 58-passenger model 31. Meanwhile, as Navy contracts 
were completed, plant operations were curtailed. When England 
went to war with Germany in September 1939, the payroll was down 
to 1,247 emplovees; the only Navy business in hand was completion of 
the last 5 PBY’s. The model 31 never achieved commercial produc- 
tion but some of its most important design features were to take to 
the air another way. 

Development of the B-24 Liberator, which later was to become 
the most heavily produced four-engine aircraft of World War II, 
started the same year. In January of the same vear when the Air 
Force first expressed interest, not even a three-view drawing existed. 
The bomber became airborne in December. What made this feat 
of design and construction possible was work already completed on 
the commercial model 31. Its high-lift Davis wing and twin tail 
were transferred to the XB—24 intact. 

The early World War II growth of the company expansion by 
explosion—is a well-known story. Merged with Vultee Aircraft, Inc., 
the corporation became the world’s largest aircraft producer in 1943. 
It was operating airframe plants in 7 cities, plus 3 modification centers, 
2 parts plant, a research center, and a transpacific airline for the 
Government. 

Remember that in 1939 Consolidated had a payroll of only 1,247 

mployees who were trying desperately to keep the company alive 
with & new commercial design and with a rapidly expirmg Navy 
contract for PBY’s. Now, 4 years later, its payroll was over 100,000. 
Thousands of Liberators and Catalinas poured off production lines 
at San Diego. Our peak rate in San Diege was 328 beavy airplanes 
2 month—better than 13 a day on a 6-day week. Fort Worth pro- 
duced Liberators, C-87 transports and the beavy B-32 Dominator. 

74721—56——81 
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At Downey, Calif., more than 13,000 Valiant trainers came off the 
industry’s first mechanized production line. 

Altogether, Convair delivered more than 350 million pounds of 
airframes in 1941-45. It also supplied its blueprints and know-how 
without reserve to competing manufacturers, who were assigned by 
the Government to build B—24’s. Convair ranked fourth among all 
defense contractors in dollar volume. At the peak early in 1944 its 
payroll totaled 101,000 employees. 

The immediate postwar story (and it was reflected throughout the 
industry) also is familiar. By December 1945, the 7 manufacturing 
divisions had a combined payroll of only 13,553 persons—down again 
from the peak of over 100,000. The corporation’s management was 
deeply involved in the problems of reconversion. 

Two aircraft developments dominated Convair’s economy in the 
postwar period. One was the airliner with which the company re- 
entered the commercial field in 1946. Pricing of these craft turned 
out to be too low; severe competition plus a multiplicity of designs 
ordered for 14 different airlines made this a loss program. 

To meet a critical financial situation, 1,159,849 additional shares 
of common stock were sold to existing shareholders in 1948, increasing 
capital funds by $10.3 million; and loans totaling $18 million were 
obtained from banks. 

Dividends were dropped to 50 cents in 1947, and omitted entirely 
in 1948 and 1949. All this in the face of the fact that the model 240, 
the Convair Liner, and its successors became successful commercial! 
transports and are now used by more airlines throughout the world 
than any other postwar transport. 

The second development was the B-36 intercontinental bomber. 
upon which Convair had started preliminary design work in 1941, 
prior to Pearl Harbor. Construction proceeded slowly under low 
priority in a Fort Worth experimental hangar during the war, then 
was hastened as men and materials could be diverted to it. The 
first test flight was made in 1946, and the Air Force awarded a series 
of production contracts in the face of strong opposition during the 
1948 budget hearings. But recently, as you may know, Gen. Nathar 
F. Twining, Air Force Chief of Staff, expressed his belief that the 
B-36 “perhaps more than any other factor, has kept us from being 
attacked.”’ 

On May 15, 1953, a significant change occurred in the history of 
Consolidated Vultee Aircraft. On that date General Dynamics Corp 
acquired by purchase the substantial common stock ownership held 
by the Atlas Corp. 

Subsequently, on April 30, 1954, the share owners of both corpora- 
tions, by almost unanimous decision, voted to merge Consolidated 
Vultee into General Dynamics Corp. From that date forward 
Consolidated Vultee’s corporate existence terminated and it becam: 
the Convair division of General Dynamics. 

Joining in that role, Electro Dynamics, Electric Boat, and th: 
Canadian organization known as Canadair. Stromberg Carlson and 
General Atomics were added as additional divisions of 1955. 

That is the last page of the bound statement. 

Today the Convair division of General Dynamics Corp. is onc 
again a sizable organization. We now employ approximately 50,000 
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people. We have 10,296,009 square feet of covered factory floorspace. 
Last year our gross sales were $482,923,018.41. 

We are a large company but we do not regard our bigness as a virtue 
per se. We do feel, however, that it is important in the respect that 
it has given us the capacity to explore new fields of aeronautical 
science and to develop our findings into potent aerial weapons both 
for defense of continental United States and for retaliatory offense. 

Among the weapons Convair is now developing or producing for 
the Air Force or the Navy are these: 

(1) For the United States Air Force, the F—102, the Nation’s first 
supersonic all-weather interceptor. It will become operational with 
the ADC this summer. 

(2) For the United States Navy, the XFY-—1 Pogo, which, as I am 
sure the committee knows, is the world’s first successful vertical 
takeoff aircraft. While it has not yet gone into production, its test 
flights have been highly successful and its unique design concept holds 
great promise for the future. 

(3) For the Air Force, the B—d58-long-range bomber. Convair’s 
successor to the B-36, the B—58, is now in initial production at Fort 
Worth, and when it becomes operaional, will be the Air Force’s first 
supersonic strategic aircraft. 

(4) For the Navy, we are developing the F2Y Sea Dart, the world’s 
first supersonic water-based fighter. Like the Pogo, its revolutionary 
concept holds great promise for the future. 

(5) For the Air Force, we have recently completed production of 
the T-29 navigation bombardment trainer—a “flying classroom,’’ 
which makes it possible for the Air Force to give navigation and 
bombardment training to 14 students at a time. Approximately 90 
percent of all Air Force observer training (bombardment, navigation, 
reconnaissance, and so forth,) is now accomplished with T-29 aircraft. 

(6) For the Navy, the Terrier guided missile, the first surface-to-air 
antiaircraft guided missile to become operational with the United 
States Navy. It is now the primary armament of the U.S. S. Boston 
and will soon become the primary armament of the U.S. S. Canberra. 
It has had marked operational success io date. 

(7) For the Air Force, preliminary design studies leading to the 
development of atomic-powered aircraft. 

(8) And for the Air Force, we are now giving our highest priority, 
to a strategic missile program with Which this committee is familiar, 
but which cannot be further identified in open session. 

Certainly the ability to simultaneously develop and build such a 
diversity of useful military products is an asset of prime importance 
to the defense effort. 

Such capacity is not easy to come by, however, nor is it easy to 
hold, once acquired. Capacity is built in a number of ways. For 
one thing, vou must hire the most skilled workers you can get. 

For another, you must attract to your employ the best scientific 
brains you can find. Today’s production line does not begin at the 
drafting board. It has been moved one step farther back. It begins 
now with a search for new basic knowledge—for information that is 
no longer available in textbooks. 

In recognition of this new requirement, Convair has, among other 
things, established in its general office the office of director of scientific 
research, who is charged with maintaining close liaison between the 
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scientific professions and Convair, and with stimulating basic scientific 
research among technical personnel in Convair’s several divisions. 

We have also employed some 20 of the Nation’s top scientists as 
consultants to assist us in finding the answers to problems the aviation 
industry has never before faced. 

Capacity is also dependent upon good management—upon men 
with experience and ability. 

And while it is an intangible thing, one of the most important 
factors in computing capacity is a company’s dedication to the purpose 
of its endeavors. 

All of these things add up to a company’s ability to contribute 
usefully to the national-defense program. Most of them cost money. 
And it is essential, therefore, that companies such as Convair be 
allowed to make a reasonable profit lest that capacity be put in 
jeopardy. 

It might be appropriate to say a word here about competition. I 
know of no business that is more fiercely competitive than the aircraft 
business. First, and of course most importantly, the entire industry 
is in a life-or-death competition with the Soviet. 

Secondly, among ourselves, we in the aviation business compete 
for scientific skills of which there is too little to go around. And third, 
we compete quite energetically for the customer’s business. Indeed, 
I would say that if we have an abundance of anything in the aircraft 
industry, it is an abundance of competition. 

In closing, may I say again that at Convair we have one clear con- 
cept—we believe that private industry could have no higher calling 
than forging the weapons of national defense. We are proud of our 
dedication to this cause. I assure you we will use every means at 
our disposal to attract and to hold the highest management, scientific 
and worker skills available. To do anything less would be to place 
a secondary priority on the defense effort. This we will never do. 

Mr. Hesert. Thank you very much, Mr. Maish. 

Mr. Natsu. Thank you, sir. 

Mr. Hesert. Mr. Naish, will you please give the committee the 
benefit of your background, and after giving your background, the 
president of your company, General McNarney, who, incidentally 
for the committee, called me the day before yesterday to apologize 
for not being able to be here personally this morning. He had 
several commitments ahead of timfe and today I think he is in Dayton. 

I told General McNarney in the name of the committee that we 
understood his position and excused him. 

However, Mr. Naish, give us your background and the background 
of General MeNarney. 

Mr. NaisH. I have spent a good part of my life in the aviation 
business, having started on the production line. 

I have been perhaps in a half dozen aspects of it, starting in a super- 
visory capacity, from having three mechanics working for me, to 
foremen, supervisor, superintendent, factory manager, works manager, 
chief of purchasing, director of materiel—at which point, incidentally, 
most of those assignments were with the Northrop Aircraft Co. 

At that point I came to Convair some 7 years ago as assistant to 
the president and subsequently vice president of contract adminis- 
tration, and about 3 years ago as executive vice president of Convair 
today. 
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Mr. Hésert. In effect, you are a technician and a practical aviation 
man? 

Mr. Natsu. Yes, sir. 

Mr. H&BeErvT. Now, General McNarney’s background. 

Mr. Naisu. General McNar ney retired from the Air Force. His 
last position was Chairman of the Defense Management Committee 
for the Department of Defense. Previous to that, “he had been Com- 
mander of AMC. He had been a consultant to Secretary Johnson, of 
the Defense Department. 

Previous to that, he had been the commander of the American Occu- 
pational Forces in Germany, and at that time was the highest ranking 
American officer in Europe, succeeding Dwight Eisenhower in that role. 

Previous to that, he was Deputy Chief of Staff under General 
Marshall, and was responsible for the organization of the war plan for 
the Army in World War II. 

I think that that is a very scanty description of his activities. But 
most of his life was spent in the Army or Air Force. 

Mr. Héperr. Your Convair, or Consolidated Vultee, developed the 
B-36, is that correct? 

Mr. Natsu. It did dev elop the B-36, yes, sir. 

ce Hésert. When did General McNar ney go with Consolidated 
Vultee? 

Mr. Natsu. General McNarney came to Consolidated Vultee in the 
early part of 1952. 

Mr. Héserr. Was that immediately after his resignation from the 
Army? 

Mr. Natsu. Shortly thereafter. 

Mr. Hésert. What was General McNarney’s position in the De- 
fense Department at the time of the so-called B—36 investigation? 

Mr. Natsu. I am not clear on that, Mr. Hébert. I am sorry, | 
don’t know exactly. 

My recollection would be that—well, I won’t speculate. I am not 
sure what it was, to be very honest with you. 

Mr. Hésert. I am trying to search out, just-——— 

Mr. Natsu. I don’t remember at the time. Mr. Watts, who was 
our chief counsel—can you remember, Mr. Watts? 

Mr. Warts. He was not concerned. 

Mr. Natsu. He was not concerned with the hearing in any way to 
the best of my recollection. He did not appear. 

Mr. Hféserr. Was he the consultant, then, to Secretary Louis 
Jobnson at the time the U.S. 8. United States was canceled, contrary 
to the wishes of Congress? 

Mr. Natsu. This I do not know, sir. 

Mr. Héperr. I would like for the record to show exactly the dates 
that General McNarney was connected with the Department of 
Defense, whether he was consultant—you better take notes on these 
things I want to know for the record. I want to know what his posi- 
tion was at the time of the B-36 investigation. I want to know the 
date he resigned from the Army, the date that he went to work for 
Consolidated Vultee. I also went to know his position at the time 
the construction of the supercarrier [/nited States was canceled, con- 
trary to the direct instructions of the Congress and contrary to the 
wishes of the Congress. 
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I want also to know what General McNarney was doing when the 
so-called B-36 investigation was conducted, which I think was 
referred to as the revolt of the admirals at the time. 

Mr. Natsu. Yes, sir. 

Mr. Hépert. I would like to know those dates. 

Mr. Natsu. We will be glad to furnish them, if you will give me a 
copy of the questions. 

Mr. Hépert. Thank you, sir. 

Mr. Courtney. Mr. Chairman, Mr. John Jay Hopkins, the chair- 
man of the board of General Dynamics, is here, and he has some re- 
marks to be made to the committee. If this is an appropriate time, 
Mr. Chairman, we can hear from him, or do you prefer to wait until 
the—— 

Mr. Horxins. Mr. Courtney, I am either prepared to answer any 
questions you would like to ask of me, or read the statement, either 
one—at any time you would like. This is somewhat of an explana- 
tion of our theory in regard to management of several divisions. 

Mr. Courtney. We are immediately going into figures, Mr. Hop- 
kins, and the explanation we have had so far on the change in the 
company status from an independent company to a division of Gen- 
eral Dynamics was implicit in this, and if you can contribute to that 
understanding, we would be very happy to have it. 

Mr. Horxrns. I understand. I think that is a very good order. 
My statement will give you some background which will help you in 
developing your various questions. 

Mr. Courtney. Yes. 

Mr. Hopxrns. A thesis. 

Mr. Héserr. Do you have copies of that, Mr. Hopkins? 

Mr. Hopkins. Yes, we do have. We didn’t distribute them be- 
cause we wanted to be sure they were approved by the staff before 
they were issued. 

Mr. Hfperr. Yes. 

Mr. Hopkins. There is a very long form here. I took some time 
preparing a sort of thesis on this whole question of management and 
so forth, which I thought might be helpful for the record. 

Mr. Héserr. We will be very happy to have you do it. 

Mr. Hopkxtns. I also have here a short form of the same, which will 
take me about 15 minutes to read. If you would like to have that, 
[ think it would give Mr. Courtney the background that he asked me 
for. 

If it is the committee’s pleasure, the chairman’s pleasure, I will 
proceed to read that. 

Mr. Hépert. Yes, sir. 

Mr. Foao. Is this the short form that you gave me? 

Mr. Hopkins. Have you the long form, too, to file with the com- 
mittee? 

Mr. Hésert. That will be made part of the record. 

Mr. Hopkins. I am very glad to have you make it a part of the 
record. I think it will take a couple of hours to read it, but 1 hope 
your staff studies it, and others might take some interest. 

(The document above referred to appears on p. 2579.) 














aC—rlUC< 





AIRCRAFT PRODUCTION COSTS AND PROFITS 2573 


TESTIMONY OF JOHN JAY HOPKINS, CHAIRMAN OF THE BOARD 
AND PRESIDENT, GENERAL DYNAMICS CORP. 


Mr. Hopkins. Mr. Chairman, I should like to say at once to the 
distinguished members of this subcommittee of the Committee on 
Armed Services of the House of Representatives that while Convair, 
formerly the Consolidated Vultee Aircraft Corp., is our largest divi- 
sion, General Dynamics cannot accurately be described as solely an 
aireraft and missile manufacturing corporation. 

At present, Dynamics has 4 divisions and a subsidiary, in addition 
to Convair, constituting a total of 6 separate operations working 
together under single top-level leadership in order to obtain “‘strength 
through breadth.’”’ These are: Electro Dynamic; Electric Boat; 
Stromberg-Carlson; General Atomic; and the subsidiary, Canadair 
Ltd., in Canada. 

The records of these varied enterprises in serving the cause of 
freedom—especially those of Convair whose predecessor companies 
reach back to the time of the Wright brothers and of Electric Boat 
which delivered the Navy’s first submarine, the Holland in 1900— 
offer a historical perspective stretching back to the year 1880 which, 
[ hope, may be of interest to this committee in its most timely and 
important deliberations on how to strengthen our Nation’s power 
for peace. 

In other words, our attitude here—because we know your attitude 
is the same—is to be just as helpful in every way. We will answer 
every question we can. We feel that we are part of the same effort 
that Congress has charge of, namely, the defense of the country. 

Mr. Gavin. I think that is kind of misleading, that one statement: 
“T offer a historical prospective stretching back to the year 1880.”’ 
This new General Dynamics by no stretch of the imagination could 
hope to say that they follow their background back to 1880. 

Mr. Hopkins. Yes. 

Mr. Gavin. Because this is really a new corporation, within the 
past several years. 

Mr. Hopkins. But the electrodynamics division, which we have, 
was founded in 1880. 

Mr. Gavin. That is true, there may be 

Mr. Hopkins. It is still active, yes. 

Mr. Gavin. Yes. 

Mr. Hopkins. It makes all the auxiliary motors, for instance, for 
all the submarines. 

Mr. Gavin. I realize that, but anybody reading that statement 
may think it originated back in 1880. 

Mr. Hopkins. Yes. In the long form you will find in the back 
a complete outline of just how the units were put together and the 
dates thereof. 

Mr. Hépert. Mr. Hopkins, if you will read the statement. Con- 
gressman Gavin will have an opportunity to examine you in its en- 
tirety after you finish. 

Mr. Hopkins. Yes. As I say, we are here to be just as helpful as 
possible to everyone, 

A significant factor in the history of the submarine, aircraft, and 
shipbuilding industries of the United States is that which might be 
called the “‘heroes in war, orphans in peace” cycle. This recurring 
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phenomenon—with some variations—runs through seven rather dis- 
tinct phases, or about like this: First, the United States appears weak 
to a group of aggressor nations; second, war is started by the aggres- 
sors; third, we go to war unprepared; fourth, by heroic methods— 
involving confusion and waste of heroic proportions—we outproduce 
the enemy in aircraft, submarines, and ships; fifth, we win the war; 
sixth, we demobilize totally; seventh, we cut back almost completely 
aircraft, submarine, and shipbuilding contracts for delivered products 
and for research and development. Then—starting all over again— 
we appear weak to a group of aggressor nations. 

It seems to much to hope that having twice tempted fate we shall 
for a third time enter and win a war we are unprepared to fight, for 
in this era of atomic naval craft, supersonic aircraft, and interconti- 
nental missiles, the nation unready to fight now must succumb to the 
nation that is ready to fight now. 

Reviewing the history of two almost disastrous wars, and appraising 
the technological and ideological realities of this century, it is my 
conviction that defense must be a permanent business—a permanent 
way of life. And that in order to keep in being those aggregates of 
vital skills that underlie our capability not only to be strong, but also 
always to appear to be strong, the modern industrial corporation 
should, I believe, seek a broader base. It must be strong in defense 
production, strong in civilian production. It should not, I believe, 
for the economic and political welfare of the country, be entirely 
dependent upon the armed services—it must not, for the military 
safety of the Nation, be devoted solely to commercial causes. 

Those companies which are not yet diversified—which depend largely 
upon military orders—obviously must contemplate serious problems 
ys long-term growth and stability. It seems obvious to me that in 
the long run, the undiversified defense company can neither retain 
enough out of, on the average meager earnings, nor in any climate of 
uncertainty go to the investor—the general public, banks, or the 
insurance companies—for the substantial capital required to finance 
expansion or to maintain a healthy corporate metabolism. 

Prof. John A. Griswold, in a recent study on financing capital expan- 
sion estimated an average of about $7 billion a year in personal savings 
would be invested as new capital in American industry for the next 
5 years. As you know, personal savings are the largest source of 
equity capital available for private financing. Consider how inade- 
quate this annual increment will be for aircraft industry investment 
which must compete with those other industries that in the immediate 
past have regularly absorbed almost $7 billion each year through 
public financing. Consider also the undeniable fact that the past 
financial history of the aircraft industry has exhibited alarming fluc- 
tuations in earnings with consequent fluctuations in the estimation 
of the investing public. Though many of us are convinced that 
defense is and must be a permanent business, the memory of its 
erratic past is sufficiently vivid completely to frighten off the con- 
servative investor. And a vast majority of personal savings either 
directly or indirectly through investment trusts, banks, and savings 
institutions, will simply not ignore the experience record of these 
‘heroes in war, orphans in peace’’—unless stability factors are obvi- 
ously and enduringly present. 

At the end of 1955 estimates indicate that some 200 investment 
trusts held total assets in excess of $9 billion as compared to $1 billion 
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in 1940. These funds, by sheer size of capital controlled, are obviously 
an ever-growing factor in the American economy as a source of 
capital. Yet, investment trusts hold only a relatively very small 
proportion of even outstanding aircraft stocks. The Fulbright 
committee last year disclosed that not one single aircraft stock 
appeared in the group of the largest holdings among investment 
trusts. Similarly, insurance companies and pension funds, which 
have been investing increasingly large sums in common stocks, have 
hardly at all been attracted to aircrafts. 

It seems abundantly clear that no only will substantial capital have 
to be raised by the aircraft group in a highly competitive and difficult 
investment market during the next few years but increased reliance 
on retained earnings will be necessary to supply the funds needed for 
expansion. The aircraft industry, therefore, can expect to realize 
but a small fraction of this for its needs. Projected capital needs in 
the aircraft industry should be examined Fs 3 in the light of these 
considerations. 

Clearly, gentlemen, there is now barely sufficient private capital 
available to support a static defense industry producing conventional 
weapons. For a vigorous, expanding industry, requiring huge sums 
for the infinitely complex research and deve lopment programs and the 
productive facilities demanded by the atomic-jet-missile age, it 
would appear that complete reliance on private capital is a patent 
impossibility. I believe, however, that there is at least a partial 
solution to the problem of inadequate capital investment without 
substantially increased Government aid. It is pertinent, I believe, 
to point out that General Dynamics was successful less than a year 
ago in raising $40 million in equity capital through the issuance of 
2i percent convertible debentures—twice the amount raised through 
debt securities by the entire aircraft industry in the past 20 years. 

I must here, however, make again the point made in my opening 
sentence—General Dynamics is not solely an aircraft corporation, not 
solely, though largely a “defense” corporation. I attribute our finan- 
cial ‘ability to raise money in the public market place to an early 
recognition by Dynamics of a compelling need in the national-defense 
effort—the necessity of providing within one corporate framework 
not only a diversification of product—but a balanced composite of 
skills, productive facilities and creative ideas on a truly nationwide 
scale. Our long-range planning envisaged such a ‘‘systems concept”’ 
as the only effective means to cope with the gigantic, interlocking 
research and development and production programs required by the 
complex weapons we were called upon to manufacture. Such a 
“systems concept” quite naturally provides diversification, a broad 
and vigorous corporate base with a stake in the defense effort and a 
stake in the domestic economy—rather than in a specialized segment 
of either. The investment opportunity then, it seems to us, becomes 
at once more attractive; the earnings position, though extremely 
modest in ratio with sales volume, more stable from a long- term view- 
point; and hence, the corporation position more conservative to a 
potential investor—although promising good growth possibilities. A 
specific example of this dynamic systems concept of management- 
and the benefits that inhere to its participants is the merger of Con- 
solidated Vultee Aircraft Corp. into General Dynamics Corp. as the 
Convair division of Dynamics. 
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When General Dynamics first made an appraisal of Convair with 
a view to merger we were impressed with the superior engineering 
organization at Convair and the excellence of its production and execu- 
tive management. A merger of the two companies it was believed 
would bring substantially new strength to the Convair organization 
in important areas. I think it is fair to say that both Dynamics’ 
faith in Convair and the expectation of added strength have ma- 
terialized. 

Over a period of years prior to the merger, the existence of a single 
sizable block of stock constituting effective control of Consolidated 
Vultee Aircraft Corp. resulted in a feeling of uncertaintly in its organi- 
zation as to the permanency of its policies and management. With 
the merger, Convair took its place as an integral part of an established 
manufacturing organization with a history of uninterrupted operations 
and under a continuity of management and overall policies. 

The resulting organization produced a still more diversified group 
under the leadership of men of reputation and stature on a basis which 
received the immediate support of the investing public which, of 
course, is the basis in securing private capital for, among other things, 
development and growth. 

With organizational stability and new financial resources Convair, 
as a division of General Dynamics Corp., found itself in a position to 
face the future with a sound and broadened perspective. As a result, 
and with the effective cooperation of the Dynamics compact executive 
group, Convair has been able to weld a more cohesive management 
team and to attract a number of world-renowned scientists and engi- 
neers to cope with the extremely difficult and complex technical 
problems in unexplored fields of human knowledge required to be 
solved to achieve defense objectives. The broadened opportunity for 

ersonnel through interdivisional scientific and technical cooperation 
as also benefited Convair’s recruitment problems. 

Following the merger, committees were established as mechanisms 
for total corporate planning and technical exchange, and these com- 
mittees have functioned with such success that significant results are 
already in the process of realization. Management problems of every 
nature are discussed at length at management committee meetings 
held monthly. General managers of each division of the company and 
all the management members of the board of directors participate in 
these meetings which are productive, through an interchange of 
views and information, of increased efficiency and new projects. 

The interchange of technical information, and the interchange of 
ideas among the engineers of the various divisions, has resulted in 
proposals for defense products to be jointly undertaken by two or 
more divisions. The new corporate organization combines a unique 
combination of resources to develop and produce defense products, 
not only through cross-fertilization of ideas but also through joint 
endeavor. 

To develop a comprehensive production, research, and development 
team out of independent units some separated by 3,000 miles in dis- 
tance, each with pride of individual accomplishment, each with 
different products and apparently different methods and objectives, 
requires a special approach—one in which all too little management 
experience exists. Yet patterns can be recognized and implemented 
with due respect for the variables, and an imaginative grouping of 
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common abilities and experience, to develop a corporate philosophy 
which provides a productive weapon of great strength and flexibility. 
Building on each division’s pride of accomplishment to instill a higher 
sense of individual worth and contribution to all—not just a part of 
the defense effort and the national economic welfare, demands an 
extremely high type of professional manager. Dynamics provides 
the opportunity, the environment, and the challenge which not only 
attracts this kind of individual, but demands all his energies and 
capabilities—which are enthusiastically given. 

New weapons such as supersonic aircraft, and missiles with their 
emphasis on electronics and new developments in atomic power have 
placed a heavy burden on technology and on industrial management. 
So interrelated are the complexes of systems and components, so 
specialized are the skills needed to produce and integrate these, that 
only a highly developed organization can provide an adequate base. 

The relatively simple production line concept and the leisurely one- 
project research and development efforts of pre-World War I] days 
are wholly unsuitable now. A high degree of objectivity, flexibility, 
and coordination are indispensable for the design and construction 
of such radical products as a nuclear submarine, a supersonic aircraft, 
an atomic reactor system, or a guided missile. Thus, we feel, a 
maximum of efficiency will result from each unit or division concen- 
trating on its primary product, while the steersman unit, responsive 
to and—through personnel participation—representative of the 
operating functions, can objectively plan and coordinate all efforts. 
Although this may be still largely a theoretical example of an industrial 
organization, it is the pattern, I believe, which even now is being de- 
manded by the rapid development of ever more complex weapons in 
an ever more complex international situation. In essence, the new 
type of corporation—of which Dynamics is striving to be an example 
is coming into being as much from this vital need in our defense effort 
as from the purely business considerations of horizontal diversification 
or greater sales volume in order to achieve the necessary financial 
strength and stability for the preservation of the whole. And Dy- 
namics, like a weapons system—a combination of men, machines, and 
ideas, where the whole depends on the proper function of all its myriad 
parts, both tangible and intangible—is a modern expression of planned 
management teamwork. 

In implementing such a broad objective, Dynamics has developed a 
guiding policy which emphasizes the following eight specific points: 

1. Leadership. 

2. A level of analysis, planning, and review. 

3. Interdivisional exchange of ideas, skills, and services. 

4. Comprehensive and objective research and development 

programs. 

5. A strong financial position. 

6. Objective cost accounting. 

7. Community and national relations. 

8. Employee morale, training, education, and growth. 
In a sense, all of the points enumerated could be summarized as 
leadership—an all-inclusive term. It implies all the necessary tech- 
niques of organization, integration, coordination, communication, and 
control, but it also implies more especially the intangibles of motiva- 
tion and ideas, of future directions and of adaptation to shifting 
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economic and technological environments. It is this leadership func- 
tion that is perhaps most vital in concentrating the diffused strengths 
of many diverse components and so guiding them that they will, with 
maximum efficiency, assist in sustaining the broad strategic concepts 
of national and global defense. The function of the corporate office, 
then, is that of will, of intent, of impulse, which draws the separate 
fingers into a fist, which integrates the separate components of a 
group concept, and directs them as a unit to the achievement of supra- 
digital objectives. 

In order to elicit high levels of performance and adaptability to 
rapidly changing situations which the modern defense effort requires, 
the group concept must be vital and vigorous, not only on division 
management levels, but on all levels of responsibility, including the 
individual employee. Devotion to a particular project, to a particular 
manager, or division, or to a specific and closely defined segment of 
the defense effort is now too compartmentalized, too rigid, for that 
coordination of effort demanded by the weapons system concept. 

Corporate leadership must be responsive to the admitted efficiency 
of specialization yet responsive also to the broad end results. It is 
the only agency which, in colloquial parlance, can keep an eye on the 
missile and, at the same time, guide it to the target. And in this 
effort, leadership must rely on ideas and motivations—forging in em- 
ployees of every decentralized and autonomous operating unit a sense 
of identity with the entire corporation and, through identification 
with the unifying corporate concept, secure a sense of worth and pur- 
pose in the Nation’s overall economic and military environment. Thus 
corporate leadership can provide a unifying field of force and supply, 
in a group concept, the ideas factor of the weapons system equation. 
In such a massive effort as national defense in the age of the hydrogen- 
helium process, electronic automation, and the intercontinental mis- 
sile, there is a danger that the immense centrifugal forces generated 
by the demands of highly specialized production or research and de- 
velopment units will pull apart vital projects. As such projects grow 
in complexity—an inevitable development considering the rapid ad- 
vance of science and technology—the danger becomes more pressing. 
In this respect, corporate leadership of the kind we have set up as our 
ideal must, we believe, act as a balancing force, synchronizing effort 
not in one axis but both vertically and laterally within the overall 
corporate structure, and extending its integrating influence to every 
one of our six divisions and more than 70,000 employees. 

I wonder if the issue is really that of Government ownership versus 
private enterprise, as some have said. I regard that as misleading 
oversimplification. 

T am sure that none of us in industry, none of us in the services, none 
of those elected to represent the American people, believe in socialistic 
or anarchistic concepts. Rather, all our experience with members of 
Government and our day-to-day relations with the United States Air 
Force and the United States Navy convinces me that there is an essen- 
tial unity of purpose, a partnership of strengths, seeking the military 
safety and the economic welfare of the Nation and, hence, of each of 
us and of those yet unborn. 

There is the strength and loyalty of the free enterprise system now 
proven three times in this generation in the crucible of war. There 
is the strength and valor of the men of the armed services who have 
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dedicated to our defense their lives, their fortunes, and their sacred 
honor. There is, above all, the strength of the American people who 
have charged their elected representatives with a grave responsibility 
to lead, to protect, and to inspire. , 

I have sought, gentlemen, without presuming to speak for any one 
industry, to indicate some of the patterns of our national defense 
effort in war and in peace. I have suggested its cylindrical nature, and 
have pointed up what seems to me the very great peril in which we 
stand in that curve—particularly as it affects the aircraft industry— 
is not stabilized. It is my hope that I have through example and 
precept, rather than through any personal admonition, outlined a 
course that will ultimately result in the greatest military and economic 
strength at the lowest cost in human effort and in material. In an 
appendix to these remarks I have delineated those historic parallels 
that document my case. 

Finally, I have presumed to refer to the corporation of which I am an 
officer as perhaps an early prototype of the new industry systems 
concept that, in the complexities of our jet-atomic-electronic age, 
will provide us with that continuing and obvious strength with which 
we may on most occasions warn off the incipient aggressor—or, in the 
particular exception, destroy him. 

I should like, Mr. Chairman, on behalf of my associates, to express 
our appreciation of the opportunity to address ourselves to this 
distinguished committee, and to participate, in however small a 
measure, in your aims to strengthen our beloved country. 

Mr. Héserr. I may say to vou that if this is a thesis, I will give 
you the master’s degree from the university of Hébert immediately. 

Mr. Hopkins. Thank you. The other one is considerably more at 
length. If this interests you at all, Mr. Chairman, I hope you read 
the other. We put in quite a few hours on it. 





DoccUMENTED STATEMENT OF JOHN JAY Hopkins, CHATRMAN OF THE Boarp 
AND PRESIDENT, GENERAL Dynamics Corp. 


Mr. Chairman, I should like to say at once that while Convair (formerly Con- 
solidated Vultee Aireraft Corp.) is our largest division, General Dynamics can not 
accurately be described as an aircraft corporation. 

In addition to Convair, Dynamics has four other divisions and a subsidiary. 
These are: Electro Dynamic in New Jersey, Electric Boat in Connecticut, 
Stromberg-Carlson in New York, General Stomic in California and the.subsidiary, 
Canadair Limited, in Canada. 

Canadair manufactures military aircraft for the Canadian Government and has 
built many commercial transports, although none are in production now. General 
Atomic, our youngest division, is in process of establishing a new $10 million 
laboratory, where it is expected that basie scientific research will lead to the 
development of more efficient atomic reactor systems. 

Stromberg-Carlson established in 1894, is known for its telephonic, radar, radio 
television and sound equipment for the armed services and the consuming publi 
Flectro Dynamic, founded in 1880, manufactures electric: motors for industri 
and marine use. Its principal customer has been and continues to be the United 
States Navy. 

Electric Boat, incorporated in 1899, is the builder of the world’s first atomic- 
powered vessels, the submarines Nawtt/us and Sea Wolf and is known especially 
for having built or supervised the building of more than half of the United States 
Navv’s submarines and for its production of Liberty ships in World War I and 
of PT boats during World War Il—the first demonstration, by the way, of pre- 
fabricated ship production. 

The records of these varied enterprises in serving the cause of freedom—espe- 
cially those of Convair, whose predecessor companies reach back to the time of 
the Wright brothers, and of Electric Boat, which delivered the Navy’s first sub- 
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marine, the Holland, in 1900—offer a historical perspective which, I hope, may 
be of interest to this committee in its deliberations on maintaining and strengthen- 
ing the Nation’s power for peace. 

A significant factor in the history of the submarine, aircraft and shipbuilding 
industries is what might be called the “‘heroes in war, orphans in peace’’ cycle. 
This recurring phenomenon—with some variations—runs through seven rather 
distinct phases, or about like this: First, the United States appears weak to a 
group of aggressor nations; second, war is started by the aggressors; third, we go 
to war unprepared; fourth, by heroic methods—involving confusion and waste 
of heroic proportions, also—we outproduce the enemy in aircraft, submarines and 
ships; fifth, we win the war; sixth, we demobilize totally; seventh, we cut back 
aircraft, submarine and shipbuilding contracts for delivered products and for 
research and development work also. Then—starting all over again—first, we 
appear weak to a group of aggressor nations * * *. 

It seems too much to hope that having twice tempted fate we shall for a third 
time enter and win a war we are unprepared to fight. Unfortunately, in this era 
of atomic naval craft, supersonic and atomic-powered aircraft, and intercontinental 
missiles, the nation unready to fight now must succumb to the nation that is 
ready to fight now. 

It might be appropriate for me to examine, if I may, certain important aspects 
of the condition of the aircraft industry, as they relate to the present and the 
immediate future. I then hope to draw on historical experience to provide some 
possible guidance in appraising the problems before this subcommittee. 

Aircraft and missiles are today’s industrial miracles. They represent the 
synthesis of coordinated effort at every level of human endeavor, from the 
creative inspiration of scientific genius to the skills of precision artisans, organized 
in a complex which demands the highest order of organization and executive 
talent. If the industry has not succeeded wholly in attracting the Nation’s top 
management and technical talent, it must most urgently do so because, in my 
opinion, the survival of our Nation and the entire free world requires that unsur- 
passed leadership be provided. 

How can this leadership and talent be provided? Several conditions, it seems 
to me, are absolutely essential. 

1. The Nation must recognize the need and the system must provide the 
incentives during peacetime to attract and hold the requisite personnel. 

2. Executive and scientific personnel must retain authority to exercise their 
talents without undue interference from Government supervision and control. 

3. National objectives and policies affecting the industry must create a climate 
of stability and challenge. 

In a@ measure, these conditions are being met. The aircraft industry has 
striven for, and is now achieving, an established position in the American industrial 
scene. It has attracted and developed individuals of the highest technical and 
administrative talents. It has contributed substantially to the planning and 
molding of our national defense. This stature was not achieved lightly. On the 
contrary, though the need for stability was mainfest, it was not always perceived. 
The aircraft industry has, indeed, struggled against great odds. For many years 
the struggle has been one for survival. 

The aircraft industry stands at the crossroads today. Whether or not the 
industry will be permitted to function and grow as a normal integral part of our 
vast industrial complex will depend upon policies adopted and administered by 
the Federal Government. I believe that the continued health of the industry 
requires that its relationship to the Government be on substantially the same 
basis as other manufacturing industries doing business with the Government. 
I say this not only because I believe the principle is inescapably correct, but also 
for the all-important reason that the industry has already committed inself and 
its future to that philosophy. It cannot be overemphasized that every major 
aircraft company has staked its future on the expectation that it will be permitted 
to compete as a normal member of the business commu ity with other industries 
for dfense and commercial products within its capabilities, for capital from 
conventional investment sources and for talent in the open market place. 

For example, every major aircraft manufacturer has made very substantial 
commitments toward capital improvements and research and development facili- 
ties. Fourteen companies have indicated that their current planning contem- 
plates expenditures in excess of $370 million for capital improvements during 
1956, 1957 and 1958. General Dynamics is committed to expenditures in excess 
of $40 million for acquisition of plants and facilities for the year 1956, and present 
planning indicates that at least an additional $60 million will be committed in the 
next 3 years. 
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Nothing could be more crippling to the industry than to abruptly impede or 
retard the industrial pattern which is evolving. For the first time the aircraft 
industry is in the position to make and is making, a determined effort to provide 
with its own resources substantial portions of the facilities and equipment needed 
to sustain the increasingly costly weapons of defense. In the years of losses 
and insignificant profits, this could not even be considered, much less attempted. 
Now, it is possible. 

Where is the aircraft industry to obtain the large sums needed to carry out the 
costly and vital programs to which it is now committed? After all, there are 
only three sources: (1) Earnings, (2) Security issues and loans, or (3) Government 
assistance. 

In spite of improved earnings in recent years, earnings alone will not provide 
adequate funds to meet the projected need for capital assets. Substantial sums 
will have to be raised through security issues and loans, and I believe that even 
under the most favorable conditions, the aircraft industry may nevertheless be 
hard pressed to raise the money which it will need. I make this prediction on 
the basis of economic projections which should concern all of us. It has been 
estimated that if overall capital requirements for American industry generally 
are to be met, a sum in excess of $7 billion a year over and above that which 
will be provided by current savings patterns must be made available to American 
business during the next 5 years. Some economists are not overly optimistic 
as to the ability of the investment market to provide the sums which will be 
required. This is the same market to which the aircraft industry will have to 
look for capital—in competition with other industries with far better histories 
of earnings, profits, and stability, to say nothing of more attractive dividend 
policies. 

In the face of these financial considerations, it is significant to note that for 
the years 1934 to 1953 new capital raised by the aircraft industry through the 
issuance of debt securities totaled less than $20 million, and that for the 5 years 
ended 1953, the aircraft industry obtained capital funds from outside source 
through the sale of stock in the total amount of $9,452,000. During the same 
period, the industry retired debt in the amount of $7,485,000, resulting in a net 
increase of investment capital through the sale of stock of only $1,967,000. 

But, in 1955, General Dynamics took a major step in financing, and successfully 
issued $40 million in 344 percent convertible debentures—twice the amount raised 
through debt securities by the entire aircraft industry in almost 20 years. Several 
other aircraft companies have since arranged good-sized debenture issues. 

This trend in financing should not, however, be taken complacently as an 
indieation that the aircraft industry has earned the respect of the investment 
world, At the end of 1955, estimates indicate that some 200 investment trusts 
held total assets in excess of $9 billion as compared to $1 billion in 1940. These 
funds, by sheer size of capital controlled, are obviously an ever-growing factor 
in the American economy as a source of capital. Yet, investmer.t trusts hold 
only a minute proportion of outstanding aircraft stocks. The Fulbright com- 
mittee last year disclosed that not one single aircraft stock appeared in the group 
of the 100 largest holdings among investment trusts. 

Similarly, insurance companies and pension funds, which have been investing 
increasingly large sums in common stocks (noninsured pension funds alone show 
an investment of $2 billion ix. common stocks) have not been attracted to aircraft 
stocks. As long as this condition exists, aircraft companies will have to look to 
less reliable and stable sources of investment capital. 

It seems abundantly clear that not only will substantial capital have to be 
raised in a highly competitive and difficult investment market during the next 
few years, but increased reliance on retained earnings will be necessary to supply 
the funds needed for expansion. Projected capital needs in the aircraft industry 
should be examined in the light of these considerations. I have already indicated 
that on the basis of present planning alone, 14 companies are already planning 
to expend in excess of $370 million during 1956, 1957, and 1958. Certainly the 
total requirements for capital expansion will far exceed that figure. The statisties 
of the recent past are indicative of the huge sums necessary to provide the physical 
assets for aircraft manufacture. For the 15 principal aircraft manufacturers in 
the industry, emergency facilities expansion during World War II totaled $1,625 
million of which $1,450 million was financed by the Government and $175 million 
by the companies. During the Korean and post-Korean expansion programs 
these companies undertook $263 million of gross capital expenditures out of their 
own resources. Although comparable figures for Government-financed expansion 
are not available, the Government’s contribution no doubt exceeded industry's 
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contribution. It is interesting to note in this connection that the overall cost of 
financing aircraft production facilities far exceeded the amounts indicated above 
for the 15 major aircraft companies. 

When manufacturers whose principal activities are outside the aircraft industry 
are included, such as General Motors and Chrysler, it is reported that the Govern- 
ment financed $3,474 million of emergency facilities expansion for aircraft produc- 
tion during World War II, and $2,324 million of facilities from the outbreak of 
the Korean war until July of 1954.1 

In appraising the immediate future of American industrial trends, another 
notable fact is that practically every large corporation is expending large sums of 
money on research and development. And substantial portions of these expendi- 
tures will be going into areas of nuclear energy, electronics, and other fields closely 
related to weapon systems. 

For example, Chrysler had disclosed that its new $1 billion expansion program 
includes substantial amounts for inereased research to include nuclear energy, 
electronics, and applications of solar energy. Ford is now building a $150 million 
engineering and research center at Dearborn which will house, among other 
activities, its scientific laboratory which is also looking into atomic and solar 
energy. General Electric estimates that it has $100 million at replacement value, 
of facilities for aircraft propulsion at its aircraft gas turbine division. The aircraft 
industry, with enormous technological problems related to the pioneering of new 
advances in airframes, guided and ballistic missiles must be research-minded. 
If it is not continuously encouraged to strengthen these research activities, the 
aircraft industry will not be able to keep abreast of technological progress being 
made by related industries. The overall net result must inevitably be impaired 
performance. With respect to the financial history of the aircraft companies, the 
record speaks for itself. The ‘heroes in war, orphans in peace’’ cycle of defense 
business in the past has been well publicized. In aircraft, there has been near 
famine, but the so-called feasts have never proved adequate for the lean years 
which followed. Even in years of high production, profits have been subject 
to statutory and other limitations. Because of the low earnings base years under 
the excess profits tax, almost all aircraft companies were heavily penalized. 
Profits of all manufacturing industry have been increasing substantially during the 
past few years. Should the aircraft industry be penalized again? Its key position 
in the defense of the country should, it seems to me, invite solicitude for its health 
and stability; certainly not discriminatory restraint on its power to compete 
for personnel or capital, or to plan intelligently for future growth and stability. 

Complexity of aircraft and missile production should also be considered in 
appraising the reasonableness of profits. No other industry requires an enter- 
prise to concentrate so speculatively on the development of so few types of 
revolutionary products over as long a period of time without reasonable assur- 
ance that the products will be ultimately purchased. The life cycle of a new type 
supersonic aircraft, from conception to prototype may consume years, during 
which there is considerable uncertainty as to whether the product will ever reach 
production. Apart from technological uncertainties, changes in Government 
requirements, development of a competitive product at any stage, or failures in 
deliveries of major components, can render completely profitless the most effec- 
tive and creative effort. The never-ending search for improved performance of 
aircraft and missiles and the rapidity with which models of aircraft become 
obsolete give somber meaning to this risk. 

These considerations result in a condition where profits on a given under- 
taking are apt to be short lived with relation to the expenditure of time, money, 
and effort over a period of perhaps a decade. To appraise these relatively short- 
term profits at their peak on the basis of conventional standards is, under these 
circumstances unrealistic. And to use as a primary standard of reasonableness, 
the yardstick of return on net worth during a few peak years, when the aircraft 
industry has been starved through many lean years is, in my opinion, not only 
wholly untenable, but paradoxical. 

Turning to the question of executive and professional compensation, I would 
like, if I may, to quote a few paragraphs from the New York Times of January 
29, 1956: 

“In America today the engineer-scientist is king. There are 5,000 organizations 
bidding for his services, and they have 50,000 job openings—twice as many as 
the number of new graduates expected this June. 


1 The Aircraft Manufacturing Industry, published by the Investment Bankers Association of America, 
1954. 
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“Salaries are climbing—twice as high at the bottom as a decade ago, and rocket- 
ing out of sight at the top. * * 

“The reason for the present situation is deep rooted. The United States has 
entered upon a new age—the age of technology. The military forages on the 
frontiers of science, and civilians live in a mechanical wonderland. 

“To design and build hydrogen bombs and intercontinental ballistic missiles 
and earth satellites takes armies of engineers. * * 

“In 1900 United States industry employed 1 engineer for every 250 employees; 
in 1905 it was 1 for 60. Then came the Korean war, and the demand for technica! 
personnel started on an upward swing that has not yet been checked.” 

The most critical capital resource of a business today is its people. They are 
in short supply, and because of the composition of the work force in the aircraft 
industry, the problem of recruiting and holding competent management, pro- 
fessional and technical personnel is acute. In January 1952 the aireraft industry 
employed 20,000 of the 90,000 professional research engineers and scientists in 
the United States and 50,000 out of the 220,000 total research personnel employed 
by American industry. For the year 1951, the Bureau of Labor Statistics showed 
research and development expenditures in the aircraft industry as constituting 
12.7 percent of sales, as against 1.2 percent for motor vehicles, 3 percent for 
chemicals, and 6.4 percent for electrical machinery. 

In the face of the desperate personnel shortage that confronts us today, the 
aircraft industry simply cannot survive an arbitrary limitation of executive and 
professional compensation. The pattern in manufacturing industry generally can 
be disregarded only at our peril. Reductions in the area of executive compensa- 
tion will not reduce the cost of aircraft—executive compensation represents a 
small fraction of 1 percent of sales—but such reductions could adversely affect 
the quality and cost of aircraft. 

It is understandable that the Congress and the services should show concern 
over the cost of aircraft. But today’s aircraft and missiles are enormously ex- 
pensive because they are revolutionary in design, incredibly intricate in construc- 
tion, and almost miraculous in performance. The services and the manufacturer 
are independently and cooperatively striving to eliminate inefficiency and pro- 
mote cost savings. Here, again, I must emphasize that the principal problems 
are people and incentives. Only the most capable and the most imaginative 
managers can bring significant improvements to the science and art of aircraft 
and missile production—in respect to quality or efficiency. To ignore the financial 
incentives that attract and retain personnel of the required caliber—particularly 
in the face of well-publicized incentives of all other major industries—is to guaran- 
tee second-rate performance. 

I would respectfully urge that this committee evaluate in terms of today’s 
realities the profit incentive as a means of stimulating improvement in the aircraft 
industry. The substantial part of the defense dollar is spent in costs—not profits; 
far greater opportunities for savings lie in the area of cost control. Higher profit 
margins, used judiciously as incentives, provide the key to meaningful reductions 
in Federal expenditures. 

It may now be worthwhile to consider those historic parallels that have special 
relevance to the work of this committee. 

The genius of American inventors conceived both the airplane and the sub- 
marine. Yet, because of official and public indifference, the American headstart 
in both was quickly lost to Europe. Both the submarine and the airplane met 
with continuing opposition from powerful groups within our country; but they had 
also dedicated supporters. In the end, of course, both provided their worth a 
million times over. In World War II the submarine and the airplane were the 
decisive factors. During both wars, the Nation’s aircraft and submarine manu- 
facturers were called upon for superhuman efforts, only to be treated as un- 
wanted stepchildren, once peace had returned. This unfortunate pattern was 
epitomized for members of the Air Force and the ‘‘Silent Service,’ as well as for 
their industrial teammates, by the sardonic but descriptive phrase ‘‘Heroes 
war, ophans in peace.” 

The parallel experience of toe two services is deeper than mere coincidence. 
In both the submarine and aircraft fields men of imagination and devotion, in the 
services and in industry, have struggled through the lean vears with small capital 
and little public support, to perfect the devices to which they had dedicated their 
lives. Men in both fields had to contend with recurring national moods of with- 
drawal and isolationism, and with that tragic habit of the American people to 
which I have just referred, frantic improvisation in wartime and apathetic negleet 
of the national security in peacetime. 
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When the United States entered the war in 1917, its Air Force consisted of 55 
obsolete planes and 35 pilots of whom, in General Pershing’s opinion, only 5 or 6 
could qualify for actual combat in Europe. The Air Force was considered by 
many as a possibly useful extension of the cavalry as, in an earlier day, the sub- 
marine was thought suitable only for “harbor defense,’ and it is significant to 
note that pilots were required to wear spurs on their boots. 

What happened to the aircraft industry during World War I is, it seems to me, 
an instructive example of the perilous American habit of resorting to improvisation 
in an emergency. Starting from almost nothing, the United States was, by the 
end of the war, turning out planes and aircraft engines at a staggering rate. But 
the bold confidence which achieved such a goal with little advance planning and 
no experience was also responsible for some of the worst blunders and most wasteful 
methods of the entire American war production program. The confidence of 
the automobile men that if they could produce 2 million automobiles a year, there 
was no reason why they could not also mass-produce airframes and engines was 
not entirely unjustified. The trouble was that under the compulsions of a frantic 
emergency the complexities of aircraft manufacturing and the time required to 
transmute what was essentially a skilled hand operation into an automatic opera- 
tion were not realistically evaluated. 

In a matter of months, indeed, almost every branch of American industry was 
involved in one way or another. But then, things began to go wrong. Those 
mass-production methods which could be applied to the automobile proved not to 
be readily adapted to the production of airframes—for under stress of combat, 
designs were changing so fast that as soon as a model was “‘frozen’’ for mass 
production, it was out of date. In the general confusion, contracts were awarded, 
canceled, replaced, and altered with bewildering inconsistency. In a triumph of 
management, the Liberty motor went into mass production—but unhappily far 
ahead of the airframes being prepared for it. And at the end of 1 year of war the 
aircraft industry had produced only 529 or about 1 in 40 of over 20,000 combat 
planes promised, and these proved to be defective. Of the 22,500 Liberty engines 
promised, only 2,390 or less than 1 in 10 had been manufactured. 

In February 1918 General Pershing condemned “‘the bombastic claims’’ of high 
production appearing in the American press and stated that ‘‘as a matter of fact 
there is not today a single American-made plane in Europe.’’ Not until 3 months 
before the armistice was there a squadron of American-built planes in Europe. 

These events led inevitably to the Senate investigation in the spring of 1918 
following which President Wilson appointed his presidential rival, Charles Evans 
Hughes, to head an investigative commission, At last between July and October 
of 1918 the Liberty motor was perfected, the great Wilbur Wright and McCook 
airdromes came into existence as germinal centers of aviation progress and a 
typically American mass production program got rolling. 

On Armistice Day, in 1918, there were 24 aircraft plants in the United States 
capable of turning out 21,000 planes annually, The Air Force now had 20,000 
officers and 170,000 men; and its pilots were skillful and aggressive. American- 
made bombers, combat monoplanes, pursuit planes, and flying boats were among 
the world’s best and fastest—and William B. Stout’s ‘‘flying wing” was years in 
advance of all other planes. The United States had emerged from the war with 
world air supremacy assured, 

Suddenly, however, the public mood shifted from driving enthusiasm and the 
will to ‘make the world safe for democracy”’ toward an apathetic normalcy. As 
with submarine, so with aircraft. Interest in aviation lagged, the Air Force was 
reduced to next to nothing, appropriations were suddenly cut off, wartime aircraft 
contracts were canceled and—most disastrously—some 20 experimental models 
then in process of being developed for the Army were scrapped. The progress 
of American aircraft designing was stopped and huge quantities of surplus wartime 
planes flooded the commercial markets, further inhibiting production of new 
types. 

Most of the automobile men, having performed a patriotic service, felt they 
could no longer remain in the aviation field. Reasonably, they dropped out of 
aviation, choosing to invest their capital in the more profitable business of making 
automobiles. Not only was the aircraft industry deprived of capital and public 
support, but military orders all but ceased. From 1919 to 1925 in the words of 
Dwizht Davis, Assistant Secretary of War, we were ‘‘literally starving to death 
the most vital branch of our national defense.’’ He hoped that never again would 
we have to sacrifice men untrained and unequipped because in times of peace we 
did not have the intelligence to prepare for possible war. And the National Ad- 
visory Committee for Aeronautics reported to President Coolidge, ‘‘The present 
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American aircraft industry is but a shadow of that which existed at the time of the 
armistice.” 

In desperation the aircraft industry attempted to develop a market for the 
personal plane and the passenger and cargo transport. But the personal plane 
failed to appeal, the public showed no interest in using airlines, and investors with 
money for capital expansion and a reasonable return stayed away from aircraft. 
The once powerful aircraft industry, with no markets to turn to, with no earnings 
to attract investors, and with no aid and support from the Gov hg 7 nt was faced 
with ruin. That the aircraft industry survived at all to save the Nation and the 
world again less than 20 years later is a miracle for which we may be devoutly 
thankful. And we owe boundless gratitude also to those whom we may over the 
years have forgotten:—devoted flyers, who, with eagle courage, barnstormed, 
wing-walked and gypsied across the country, instilling the love of flying into 
American youth; farsighted men who anonymously behind their desks in the post 
offices and War Departments dreamed of a national airmail service that would 
nurture commercial aviation; visionary engineers and designers who alone and 
with no money and little encouragement laid the technological foundation for 
today’s achievements in the air and in space beyond. 

After 1925, the devotion of aviation enthusiasts in the Air Force, the barnstorm- 
ers and stunt flyers, the vision of the engineers, and the tenacity of manufacturers 
brought aviation into its own. The Kelly Act of 1925 provided Government 
support of commercial aviation. 

The findings of the Dwight Morrow board, appointed by President Coolidge, 
and the conclusions of the Lampert Perkins congressional investigation agreed: 
It was Government’s job to create a favorable economic climate which would 
enable the aircraft industry to expand and sustain itself by designing and manu- 
facturing primarily for the military market. Encouragement of commercial 
aviation would help to contribute to the sure goal of an independent and self- 
sustaining aircraft industry. 

The Air Commerce Act of 1926 set up in the Department of Commerce a Bureau 
of Aeronautics which initiated a comprehensive program for the encouragement 
of commercial aviation. The Air Corps Act of 1926 substituted for the disas- 
trously confused procurement policies. of the past, a new system allowing the War 
and Navy Departments to initiate 5-year purchase programs, thus giving the 
aircraft industry the measure of security needed for expansion. An immediate 
consequence of this relative stability was a rapid advance in the technological 
development of military aircraft. 

May I point out a historical fact that the great industries of the nations 
which have been vital in the maintenance of our freedom have since earliest days 
required, deserved, and received the support of Government either direetly by 
subsidy or indirectly by tariff payments. Indeed, this support is an important 
factor in our industrial preeminence. I cite, in addition to the airlines, the rail- 
road industry, the steel industry, the agricultural industry, and the aluminum 
industry. The mantle of congressional protection, fortunately for pioneer 
industry, has been thrown over those who have needed it, and do now need it. 

Coincident with heightened public interest—the Lindbergh boom—stocks of 
aircraft companies were eagerly sought; the investing public had begun to state 
with money its belief that the air age was here tostay. By 1928 aviation was big 
and getting bigger. Investors brought what the aircraft industry had been forced 
to do without since the ending of the war; that is, capital. With money flowing in, 
the industry was revolutionized, invoking not only plant expansion and tech- 
nological advances, but consolidations and mergers. ‘The climate of the time was 
favorable to mergers, and to that intensive competition between large corporations 
which was needed to develop civil and commercial aviation. 

The 1930’s, however, were depression years. Had it not been for active 
Government support and the rapid growth of the holding companies, the aviation 
industry might not have survived. Even the holding companies had rough 
sle rage Aviation Corp. by 1931 had reduced its original 81 separate corpora- 
tions to only 14 active corporations- and did not show an overall profit until 1936, 

In 1938 the Civil Aeronautics Authority was set up with comprehensive regula- 
tory powers, but modern airlines really began with the Black-McKellar Act of 
1934 which forced the separation of airlines and aircraft manufacturing companies. 
It was the rapid development of the modern transport in response to the needs of 
the growing airlines after the reorganization of 1934 that brought air travel in 
United States to maturity. 

In 1938 President Roosevelt, 2 days after Munich, called military and adminis- 
tration leaders to a conference on expansion of the Air Force. The President 
called for an immediate expansion of the aircraft industry to provide 10,600 planes 


the 
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a year and an augmentation of the Army Air Force to 7,500 combat planes, and 
2,500 trainers. But in 1938 the aviation industry in the United States, hard hit 
by depression, was still struggling to survive. The fight against rigid concepts 
and public indifference was long and hard. In 1936, when the first two Boeing 
B-17 Flying Fortresses were received by the Air Force they were still officially 
considered as tactical weapons to be used in close support of ground troops. As 
late as midsummer of 1939 General Arnold was publicly defending the War De- 
partment’s plans for a larger strategic air force. It should be said, however, that 
both the military and the Congress were under tremendous pressure by an unin- 
formed public possessed of a strong isolationist sentiment and the feeling that 
even under the terrible vengeance of total war the bombing of cities was unneces- 
sarily barbarous. 

In 1938, Pratt & Whitney’s engine plant nearly went under until rescued by 
huge orders from France and England—reminiscent of 1915 and the way in which 
the Thomas Brothers and Electric Boat stayed alive in the United States by sup- 
plying the British with aircraft and submarines. In 1939 Convair, largely because 
of reduced military expenditures and a gap between orders, had one of its worst 
years. Sales were down 75 percent from the previous year, and employment was 
down from 3,000 to about 1,200. Then war broke out and orders first from the 
British and then from the United States Government raised employment to 7,500 
by mid-1940. In May of 1940, President Roosevelt announced a new aircraft 
production program calling for 50,000 planes a year. By December 1940, backlog 
was up to $315 million and by late 1941 deliveries had exceeded by 48 percent the 
total dollar volume of deliveries for the previous 17 years. With an order for 
$12 million worth of B—24 Liberator bombers, Consolidated began the rise that 
made it by 1943 the world’s largest producer of aircraft. Others contractors, 
notably Ford, for whom the Government built the world’s largest factory at 
Willow Run, also built B-24’s, but out of a total of some 19,000 B-—24’s built 
during the war, Consolidated alone built 11,679. 

William 8. Knudson, although he was an automobile manufacturer, agreed with 
General Arnold that the mistakes of World War I should be avoided by making the 
aircraft manufacturers, rather than the automotive industry, the prime contractors 
for the aircraft program. Automobile plants, as well as other industrial facilities, 
were to be drawn into the scheme as subcontractors, feeding small parts, com- 
ponents, and subassemblies to the main assemblies in the aircraft factories. In 
a field where design and engineering was constantly changing, the danger of over- 
rigid standardization for the purposes of mass production was also avoided—again 
in contrast to World War I experience—by adopting the aircraft industry’s 
revolutionary system of flexible mass production rather than the highly stand- 
ardized automobile version. This was a method of fitting special jigs and fixtures 
to standard machines so that changes could be made quickly when called for 
without interrupting the operation of the machines for very long. 

Between Pearl Harbor and V—J Day, Convair delivered more than 350 million 
pounds of airframes—around 33,000 planes, including 5,000 equivalent spares, 
almost 13 percent of the total output of the Nation’s aircraft industry. Thirty 
percent of all heavy bombers used during the war were built by Convair, and 57 
percent were designed by Convair. Convair produced 43 percent of all flying 
boats and amphibians, 29 percent of the liaison planes and 22 percent of the 
training planes. 

In reviewing the tragic circumstances following our appearance of weakness to 
aggressor nations we may be permitted to wonder if Germany and Japan would 
have gone to war had they realized the tremendous potential of this one aircraft 
producer. 

Behind these tremendous production statistics lies a largely untold story of 
incredible development in engineering, manufacturing methods, and design: of 
intensive planning, of teaching unskilled personnel to perform unbelievably com- 
plex tasks, of elaboration of management and administrative techniques that 
resulted in an enormous increase in operating efficiency making production mir- 
acles a routine occurrence, despite shortages of materials, and a drastic falling off 
of manpower. Increased operating efficiency made it possible for fewer men to 
produce more planes. The work that produced 1 Liberator bomber in 1940 
could, in 1943, produce 14 Liberator bombers. 

The most important factor in this increase in efficiency was Convair’s mecha- 
nized assembly line. Other efficiencies arose out of intensive planning; for ex- 
ample, jigs and fixtures were designed with reference to average human measure- 
ments; dull camouflage paint cut 80 percent of painting time; paint was dried by 
infrared light; spot welding was more widely used; blueprints were replaced by 
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large assembly pictures; tools were decentralized; more parts were preassembled 
and predrilled. 

But perhaps even more complex than assembly lines was the problem of ma- 
terials handling. During 1943 Convair had more than 7,000 materials suppliers 
located in 42 States; each B—24 contained 400,000 rivets, 85,000 bolts and nuts, 
nearly 50,000 parts made of raw materials, more than 52,000 parts purchased by 
Convair and over 30,000 parts supplied by the Government. 

The severe manpower shortage (up to 1943, for instance, 18,653 Convair em- 
ployees left for the various services) was not only relieved by increased operat- 
ing efficiency, but elaborat2 programs for training, for work control, for work 
simplification were put into effect, and women were increasingly drafted to re- 
place the men. In 1942, nearly 50 percent of Convair’s workers were women. 
The turnover problem was, of course, acute; rationalization of every process helped 
a lot; but the chief burden fell on the training programs, which handled 131,648 
persons in less than 3 yc ars; a total which b cause of the huge turnover was con- 
siderably larger than the actual number of Convair employees during the same 
period. 

I shall not, naturally, detail the course of the war that ended in victory over 
Germany and Japan. I should like to affirm, however, that, among many ma- 
chines of war, the submarine and the airplane played the leading roles. 

Once more, with victory won—in an apparent repetition of the aftermath of 
World War I—phase 6 of the heroes-in-war-orphans-in-peace cycle—the United 
States demobilized with a frenzied haste. At Convair in the West, over a billion 
dollars of war contracts were canceled and in 3 months from V—J Day the number 
of employees shrank from about 45,000 to less than 14,000. At Electric Boat in 
the East—as early as 1944—34 wartime submarine contracts were canceled. 
Sales slumped from $96 million in 1943 to $14 million in 1946. 

From 1946 to 1950 the pattern of disarmament was repeated. Then in 1950 
came the Korean war and the beginning of a new buildup of military strength, 
augmented this time by the threat of the A-bomb and now by the H-bomb and 
the intercontinental missile in the hands of that ruthless, immensely intelligent, 
and industrially powerful aggressor—Soviet Russia. 

Reviewing the history of two almost disastrous wars and appraising the tech- 
nological and idealogical realities of this century, it is my conviction that defense 
must be a permanent business, a permanent way of life. And that in order to 
keep in being those aggregates of vital skills that underlie our capability not only 
to be strong but always to appear to be strong, the modern industrial corporation 
must, I believe, have a broader base. It must be strong in defense production, 
strong in civilian production. It cannot, for the economic welfare of the country, 
be entirely a subsidiary or division of the Defense Department—it must not for 
the military safety of the Nation be devoted solely to commercial causes. 

hose companies which are not yet diversified—which depend largely upon 
military orders—obviously must contemplate serious problems of future growth, 
unless they may have the incentives of continued Government financial support 
and continued Government psychological encouragement. It seems obvious 
to me that in the long run, the undiversified company can neither retain enough 
earnings, nor in any climatc of uncertainty engendered by a disapproving Congress 
go to the investor—the general public, banks, or the insurance companies—for the 
capital required to finance expansion or to maintain a healthy mebabolism. 

I must here, however, make again the point made in my opening sentence: 
General Dynamics is not solely an aircraft corporation, not solely, though largely, 
a “defense’’ corporation. I attribute our financial ability to raise money in the 
public market place to an early recognition by Dynamics of a compelling need 
in the national-defense effort—the necessity of providing within one corporate 
framework not only a diversified ‘product mix’’—but a balanced composite of 
skills, productive facilities, and creative ideas on a truly nationwide scale. Our 
long-range planning envisages such a “systems concept”’ as the only effective 
means to cope with the gigantic, inturlocking research and development and 
production programs required by the complex weapons we are called upon to 
manufacture. Such a “systems concept’’ quite naturally provides diversification, 
a broad and vigorous corporate base with a stake in the defense effort and a stake 
in the domestic economy rather than in a specialized segment. The investment 
opportunity then, it seems to us, becomes at once more attractive, the earnings 
position more stable from a long-term viewpoint, and hence the corporate position 
more conservative to a potential investor, although promising good growth 
possibilities. 

I should like, if I may, to consider the Dynamics “‘systems concept’ for a 
moment in terms other than its attractiveness to potential investors. 
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The nature and direction of national defense has changed drastically over the 
past 10 years. 

New weapons such as supersonic aircraft, and missiles with their emphasis on 
electronics, and new developments in atomic power have placed a heavy burden 
on technology and on industrial management. So interrelated are the complexes 
of systems and components, so specialized are the skills needed to produce and 
integrate these, that only a highly developed organization can provide an adequate 
base. 

The relatively simple production-line concept and the leisurely one-project 
research and development efforts of pre-World War II days are wholly unsuitable 
now. A high degree of objectivity, flexibility, and coordination are indispensible 
for the design and construction of such radical products as a nuclear submarine, 
a supersonic aircraft, an atomic reactor system or a guided missile. And these 
are best expressed, we believe, not in an unwieldy organization which attempts 
to develop, manufacture, and assemble the many necessary highly specialized 
components, but in a planned composite of separately managed industrial units, 
each doing its part of the overall responsibility and assisted and guided by an 
objective corporate helmsman—or as some of the more erudite management men 
might say—a cybernetic function. Thus, we feel, a maximum of efficiency will 
result from each unit or division concentrating on its primary product, while the 
steersman unit, responsive to and—through personnel participation—representa- 
tive of the operating functions, can objectively plan and coordinate all efforts. 

Although this may be still largely a theoretical example of an industrial organi- 
zation, it is the pattern, I believe, which even now is being demanded by the rapid 
development of ever more complex weapons in an ever more complex international 
situation. In essence, then, the new type corporation—of which Dynamics is 
striving to be an example—is coming into being as much from this vital need in 
our defense effort as from the purely business considerations of horizontal diversi- 
fication or greater sales volume. And Dynamics, like a weapons system—a 
combination of men, machines, and ideas—where the whole depends on the proper 
function of all its myriad parts both tangible and intangible, is a modern expres- 
sion of planned management teamwork. 

In implementing such a broad objective, Dynamics has developed a guiding 
policy which emphasizes the following eight specific points. 

. Leadership 
A level of analysis, planning, and review 
Interdivisional exchange of ideas, skills, and services 
Comprehensive and objective research and development programs 
5. A strong financial position 

6. Objective cost accounting 

7. Community and national relations 

8. Employee morale, training, and growth 

In a sense, all of the points enumerated could be summarized as “‘leadership’’— 
an all-inclusive term. It implies all the necessary techniques of organization, 
integration, coordination, communication, and control, but it also implies more 
especially the intangibles of motivation and ideas, of future directions, and ot 
adaptation to shifting economic and technological environments. It is this 
leadership function that is perhaps most vital in concentrating the diffused 
strengths of many diverse components and so guiding them that they will with 
maximum efficiency assist in sustaining the broad strategic concepts of national 
and global defense. The function of the corporate “steersman,” then, is one of 
will, of intent—of impulse that draws the separate fingers into a fist—that inte- 
grates the separate components of a group concept, and directs them as a unit to 
the achievement of supra digital objectives. 

In order to elicit high levels of performance and adaptability to rapidly changing 
situations which the modern defense effort requires, the group concept must be 
vital and vigorous not only on division management levels but on all levels of 
responsibility, including the individual employee. Devotion to a particular 
project, to a particular manager or division or to a specific and closely defined 
segment of the defense effort is now too compartmentalized, too rigid, for that 
coordination of effort demanded by the weapons-system concept. 

Corporate leadership must be responsive to the admitted efficiency of specializa- 
tion yet responsive also to the broad end results. It is the only ageney which in 
colloquial parlance can at the same time keep an eye on the missile and guide 
it properly to the target. And in this effort, leadership must rely on ideas and 
motivations—forging in every employee of every decentralized and autonomous 
operating unit a sense of identity with the entire corporation, and through identifi- 
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cation with the unifying corporate concept secure a sense of worth and purpose 
in the Nation’s overall economic and military environment. Thus corporate 
leadership—the helmsman function—can provide a unifying field of foree. and 
supply in a group concept the ideas factor of the weapons-system equation. 

In such a massive effort as national defense in the age of the hydrogen-helium 
process, electronic automation, and the intercontinental missile, there is a danger 
that the immense centrifugal forces generated by the demands of highly special- 
ized production or research and development units will pull apart vital projects 
As such projects grow in complexity, an inevitable development considering the 
rapid advance of science and technology, the danger becomes more pressing. 
In this respect, corporate leadership of the kind we have set up as our ideal must, 
we believe, act as a balancing force, synchronizing effort not in one axis but 
both vertically and laterally, all within the corporate complex, and extending 
and proliferating its integrating influence to every one of our 6 divisions and 
75,000 employees. 

Such leadership, imaginative, flexible—dynamic, if you please—must, we 
believe, attract a high level of professional management people. And a top- 
management team is necessary in order to think and act in the broadest possible 
context, in order to provide incisive, purposeful leadership and service to ail 
operating divisions. 

To develop a cohesive group out of independent units some separated by 3,000 
miles in distance, each with pride of individual accomplishment, each with differ- 
ent products and apparently different methods and objectives, requires a special 
approach—one in which all too little management experience exists. Yet, pat- 
terns can be recognized and implemented with due respect for the variables, and 
an imaginative grouping of common abilities and experience, to develop a cor- 
porate philosophy which provides a productive organism of great strength and 
flexibility. 

A level of analysis and review is a most important aspect of the ““Dynamics”’ 
concept, but not in its passive sense of acting as a review agency for action already 
accomplished, nor in the negative sense of guardian or policemen. Nor in the 
parochial sense of restricting itself to examining divisional operation. It performs 


all these functions, of course. But in reviewing and analyzing divisional opera- 


’ 


tions, the “‘steersman”’ function of Dynamics studies also the entire defense 
picture in terms of national and international resources so that the corporation's 
customers may benefit from the broadest possible sources of information and the 
widest range of thinking. 

Thus, a vital interaction is sought between the corporate office and the customer 
requirements of various divisions on the highest level of operational policy 
With operations remaining purely a divisional responsibility in accordance with 
our concept of decentralized administration, division management in its relations 
with its customers benefits from what is essentially a fresh approach. The close 
tie between divisional production and operations policy is traditional. But this 
relationship does not necessarily lead to flexible considerations of different aspects 
of the defense effort for it cannot be as comprehensive—perhaps panoramic is a 
more accurate word—as the situation may demand. 

The Dynamies cybernetic or “steersman” function, however, is unusually 
responsive to, vet removed from, the incessant production problems faced by its 
divisions, problems which tend to distort by proximity and therefore unduly 
influence basic policy decisions. Simply stated, the Dynamics corporate office is 
in a position to rethink division operations so that they are consonant with the 
overall effort. Corporate analysis and review, therefore, promote greater divi- 
sional efficiency not by interference or building up a highly centralized impractical 
bureaucracy which is out of touch with production, but by correlating its experi- 
ence and broad thinking with the more specialized thinking on the division level. 
In this way, the operations of the entire organization achieve what may be 
expressed as two basic principles of modern corporation management—objectivity 
and flexibility. 

One of the most important benefits performed by Dynamics is the interdivi- 
sional exchange of ideas, skills, and services. Such a working policy as this is 
absolutely essential to the Dynamics ‘‘systems’’ concept. And as research and 
development make further advances, the need for integration of effort which 
interdivisional exchange implies, will, we expect, bulk even larger in the smooth 
and efficient operations of our entire defense effort. 

The conventional weapons production of World War II, justly considered an 
industrial miracle, was due principally to a most complete coordination of ideas, 
skills, services, and resources on a national scale. The records of the wartime 
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agencies and the various histories of industrial mobilization make strikingly 
clear that the coordination of diverse industries in an overall effort developed 
enormous production potential. It was established once and for all that indus- 
trial teamwork on the broadest scale is not only possible but is an instrument of 
greatest efficiency. 

The situation today is immeasurably more difficult because World War II, with 
the exception of the Manhattan project and various electronic programs, was 
mainly a production effort. Since then, the immense advances in research and 
development leading to ever-more complicated weapons and dealing with infi- 
nitely greater forces, places a much higher premium on the exchange of ideas, 
skills, and services. Within its corporate framework, Dynamics is attempting 
to anticipate this trend of the future. 

It is proper to say that corporate structure and function of this nature is not 
something to be imposed by arbitrary order, nor is it something which can be 
developed rapidly. It is rather the natural response to an impersonal situation— 
an overriding national and international situation of compelling urgency. 
Admittedly in a youthful corporate complex, interdivisional exchange is just 
beginning to function, but it remains a basic policy of the corporate office and 
one from which great benefits can be confidently expected. 

Closely linked with its approach to overall operations is Dynamics’ emphasis 
on research and development. Again, the guiding principle is one which is 
broadly beneficial to all the divisions and to the entire defense effort. For 
instance, through control of corporate funds, capital for such research and 
Sigma projects can be expended in what is deemed to be the best interests 
of all. 

For example, Dynamics was able to strengthen vastly the research and 
development program at Electric Boat while continuing at even greater rates 
the expansion of the significant Convair and Stromberg-Carlson programs. 
In addition, the corporation has recognized the defense effort’s urgent need for 
basic and applied research not specifically connected with existing Dynamics 
programs but as a service function for future programs. Through its newly 
organized general atomic division, Dynamics hopes to make a vital contribution 
to scientific and technical knowledge. This will surely contribute to the 
strengthening of the corporation and through it advance the defense effort and 
the economic welfare of our Nation. 

Thus far Dynamics has associated with its general atomic division and as 
consultants to its Convair division many of the outstanding scientific figures of 
the present generation. Among them are Dr. Edward Teller, Dr. Hans Bethe, 
Dr. Ldward Creutz, Dr. Frederic de Hoffmann, and Dr. Charles Critchfield. 
It is scarcely possible that any one of the divisions acting independently would 
have possessed either the resources or the objectivity to embark on such a long- 
range not immediately tangible endeavor. 

We have noted one aspect of financial strength in the channeling of corporate 
funds for capital expenditure in research and development. But another direct 
benefit of a broad-base corporation like Dynamics is in the area of outside financ- 
ing— either through short-term bank loans and/or long-term obligations, or equity 
capital. The vigorous leadership and the diversification of Dynamics has placed 
it in a better position to obtain adequate funds at more favorable rates. The actual 
savings in interest and especially the readier access to capital for operations or 
expansion of facilities are significant contributions in all respects. 

I have sought, gentlemen, without presuming to speak for any one industry 
to review the historical patterns of our national industrial response to the challenges 
of war and peace. I have, perhaps at somewhat too great length, delineated the 
cyclic nature of that response and indicated what seems to me the very great 
peril in which we stand if that curve—particularly as it affects the aircraft 
ind» stry—is not stabilized. It has been my hope, through historic example and 
precept rather than through any personal admonition, to indicate the course that 
will result in the greatest military and economic strength at the lowest cost in 
lives and in material. 

Finally, I have presumed to refer to the corporation of which I am an officer as 
perhaps an early prototype of the industrial systems concept which in the com- 
plexities of the atomic-electronic age will provide us with the continuing and 
obvious strength with which we may on most occasions warn off the incipient 
aggressor or—in the particular exception — destroy him. 

I should like, Mr. Chairman, on behalf of my associates, to express our appre- 
ciation of the opportunity to address our selves to this distinguished committee, 
and to participate, in however small a measure, in your endeavors to strengthen our 
beloved country. 
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Mr. Hésert. I particularly want to commend your fifth paragraph 
in the paper you read, in connection with the attitude of America in 
going into wars unprepared and step-by-step decay after each victory. 

Mr. Hopkins. Yes. 

Mr. Hézerrt. | don’t think I have ever heard it more concisely 
stated. 

Mr. Hopkins. No. It is really a cycle, Mr. Chairman. 

Mr. Hépert. There is no doubt about it. 

Mr. Hopkins. Yes. 

Mr. Hésert. But I just wanted to commend you for putting it in 
such concise form. 

Mr. Hopkins. Yes. 

Mr. Hésert. As I say, I think it is a contribution not only to these 
hearings. 

Mr. Hopkins. Yes. 

Mr. Hésert. But a contribution to the American way of life. 

Mr. Hopkins. That is what I hoped it to be, Mr. Chairman. As 
perhaps some of you know, I speak quite a bit. I have been invited 
to—well, I did the commencement speech at Georgia Tech last June. 
This year, the University of Texas has invited me to speak, and also 
Pennsylve: ia State, in June, early in June, for both commencements. 

Mr. FE. crt. Do you get a doctor’s degree after you finish? 

Mr. Howktns. I had one, enough to wear that purple thing that 
they hang back on your neck. 

Mr. Hésert. Mr. Gavin. 

Mr. Gavin. The Consolidated, down in Texas? 

Mr. Hopkins. Fort Worth, yes. The biggest airplane plant in the 
world is ‘rht in Fort Worth, Air Force-owned, but it is the greatest 
plant in t. » world, one I wish you would visit, because it is really the 
greatest one. We think the next greatest one is in Montreal, Canada. 

Mr. Gavin. We hope to get down there. 

Mr. Hopkins. I hope you do, because it is a marvelous sight. 

Mr. Hésert. Mr. Hess. 

Mr. Hess. Let me say I agree with everything Mr. Hébert said 
about your presentation here. I want to ask you just 1 or 2 questions. 

I think it is your belief and idea that aircraft companies should be 
in a position to sell commercially and then convert into military planes 
when the time arises; is that true? 

Mr. Hopkins. Yes, Mr. Hess, in World War I, World War II, of 
course, the automobile people went into it. Well, just for instance: 
We have over 20,000 people out of our over 70,000 people engaged in 
“eae 

here are draftsmen and there are clerks in that staff, over 20,000. 
That is the whole system of six divisions. Over 10,000 of those men 
are graduate engineers, with a degree in engineering and other sciences, 
and so forth. 

How can you assemble—well, you see every day, or certainly every 
weekend, if you pick up the New York Times, page after page of these 
great big advertisements, trying to intrigue—and we are competing 
against each other, unfortunately. They are trying to intrigue these 
men that have competence and brains. We find it very difficult to 
keep these staffs built up. And we are struggling very hard to do it. 
It is an absolute necessity in this age. 
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Mr. Hopkins. I hope you do, because it is a marvelous sight. 

Mr. Hépert. Mr. Hess. 

Mr. Hess. Let me say I agree with everything Mr. Hébert said 
about your presentation here. I want to ask you just 1 or 2 questions. 

I think it is your belief and idea that aircraft companies should be 
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when the time arises; is that true? 
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course, the automobile people went into it. Well, just for instance: 
We have over 20,000 people out of our over 70,000 people engaged in 
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here are draftsmen and there are clerks in that staff, over 20,000. 
That is the whole system of six divisions. Over 10,000 of those men 
are graduate engineers, with a degree in engineering and other sciences, 
and so forth. 

How can you assemble—well, you see every day, or certainly every 
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keep these staffs built up. And we are struggling very hard to do it. 
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How can you maintain staffs like that and then immediately—in 
commercial work, and so forth—go over into defense when it is needed? 
It is just an impossibility now, in this jet-atomic-missile age. 

Mr. Hess. Of course there isn’t the market for commercial planes, 
though, in normal peacetimes, for let’s say 15 companies, that are 
building planes. 

Mr. Hopkins. I think that may be—well, in the straight jets now, 
such as the Boeing 707 and the Douglas 8, there are only two building 
those. That is the large ones. Lockheed is going into the—we 
have had the 240-340-440 series. The Metropolitan is our latest. 
Many of you ride between here and New York on the Convair Liner. 

Mr. Hess. Yes. 

Mr. Hopkins. The 240. 

Mr. Hess. Let’s take your own company, Convair. 

Mr. Hopkins. Yes. 

Mr. Hess. And Lockheed and Douglas and Boeing. 

Mr. Hopkins. Yes. 

Mr. Hess. I think those are commercial manufacturers. 

Mr. Hopkins. Yes; we are the large ones. There are smaller ones 
such as Beech and others, too, of course. 

Mr. Hess. Yes; but in the time of an emergency we need all 15 
companies to work around the clock, in order to supply us with planes. 

Mr. Hopkins. That is true. 

Mr. Hess. In normal times, in peacetime times, those four com- 
panies could certainly supply the demand; could they not? 

Mr. Hopkins. Yes; of course, but we couldn’t possibly maintain— 
none of us could maintain our existing organizations on commercial 
aircraft. It would be impossible for any one of us. 

Mr. Hess. That is right. 

Mr. Hopkins. It has to be augmented by military in order to 
maintain these organizations. 

Mr. Hess. Or a setup similar to yours where there is a diversification 
of the industry. 

Mr. Hopkins. Yes. We are doing it broadly. They may not all 
be straight military items, but there are always going to be items come 
into the group which have a relationship to electronic applications or 
jet applications. I think—as you may know, Mr. Hess, I have been a 
director of the Electric Boat group since 1937. In 1942 Mr. Carse 
died suddenly, right at the beginning of the war, and then I had to 
pitch in. 

Robbie Robinson, who died last week, by the way, was the man 
that built all the submarines at New London. But I had to help 
out on many other things. Two other men—Mr. Spear and Mr. 
Sutphen, were very aged. I have carried it on from there. 

It was my war problem. The only reason I am staying with this 
now, as I have been not only a practicing lawver—I didn’t make too 
much on that, but I did fairly well in the oil business, which is down in 
vour State, Mr. Chairman—the old deLarge field, in Terrebonne 
Parish, that was a piece that I put together. 

But I was convinced in 1945 that the war was not over and that 
somebody ought to busy themselves in holding some of this—the 
great manufacturing organization—together. That is why I went to 
Montreal, where they were going to destroy that plant and give it 
away to War Housing. We bought it. We paid 50 percent of the 
original cost on that. 
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A lot of the aircraft facilities in the United States are selling for 
ten and twenty. We held that one together very successfully. And 
out of that we got brave. I first looked at Boeing some years ago, 
many years ago. And between Boeing and Convair, I chose Convair. 

Now, I don’t know—I am right, because Convair has a great 
breadth, and it had the atomic airplane. And naturally, building 
the atomic submarine, I was very much interested in the atomic 
airplane, too. 

I knew people in the organization very well. I know Mr. Allen, 
ond think very highly of all of them—Mr. Beall, and all of them. 
They are very fine. 

As a matter of fact, the man that helped me put Canadair on its 
feet was H. Oliver West, who was their executive vice president all 
during the war and built the B-17’s and 29’s. 

But my whole theory here—and then in Stromberg it has been to 
get more deeply into electronics. Stromberg has a big telephone 
business, too. About 40 percent of its business is purely commercial 
telephone. It is one of the 2, possibly 3, real competitors of Western 
Electric. I might say that they all use patents out of the same pool. 

Stromberg, for instance, invented many years ago the dial system. 
And of course Western Electric is making them all over the place. 
They all use the same pool. 

Stromberg, though, has a great many electronic facilities we were 
interested in. 

I have started really from scratch, almost, the General Atomic 
Division out in San Diego, out in Torrey Pines. ‘The city has been 
nice in giving us 300 acres to start this scientific research laboratory, 
in atomic sciences, particularly, physical sciences. Because I feel— 
and we have had some very very great figures in that, such as Teller 
and Hans Bethe and Critchfield, who is giving full time with Jack, 
here (referring to Mr. Naish), and Dr. deHoffmann and Wheeler. 
Many of them are just consultants and they like to join in that group 
because they feel that we have the sense of the atomic future, in that 
we are ready to work in the applications, but that the basic science 
must first be developed. There are so many short cuts in the reactors 
alone that they have not yet been discovered. There are many 
breakthroughs yet to come. 

These men are metallurgists and famous scientists, like Dr. Seitz 
in silicon, which is a very recent thing in the transduster, semi- 
conductors, which is the germanium units that you hear about, which 
will ultimately become made of silicon, that weigh very—well, 
millions of an inch thick. That is why General Sarnoff said someday 
you will just hang your TV on the wall. He is right, because the 
tubes will be so thin that you can just make a picture of it. 

These things are all for the future in the next 10 or 20 years. It is 
going to be an amazing future. 

Mr. Hess. It is your feeling, though, Mr. Hopkins, that the 
salvation of the aircraft industry is for them to combine with some 
other industries, each plant? 

Mr. Hopkins. Not necessarily. I just believe that each individual 
case would have to be taken up. I don’t want to discuss particularly— 
I don’t know too much about it. I think Mr. Douglas thinks they 
should pretty much stay at their own knitting. I will say he has 
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been extremely successful at it. I mean the wonderful DC-8 he has 
now and all the marvelous 

Mr. Hess. Of course, he is manufacturing commercial planes? 

Mr. Hopkins. Yes, he has a good-sized operation. 

Mr. Hess. Yes. 

Mr. Hopkins. None of us expect to do all this $7 billion worth of 
business every year. You see, this is a crash program to catch up 
with our enemies. That is why this is all going on. Ultimately, we 
all expect the business to shrink down considerably. We hope so, 
anyhow. Although your aircraft are becoming terrifically expensive, 
no doubt about it. 

Mr. Hésert. Mr. Gavin. 

Mr. Gavin. I notice on all of the companies that appeared here 
that we had a breakdown of the outstanding stock, the stated value, 
additional paid-in capital, the surplus retained, and the net worth, 
and the dividends. They don’t seem to appear—— 

Mr. Hess. The dividends are here. 

Mr. Gavin. The dividends are here, but you did declare a stock 
dividend, didn’t you, just several years ago? 

Mr. Hopkins. We split the stock 2 for 1 last year. 

Mr. Gavin. It ought to be on the board. 

Mr. Hépert. Mr. Gavin, we will get to that phase. 

Mr. Gavin. That is all right. I am asking the questions. You 
granted me the time. 

Mr. Hféserr. The Chair will rule out any questions on the financ- 
ing until we come to that phase of the hearing. 

Mr. Gavin. We will go back into that later. 

Mr. Hopkxtns. It will all be very much developed. 

Mr. Gavin. Right. 

Mr. Hopkins. You see, we merged in—2 or 3 companies, Strom- 
berg and—— 

Mr. Gavin. We will go into it. 

Mr. Hopkins. Right. 

Mr. Gavin. In your statement you state: “It seems obvious to me 
that in the long run the undiversified defense company can retain 
enough out of the average meager earnings.” 

Well, in the last several years you wouldn’t say that the average 
earnings of the aviation companies have been meager by any stretch? 

Mr. Hopkins. I said average for that reason. If you take it over a 
period of 10 years—— 

Mr. Gavin. It would lead one to believe—— 

Mr. Horpxrns. Convair alone lost $40 million in 2 vears. 

Mr. Gavin. I believe that. But in the last several years all the 
companies that have come before us have indicated—— 

Mr. Hopxrins. Convair hasn’t participated—if you want it spe- 
cifically—so much in that. The B-36 finally phased out here about 
& vear ago, over a vear ago, I think it was, and we haven’t had any 
big volume items. 

Mr. Gavin. What was the loss up to that time, when it was phased 
out? What would you say the loss was? 

Mr. Hopkins. There wasn’t any loss on the B-36. 

Mr. Gavin. You said something about $40 million. 

Mr. Hopkins. That came right after the war, in 1946, 1947, 1948. 
We were asking why the average. Convair was one of them that was 
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very badly hit. There are others, too. I think Mr. Allen said they 
lost. quite a bit right after the war. We all did. 

Mr. Gavin. In your statement you said: “Heroes in war and 
orphans in peace.” 

Mr. Hopkins. That is a common expression. 

Mr. Gavin. There wouldn’t be too many orphans— 

Mr. Hopkins. No. I don’t think this is really peace. They keep 
calling it the cold war, but sometimes —according to the paper this 
morning, it looks like it is getting a little warm in spots. Of course, 
Korea was a little hot. 

Mr. Gavin. Of course, I wouldn’t say there would be too many 
orphans. 

Mr. Hopkins. We are not orphans now. 

Mr. Gavin. Again you state: ‘Over a period of years prior to the 
merger, the existence of a single sizable block of stock constituting 
effective control of Consolidated Vultee Aircraft Corp. resulted in a 
feeling of uncertainty in its organization as to the permanency of its 
policies and management.” 

Can you tell us something about that block of stock and who owned 
it and how this whole program developed? 

Mr. Hopkins. I don’t know how it originated, but it floated 
around to my knowledge—I don’t know where it was first put together. 
It may have been something that Major Fleet sold many many years 
ago. But at any rate it landed in AVCO’s hands. 

Mr. Gavin. AVCO? What is the 

Mr. Hopkins. It is the old Aviation Corp. They make Crosley 
things now, mostly. 

Mr. Gavin. Well, it landed in AVCO? 

Mr. Hopkins. Yes. And AVCO had it for around 5 or 6 years. 
This was certainly—let’s see. Tom Girdler went out there from 
Republic to run Convair during the war, and I don’t know who owned 
it at the time. It might have been AVCO, but at least Irving Bab- 
cock went out right after that. They had a very fine man named 
Harry Woodhe ad running it for them when this big loss occurred, 
right. after the war. Everybody lost after the war, very badly, as 
a matter of fact. Perhaps not as badly as Convair did. Ownership 
was retained by AVCO for a while and then Victor Emanuel got fed 
up with this business of defense work and he wanted to get out of it 
very badly and go into Crosley where he could make refrigerators 
and a lot of other things—consumer goods, white goods, so he sold 
the block to Atlas Corp., Floyd Odlum. Odlum did quite a bit to 
build the company up. He was very constructive. I think he had 
it for about 6 years. And then the block was about 17 percent of 
the common stock. It was the block that General Dynamics bought 
in 1952, or 1953—let’s see, 1953. 

Mr. Gavin. Wasn’t most of their business Federal business, Gov- 
ernment business? 

Mr. Hopxrys. On Convair? 

Mr. Gavin. Yes, Convair. 

Mr. Hopkins. Well, during part of this time they were making the 
Convair Liner. 1 don’t know what the percentages are. In 1952 
for instance—have you the percentage? 

Mr. Natsu. Ninety-five. 

Mr. Hopkins. That was the beginning of Korea. 
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But prior to that you didn’t have much Government business. | 
don’t know what percentages were. They were making—they lost 
money on the 240, which American Airlines owns a big fleet of. They 
sold those ships for $275,000 to American. Now American has worn 
them out—kept them up, maintained, though, but I mean they have 
been given very heavy use. They are all written oft on the books and 
Mr. Smith willbe able to sell them for about $350,000 apiece. 

Mr. Gavin. But this was a block of stock that made General 
Dynamics, is that it? 

‘Mr. Hopxrys. That is stock, the block, that General Dynamics 
bought. And less than a vear later we offered a merger to all the 
rest of the Convair, Consolidated it being called then, : stockholders, 
and I think the acceptance was somewhere around 85 percent. It 
was very, very high. 

Mr. Narsu. That is right. 

Mr. Hopkins. The stock was then—they had about 2.4 million 
outstanding, and that was compressed into around 1.1 million of 
dynamic stock—in other words, what we call technically a reverse 
split. That left Dynamics with about 2.4 million total outstanding. 
That is the stock you mentioned, Mr. Gavin, being split. It was 
split 2 for 1 at the time we inc reased the dividend. 

Mr. Gavin. I just wondered why the split wasn’t up on the board? 

Mr. Hopkins. Yes. 

Mr. Gavin. Usually, all stock dividends are on the board. 

Mr. Hopxrns. I think the reason: you are investigating the air- 
craft industry, although we would be glad at any time, since this is 
the Armed Services Committee, to answer any questions about any- 
thing we do in the defense business, or for that matter, in the commer- 
cial business. 

Mr. Hésert. We are going to confine ourselves to the aircraft. 

Mr. Hopkins. Yes. 

Mr. H&ésert. We are long enough getting finished with that. 

Mr. Hopkins. We publish everything, Mr. Gavin, and we are very 
glad to answer any questions on it at any time. 

Mr. Hésert. Mr. Cunningham. 

Mr. Cunnrneuam. Mr. Chairman, I was interested in the witness’ 
statement about some 10,000 engineers you have who are graduate 
engineers of the colleges. 

Mr. Hopkins. Yes, roughly that. 

Mr. CunninGuam. What is the situation today in regard to the 
supply from the colleges? Is it adequate to our defense needs gen- 
erally? 

Mr. Hopkins. It has been estimated—there is a reason for this 
present shortage, and it is going to continue for several years, and 
maybe 2 or 3 years longer, and then there i is a question. 

But engineering of a ‘few years ago, say, 5, 6, or 7 years ago, was a 
rather poorly paid peofeasion. So many of the boys did not choose 
engineering as a career. It is a well- paid profession now, and more of 
them are choosing it. 

So you have a shortage. It is just like the birth rate. You are 
going to have a lot of school children in school here in the next few 
years, because you had—the population has increased so much by 
birth. It is the same effect. We are going to do a little better I 
think in a couple of years. It takes about, at least 6 years from high 
school on, secondary on, to educate these boys. 


——- ——————————— 
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Mr. CunnineHaM. Where do you get your recruits? Largely from 
the colleges or do you take them from industry? 

Mr. Hopkins. We do that. That is why you will find near air- 
craft—not only us but all the atomic groups and everything that is 
in it, are helping out the universities all they can, particularly in the 
science end. 

You see, it costs the boy, just like in medicine, about $3,000 a year, 
and you can’t work your way through school any more, or college, the 
way a lot of us did when we were young. Somebody has got to help 
those bright kids. We are doing that in a number of our divisions, 
seeing that the sons of our people, when they are bright, get on and 
be given a chance. 

Mr. Cunnineuam. The GI bill helped a lot in that? 

Mr. Hopkins. Yes, that was a massive help. 

Mr. CunninGHamM. Enable them to marry and then go to college 
rather than to go to college and later marriage. 

Mr. Hopkins. Yes. The thing that worried me, and I made 2 or 3 
speeches about—on this business of commencement talks I generally 
bring this up with the youngsters, you know, a lot of graduates there, 
young graduates—is their shunning mathematics, the way we used 
to shun Latin and these other subjects. 

They are shunning mathematics and physics and chemistry. 

I have tried right along to bring out to them the entrancing new 
field there is in physics, chemistry, and mathematics. It is a terrific 
field for anybody to live in these days, very thrilling. 

I might say that as far as all these wonderful people who have 
worked with me, who have given their lives to the industry, they can 
make, as a rule, with the same brilliance that they may have in 
their job, 2 to 3 times the salary going somewhere else, in the oil 
business or something else. 

But they are so thrilled with what they are doing, that they stick 
and stick and they give up hours at home. They have to work late. 
I had a staff working with me here this week. One morning here, 
the morning before last, we quit about 5:30 in the morning. We got 
so sleepy of course, that morning. 

Mr. Wiison. Of course, Mr. Hopkins, they do get to live in 
San Diego. 

Mr. Hopkins. That helps. 

Mr. CunninGHaAMm. I am glad to know since you are at law you 
think more of the engineers than you do of the lawyers. When I was 
in law school, they didn’t think much of us. 

Mr. Hopkins. That is right. 

Mr. CunnineHam. Do you feel the engineering schools and the 
departments of our colleges and universities are keeping pace in 
coordinating with industry to the extent that they are giving the 
best instruction to these undergraduates, that they will turn out the 
best product for the security of America that is possible? Do you 
think they are improving on that? 

Mr. Hopkins. Mr. Cunningham, they are becoming more and more 
aware of that importance. Incidentally, this may sound a little 
extraneous but it is absolutely vital to the defense effort, the thing 
we are talking about. There is more and more unawareness of that. 
Actually, the difficulty starts at least in the secondary schools, the 








2598 AIRCRAFT PRODUCTION COSTS AND PROFITS 


high schools, where they start avoiding these subjects. It probably 
starts in the grammar school or even at home. 

Mr. CunninGHAM. In other words, there is too much election in 
high school. 

Mr. Hopxrns. I think Walt Disney and all these other things are 
getting the little ones—I got a grandson here who will be 6. Ata 
year of age he was around plugging in—we watched him, but he was 
smart, too, plugging the vacuum cleaner in, and so forth. Anything 
that moves electrically, the little guy has been crazy about it all 
these times. 

In other words, start them and get them interested in these things 
in the home and from then on—lI think the parents are becoming 
more interested in this attractive, sensational new world that we 
are going to live in. Therefore, I think in time it will correct itself. 

In Russia, however, they pick out—probably through an IQ arrange- 
ment of some kind—they pick out their best and they are told “that 
is vour life.’ Their life is planned for them. You can’t beat that 
system. I mean you can—lI prefer freedom and independence, and 
so forth, of choice. But nevertheless, you can’t beat it for turning 
out right at the present time twice the number of students that we 
are turning out in engineering. 

Mr. Cunnincuam. But you don’t turn out the same quality as 
under the free-enterprise system. 

Mr. Hopkins. No. I am a firm believer in our freedom and the 
free enterprise and all the things we hold dear in this country. Because 
out of that—and you go to any scientist, any great scientist, and we 
have many great ones now with us, and they will all tell you the same 
thing, that it is out of their freedom of thought. They are so inde- 
pendent in their thinking, we have troubles with various ones of them. 
T won’t mention.any names. But they prize their freedom of thought 
and freedom of action a very great deal, the more intelligent they are. 
Therefore, the great inventions and the great discoveries, I believe, 
will come from people like Edison and all the way back to Franklin 
and others, who have had the freedom of mind and so forth. 

Therefore, the manufacturer, the man that is shoved into a mold, 
T am certain, will not be productive of great inspirational ideas which 
bring you inventions and improvements as our system which encour- 
ages this freedom among the children practically from their own birth. 

Mr. Hésert. Mr. Courtney. 

Mr. Courtney. Mr. Chairman, following the usual format as has 
been explained, the Convair aircraft and the Convair contracts that 
we are to discuss this morning have been absorbed into the general 
organization of General Dynamics as of the year 1954 effectively? 

Mr. Natsu. Yes. 

Mr. Courtney. We have been considering with respect to all other 
companies the 4-year period 1952 to 1955. 

The first question has to do with whether or not renegotiation has 
had any influence or has been effective with you since 1952, the year 
that we are first to consider. 

Mr. Natsu. We can state that we have been cleared through 1952. 
We have not had an adjudication of any year beyond 1952. So 1953, 
1954, and 1945 are open. We have passed 1952. 

Mr. Courtney. But 1952 has been renegotiated? 

Mr. Natsu. It has; yes, sir. 
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Mr. Courtney. So the figures we will see and will discuss with 
respect to these contracts do not reflect any renegotiation beyond 
1952? 

Mr. Natsu. That is correct. 

Mr. Courtney. You have in your accounting for that year and 
with respect to these contracts compensated for any changes if any, 
that were required by renegotiation? 

Mr. Naisu. We had no changes. 

Mr. Courtney. We are looking at final figures? 

Mr. Natsu. That is correct. 

Mr. Courtney. With respect to the stock of the Convair Co., or 
Consolidated Vultee, it was at the time, which commenced with 
these contracts in 1952, as has been explained, that stock has been 
absorbed in and reissued under the title of General Dynamics Corp., 
on the ratio of 1 share of Dynamic stock for 2 outstanding 

Mr. Hopkins. No. 

Mr. Natsu. Four for seven is the actual division. 

Mr. Courtney. Four for seven is the actual division? 

Mr. Hopkins. That is right. 

Mr. Gavin. What was that? 

Mr. Hopkins. We gave 4 shares of Dynamics for 7 shares of Con- 
solidated. That worked as I told you, as a reverse split. It brought 
the outstanding Consolidated down from 2.4 million, to about 1.1 
million. 

Mr. Courtney. That has now been completely absorbed, in General 
Dynamics, as of 1954, to repeat? 

Mr. Naisu. That is correct. 

Mr. Courtney. With respect to Government sales and perform- 
ance of Government contracts within the Convair Division and those 
which you assumed from Consolidated Vultee before it was made a 
division, are the Government sales or sales of aircraft in your account- 
ing system isolated and segregated so that we are able to state whether 
or not the proportion of Government sales to other business of Convair 
Division are isolated and easily segregated? 

Mr. Naisu. They are. 

Mr. Courtney. So that in 1952, Convair Division as it exists at 
the present, had 95.3 percent of its total sales to the Government? 

Mr. Naisu. Correct. 

Mr. Courtney. In 1953, 82.7 percent? 

(Mr. Naish nods.) 

Mr. Courvney. In 1954, 91.3 percent, and in 1955, 96.7 percent? 

Mr. Narsu. All correctly stated. 

Mr. Courtney. Now the dividends, which are shown for those 4 
years are dividends in the latter 2 years, 1954 and 1955, paid by 
General Dynamics? 

Mr. Natsu. With one exception. The 45 cents represented a 
Convair dividend which was the last dividend declared. The 45 
cents in 1954 was for one quarter of 1954. Because the merger was 
effective in the spring of 1954. So the first three dividends—1952, 
1953 and the early part of 1954—represent Convair Corp. dividends 
or Consolidated Vultee Corp. dividends. 

Mr. Courtney. It was at that time? 

Mr. Natsu. Yes. 
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Mr. Courtnry. And those dividends in total amounted to 
$4,156,748.52? 

(Mr. Naish nods.) 

Mr. Courtney. And $4,302,376 in 1953? 

(Mr. Naish nods.) 

Mr. Courtney. And for the first quarter of 1954, until the merger, 
$890,698? 

Mr. Narsx. Correct. 

Mr. Courtney. With respect to Government-owned property and 
plant in use on the performance of the various contracts which we are 
discussing in this questionnaire and this morning, as of December 31, 
1955, the Government plant represented a cost figure of $147,094,150? 

(Mr. Natsu nods.) 

Mr. Courtney. In that figure will you state whether or not there 
is included the plant value of the property at Fort Worth? 

Mr. Natsu. It is. 

Mr. Courtney. And again another property, a large plant, at 
Pomona, Calif. So we may have some idea of the proportions, I will 
ask you if you have, in round figures, the value, the stated value of 
the Fort Worth plant? — 

Mr. Natsu. I believe Mr. Brewton can give you those figures. 


TESTIMONY OF MR. ROY BREWTON, COMPTROLLER, CONVAIR 
DIVISION OF GENERAL DYNAMICS CORP. 


Mr. Brewton. At Fort Worth, $75,004,902. 

Mr. Courtney. That was presumably the initial cost of the plant, 
is that right, or is that 

Mr. Brewron. Initial cost plus additions up to December 31, 1955. 

Mr. Courtney. That is total cash outlay, so far as you know? 

Mr. Brewton. So far as we know. 

Mr. Courtney. Yes. And that is all absorbed in that $147 million 
figure? 

Mr. Brewton. Right. $75 million of the $147 million is at Fort 
Worth. $38.8 million of the $147 million is at Pomona. $25.6 
million is at San Diego. And $7.6 million is at Dainger Field. 

Mr. Courtney. So we may keep in mind the distribution of the 
properties, as plant against machinery, what in round figures, is the 
percentage? Do you have it? 

Mr. Brewron. I do not have those figures. 

Mr. Courtney. But the balance, after you have given the plant 
account, would in general be included within the tool and machinery 
account, would it not? 

Mr. Brewton. That is right, sir. That is correct. 

Mr. Courtney. Again at cost figures so far as you know? 

(Mr. Brewton nods.) 

Mr. Courtney. Cost to the Government? 

Mr. Brewton. Cost to the Government. 

Mr. Courtney. Under the rental account it does not appear that 
any rental has been paid or allocated out of any of these contracts for 
the use of the three plants that we have mentioned. 

Mr. Brewton. That is correct. 

Mr. Courtney. Four plants, I should say. 
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Mr. Brewton, again with respect to the plants, the contracts that 
we are to discuss with respect to the aircraft contracts were performed 
in three plants, were they not, and not in four? 

Mr. Brewron. For the most part they were performed at San 
Diego. A small amount of the work was performed at Fort Worth, 
a very small amount. 

Mr. Courtney. With respect to company-owned property in the 
performance of these contracts, as of 1955, beginning 1956, according 
to your books the company-owned property used in this property had 
an initial value of $31,592,894, of which there have been allowed 
depreciation—on which there has been allowed depreciation and am- 
ortization of $20,015,573. Over what period of years? 

Mr. Brewron. That is accumulated to December 31, 1955. 

Mr. Courtney. That represents the accumulation from the time 
of acquisition of these properties from whatever date beyond 1952 
down to and including December 31, 1955? 

Mr. Brewton. That is correct, sir. 

Mr. Courtney. On that date the value of company properties was 
$11,577,321, correct? 

Mr. Brewron. That is correct. 

Mr. Natsu. Mr. Courtney, I would like to add that as of this time 
we have approved by the board of directors and are in the process of 
arranging purchases totaling 30 additional million dollars. These 
are—in fact there has been about 10 of that 30 million that has been 
in the purchasing fees for over a year, representing such things as 
wind tunnels which take several years to build. 

But as of today, I think it is of interest to the committee to know 
that totally we have $30 million additional facilities, the moneys for 
which have been approved by the board of directors. 

Mr. Courtney. That is committed money? 

Mr. Hopkins. Yes. 

Mr. Natsu. That is correct. 

Mr. Courtney. Out of earnings of the General Dynamics Co.? 

Mr. Natsu. That is correct. 

Mr. Hopkins. We will have to borrow some money, I think. 

Mr. Courtney. Wherever you get it, it is General Dynamics’ 
money, is that right? ‘ 

Mr. Hopxins. We are putting it up; ves. 

Mr. Courtney. $30 million would be added in round figures to the 
$11 million figure? ‘ 

Mr. Natsu. That is correct. 

Mr. Hopkins. On the Atomic and in Canada, you could add another 
$15 million. This is only Convair. It is about $45 million, the bill. 

Mr. Hépert. Let one witness speak at a time. 

Mr. Natsu. I wish to state that the $30 million is merely or specifi- 
cally for the Convair division of General Dynamics. It does not 
represent the capital expansion plans in toto of the General Dynamics 
Corp. This $30 million would be specifically in the Convair division. 

Mr. Courtney. Assigned to this division? 

Mr. NaisH. Yes, sir. 

Mr. Courtney. With respect to the accounting practices which we 
will observe going through your responses to the questionnaire, will 
you state generally for the record, Mr. Brewton, your aecounting 
practice on items of general overhead and the like? 
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Mr. Brewron. Briefly, Convair has four classes of overhead: 
Engineering, tool planning and design, manufacturing, and general 
and administrative. 

Engineering overhead is distributed among contracts on the basis 
of engineering direct labor hours. Toll planning and design overhead 
is distributed on the basis of tool planning and design direct labor 
hours. Manufacturing overhead is distributed on the basis of 
manufacturing direct labor hours. Finally, general and adminis- 
trative expenses are distributed on the basis of total direct labor 
hours. 

Mr. Courtney. That is the practice we will see employed as we 
go through these questionnaires. 

Mr. Brewron. That is correct, sir. 

Mr. Courtney. With respect to the items of which the committee 
has asked specific questions with reference to officer personnel in 
excess of $20,000, is the same a part of general overhead and became 
applicable to the various contracts which we will discuss? 

Mr. Natsu. Yes. 

Mr. Courtney. You have prepared a sheet for this division of the 
corporation? 

Mr. Brewron. Yes, sir. 

Mr. Courtney. I will ask you whether or not the general salary 
account of General Dynamics is considered and in any way is reflected 
in the percentages charged against the various contracts we will 
discuss this morning? 

Mr. Brewton. It is, beginning in the latter part of 1954. 

Mr. Courtney. And does that appear on this sheet? 

Mr. Brewron. No, sir. This is only the Convair. 

Mr. Courtney. This relates strictly to Convair? 

Mr. Brewron. That is correct. 

Mr. Courtney. What proportion of the general overhead of General 
Dynamics is assigned or assessed against the various contracts we 
have under consideration this morning? 

Mr. Brewton. The expenses of General Dynamics Corp. are 
distributed among its operating divisions on the basis of the direct 
labor dollars of those divisions. And the expenses after their distri- 
bution to Convair—they are distributed on the basis of direct labor 
hours. This method of distribution is exactly the same as that 
employed by Convair, except they use dollars instead of hours. So 
the percentage will depend upon the direct labor effort of the various 
divisions of General Dynamics. 

Mr. Courtney. That is in the distribution of the general manage- 
ment? 

Mr. Brewron. That is right. The corporate office expense, that is. 

Mr. Courtney. The corporate office. Just so we may be clear 
as we go through the record, you have assigned that by way of per- 
centage to these various contracts, of which we will take one for an 
example? 

Mr. Brewton. Right, sir. 

Mr. Courtney. With respect to other general expenses of the 
company which are paid out and assigned to these various contracts 
for aircraft, I notice that in the officer and management account you 
have an item for bonuses. Will you explain for the record at this point 
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the bonus system which you have employed, the number of partici- 
pants—— 

Mr. Narsx. If I may answer that, Mr. Courtney, we have an 
incentive compensation plan, approved by the share owners, which 
very briefly states that no more than 5 percent of the net income after 
taxes and after a 6 percent return on the invested capital plus long- 
term debt—when that amount is determined, not more than 5 percent 
of that total amount may be allocated at the discretion of the board of 
directors to incentive compensation. 

Mr. Courtney. How many participate in that fund? 

Mr. Nais#. It has been in vogue about 2% years. Last vear it was 
about 349 people exactly who partic ipated last year. 

Mr. Courtney. Of Convair division? 

Mr. Nats. Correct. 

Mr. Courtney. Of which the management group of Convair divi- 
sion—from which the management division of Convair has been 
segregated and is identified on the sheet which we have here this 
morning? 

Mr. Narsu. That is right. 

Mr. Courtney. Are we to understand that the bonus plan, or the 
incentive plan which you just discussed became effective upon the 
absorption of Consolidated Vultee into the General Dynamics Corp.? 

Mr. Natsu. I believe it was about that date. 

Mr. Courtney. In all events, was there any bonus arrangement or 
incentive plan in Consolidated Vultee, if you know? 

Mr. Naisu. There was a bonus plan—actually, the bonus plan was 
approved, if my memory serves me correctly, and Mr. Watts, our 
counsel, can check me on this. I believe the incentive compensation 
plan was approved by the stockholders of Consolidated Vultee. 

Mr. Courtney. But did not become operative until—— 

Mr. Natsu. Merely as a phase of time, that was true. But I 
believe—is that correct, Mr. Watts? 

Mr. Warts. Yes. 

Mr. Courtney. So we may have some understanding of the salary 
account, what were the total sales of this division during the years 
1952, 1953, 1954, and 1955? 

Mr. Naisu. Mr. Brewton has the figures. 

Mr. Brewron. The year 1952, $390,998 ,000; in 1953, $370,703,000; 
in 1954, $502,817,000; and in 1955, $482,923,000. 

Mr. Courtney. It is with respect to that workload or that sales 
account that these salaries we are going to discuss are applicable? 

Mr. Brewton. Yes, that is correct, sir. 

Mr. Courrney. Mr. Chairman, I observe that, excepting for the 
bonuses, the salary account remain substantially the same over the 
period of years that we will discuss, so perhaps it would be only 
important to read the year 1955 and insert the rest in the record as 
this point. 

Mr. Hféserr. Very well. 

(The information referred to follows:) 
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Question 9.— Detail of salary and bonuses of officials in excess of $20,000 per annum 
for the year 1954 





Year ended Dec. 31, 1954 














Salary | Bonus 

— ee | 
R. H. Biron, Jr., vice president— Administration -_-__........-...----------- aie $35, 000 $10, 000 
Ce re PR, MID cc belie aces npinccnbeseded-bawbuvccacivevcdhscokhiuhacsddose 20, 780 6, 000 
B. F. Coggan, manager, Convair-San “Diego. -- RE 29, 994 | 10, 000 
A. C. Esenwein, vice president and manager, Convair-Fort Worth. orn 35, 000 | 15, 000 
C. F. Horne, manager, Convair-Pomonsa. -..-.--._.._-.-.----------..-.-- = ¢ oe 26, 362 | 6, 000 
TT Lanphier, Jr., vice president and assistant to the president a apliiiiieels: Giiediitee 35, 000 | 15, 000 
5. F. "“MeNarney, president J EL daddies awiedod daaaeemeterbetubabivnd abu Celdibet | 75, 000 | 25, 000 
ee aE IU IN 5 ok darn oder nanneecestdeseenee 7 45, 000 25, 000 
R. B. Watts, vice president, general counsel i¢ bi 4. ae 38, 000 | 10, 000 
R. C. Sebold, vice president, engineering -- -- Si 2k ice = 35, 000 | 7, 00 
9: ee EE MONO ys os. 2a cechabaesascbavnsnadandabae cddseneern hice angel j 25, 000 7, 500 

] 

aii eha leas bucn cel tales nie why Sari ihcincapireianndn anu eames ppb eseeds Aina 400, 136 | 137, 000 
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Mr. Courtney. I notice you have no president assigned to this 
division—— 

Mr. Foco. Yes. It is down here. 

Mr. Natsu. It goes alphabetically, rather than by title. It is a 
democratic process. 

Mr. Courtney. I didn’t see that. We will follow that through 
for the year 1955, with the bonus account set out. 

Mr. Chairman, it appears from the information furnished by this 
company that the total officer management salary account of this 
division for the year was $401,905, with an incentive bonus of $174,000 
as has been explained. 

With respect to the incentive, a further question. Is that sum paid 
out in the year in which it is awarded or is it paid over a period of 
years? 

Mr. Naitsu. It is paid out in the year in which it is awarded. 

Mr. Courtney. For the year. 

onal as Yes. It is being paid now, in February, to what 
we ca 

Mr. Natsu. It is paid out in the year in which it is awarded. 

Mr. Hopkins. Yes 

Mr. Naisu. For the previous year’s activity. 

Mr. Hopxins. It is charged to that year. You are correct, sir. 

Mr. Courrney. It is ascertained in 1 year, awarded in 1 year and 
paid in 1 year; is that your formula? 

Mr. Natsu. Right. 

Mr. Courrney. In breaking down this salary and bonus account, 
we have Mr. R. H. Biron, Jr., vice president and administrator, 
$35,000 salary and $12,500 bonus; Mr. G. T. Bovee, treasurer, $21, 405, 
with an $8,500 bonus; Mr. B. F. Coggan, $32,500 salary and a $16,000 
bonus; Mr. A. C. Esenwein, $35,000, with a $16,000 bonus; and 
Mr. C. F. Horne, manager of the Convair-Pomona plant: $30,000 
salary and a $12,000 bonus. 

Mr. Brewton, in the distribution of figures, in the answer to the 
questionnaire, would the salary of Mr. Horne be assigned directly to 
those contracts which are performed in the Pomona plant? 

Mr. Brewron. That is correct, sir. 

Mr. Courtney. And the others at different divisions? 

Mr. Brewron. Right. 











Aenea. cit ~! 


ee 





Slam abe, des ne 












Pe ee 











AIRCRAFT PRODUCTION COSTS AND PROFITS 2605 


Mr. Courtney. Will be assigned directly —— 

Mr. Brewron. Into the overhead pools of those plants. 

Mr. Courtney. Mr. T. G. Lanphier, Jr., vice president and 
assistant to the president, $35,000 and a $17,500 bonus; Mr. J. T. 
MeNarney, president: $62,500 salary and a $30,000 bonus; Mr. J. V. 
Naish, executive vice president, $52,500 salary and a $27,500 bonus; 
Mr. R. B. Watts, vice president and general counsel, $38,000 salary 
and a $12,500 bonus; Mr. R. C. Sebold, vice president for engineering, 
$35,000 salary and a $12,500 bonus. 

Is Mr. Sebold’s salary spread over the three plants or is it—— 

Mr. Brewron. It is spread over the three plants. 

Mr. Courtnry. Mr. D. T. Fisher, comptroller, $25,000 salary and 
$9,000 bonus in 1955. Mr. Fisher is since deceased and Mr. Brewton 
who is on the witness stand has succeeded him. 

Mr. Hopkins. Mr. Brewton’s salary was brought up to the $25,000 
when he succeeded. 

Mr. Courtney. We would merely substitute the name Mr. Roy 
Brewton—— 

Mr. Hopkins. Without the bonus. The bonus changed, of course 

Mr. Courtnry. Without the bonus. 

Mr. Hopxtins. That came in 1954, the bonus. 

Mr. Courtnry. These bonuses depended upon continued good 
behavior? 

Mr. Hopkins. They are largely on merit. The executive salaries 
are on all merit. We have an executive compensation committee. 

Mr. Courtney. We have had some plans explained to us which 
involve continued good behavior. 

Mr. Hopxtins. It is done in open meeting and I say yes or no on the 
amount. It is recommended to me on performance. 

Mr. Courtney. Another thing I want to know is whether these 
academic hoods that you are acquiring must be won three times before 
you keep it? 

Mr. Hopxtns. As long as I own one I can walk down the aisle with 
my head up, with all the rest of the academic people. 

Mr. Gavin. On that particular point may I ask a question? 

Mr. Hfépert. Yes, Mr. Gavin. 

Mr. Gavin. You got this division of general dynamics. You got 
the president down in the middle of the list of executives. I presume 
they are in alphabetical order. But it seems awfully strange that 
you would put J. T. McNarney, president, down in the middle of your 
group of executives. I wonder what the purpose of that was? Be- 
cause every other group of executives—it is the president, the vice 
president, treasurer, and so forth. It would be like putting Mr. 
Hébert, who is the chairman of this committee, down in the middle of 
the committee, when he actually is the chairman and his name ought 
to be at the top, like the president’s name. 

‘ Mr. Natsu. We just think it is easier to handle, to keep things 
alphabetically. We have a suspicion it is a little more democratic, too. 

Mr. Gavin. I don’t presume you followed this pattern in issuing 
your annual yearly statement, where you put the president down in 
the middle. 

Mr. Hopxrins. No. 

Mr. Natsu. No; that is correct. In the statement we do. 

Mr. Gavin. We just look them over. 
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Mr. Hopkins. This is a financial statement. The other is for the 
public. 

Mr. Gavin. I thought it was rather strange. 

Mr. Natsu. Yes, it is unusual. 

Mr. Courtney. Mr. Chairman, the matter of contributions as 
applicable to these contracts and to this division of General Dynamics, 
is a rather large and comprehensive-——— 

Mr. Hess. Put it in the record. 

Mr. Courtney. Large in the aggregate and not in the individual 
case. But it involves a number of names. So we may keep in mind, 
perhaps we might just at this point read into the record the larger ones 
and give the totals for the various years, and insert the remainder into 
the record. 

Mr. H&éserr. Yes. 

Mr. Courtney. This is in answer to the subcommittee’s question- 
naire, for the period 1948 to 1955, which is covered here. Actually, 
the questionnaire related only to 1952. But so it may be represent- 
ative: against these contracts and as a part of general overhead, for 
example, the American Library of Information has been paid $18,900; 
the Chamber of Commerce of the United States $3,000; the Aircraft 
Industries Association, $422,091.11; the California Manufacturers 
Association, a total for those years, $7,500; the Institute of Aeronau- 
tical Science, $33,500; the National Manufacturers Association, $3,000; 
the San Diego Employers Association, $9,600; and the California Insti- 
tute of Technology, $8,000. 

This over a 6-year period: The South California Aircraft Advisory 
Committee, $5,139 and the National Air Council, $2,500. 

There are various dues paid to various chambers of commerce 
in the several places where the company has its plants or operates 
plants. 

Mr. Natsn. That is correct. 

Mr. Courtney. Four in number. The largest total for any of 
these plants, for any of these organizations, is $41,150, for the period 
1949-55, inclusive, to the Fort Worth Chamber of Commerce, and 
the smallest of them is $3,035. 

Mr. Hépert. The aircraft industries? 

Mr. Foco. That is the addition. 

Mr. Courtnry. Mr. Chairman, since this information was com- 
piled in answer to the subcommittee’s questionnaire which was issued 
in the fall, there have been additional sums paid to complete the year 
1955, and that information has been supplied, and without repeating 
it, since it is merely a continuation of the same general amount, may 
it be put in the record at this point? 

Mr. Hésert. Put it in the record at this point. 

(The information is as follows:) 
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Convair division of General Dynamics Corp. and its predecessor, Consolidated Vultee 
Aircraft Corp.—Question 12. Contributions and dues paid to associations in excess 
of $1,000, Dec. 1, 1948, to June 30, 1956 


GENERAL OFFICES 






































] 
| 
re Chamber of | Aircraft California | abt , 
Period —— Commerce Industries Manufac- | pene 
Information of United Associa- turers Asso- | “" goiences 
States tion ciation 2 . 
Year ended Noy. 30— 
SOO REESE aoe Et eres. es eeeaee | $51,141.92 |_....-..- $4, 000 
ERR ESR eee re: EE Rel STE i 48, 771. 56 |..-- 4, 500 
_ , BLE STE eS $6, 000 : 74, 337.01 | $1, 250 5, 000 
SE dcimnekamhebbhndesscedna | 3, 600 | $1, 500 | 95, 809. 60 | 1, 250 5, 000 
1053. . -- ae ; onan 3, 600 | 1, 500 | 71, 627. 80 | 1, 259 | 5. 000 
Month of December 1953 ! ______} ee pail : = 5, 000 
Year ended Dec. 31, 1954 aoe 3, 40>|.-.... on 54, 592. 85 1, 250 | 5, 000 
6 months ended June 30, 1955- - - 1,800 |.--- Se 25, 810. 37 2, 500 | pcaminlions 
ee 18, 900 | 3,000 | 422, 091. 11 7, 500 32, 500 
} | 
| | 
National | San Diego | Californis South Cali- 
Period | Association | Employees Sadan an fornia Aircraft} National Air 
| Of Manu- | Associa- | Technology Advisory Council 
| facturers tion oe ©8Y | Committee 
! 
Year ended Nov. 30— 
(NE ee ee ee Se ee ee | $4, 000 $5, 139 iy 
RS 244 ietse | Lore $2, 500 
EIS TE IE, $1, 500 $2, 400 | 2, 000 
ee sd es, 1, 500 | 2,400 | 2, 000 
RRR ES a ‘ ; ceded 2, 400 
Month of December 1953 !____- eee 
Year ended Dec. 31, 1954 . ; ; 2,400 | 
6 months ended June 30, 1955..._|.........-..--]_-------.- 2 
5 RRR Eee eo eee. } 3,000 | 9, 600 | 8, 000 5, 139 2, 500 
SAN DIEGO DIVISION 
San Diego Institute of | Elliot | Research 
Period Chamber of | Aeronautical) g.pvine C Institute of 
Commerce Sciences ee VaR America 
Year ended Nov. 30— 
J Medi lie Jp AS lin mela ORE OE BE: | see ee t-.......-- é 
ee See Paar oe wacasicaal 3, 999. 96 | $1, 266. 87 
_ es sails is : iol 4,917.70 | 1, 543. 46 
eee Pee ee 5, 000. 00 1, 547. 00 $1, 353. 42 $4, 035. 00 
1953 = Ee Ce sata oie ented aadll 7, 845. 04 | 1, 805. 96 1, 475. 50 9, 511. 50 
Month of December 1953 !__......_-____.----- 666. 67 | 129. 00 207.00 | 8, 607. 52 
Year quis orem. Oh, bee....<...-....-.. 2... 5. 9, 599. 96 | 1, 448. 44 : : ae 
6 months ended June 30, 1955........._----__-- 4, 800. 00 | 866. 80 
ae tel detsiplaieaidi se toto inetd — 40, 829. 29 | 8, 607. 53 3, 035. 92 | 22, 154. 02 
FORT WORTH DIVISION 





Fort Worth |Trinity River 
Period Chamber of |Improvement 
Commerce | Association 











| ! 
Year ended Noy. 30— 
ee eee eas ap ana E kind as awd gamnsanwnkh seer enes =f 6. Gee jnc.<2.- 5 
EER, 6 PSS SS Ley een oes ee ea arene Seer -| ot ee 
Dd Clie (schaveaceagsst@en-<ciebunenctashukeahendeverutacs -| 6,000 |..--- 
BARS OE RS TO REE SES CRSP ES SSS Oe Ee ele eee ree --| 6, 750 | $4, 009 
SLICES 2a EER, EI TCS I ON I Pe Gi ceieinccentans 
Month of December 1953 !__-_....---.------- Peete eE Mate cnine Seacmee nase a i “4 
I IE oo sos inn b anncns ocd CseSaReEs b Guo oniaiwuy a senuane 7, 200 | 2, 000 
ie cnn bcicb dbnebascbnsenpescccasssuosens 3, 850 | 2, 
| Sere Ee ERAS Ee Ce aren none 41,150 | 8, 000 





Footnote at end of tables, p. 2608. 
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Convair division of General Dynamics Corp. and its predecessor, Consolidated Vultee 
Aircraft Corp.—Question 12. Contributions and dues paid to associations in excess 
of $1,000, Dec. 1, 1948, to June 30, 1955—Continued 


POMONA DIVISION 











| Pacific Aero-| Pomona 
Period | nautics | Chamber of 
library Commerce 
—_—_—— —- ——— _-_—- + $$$ seeped - — — $$$ nen 
| | 
Pook PO eee Senmicsteihaes | $3, 741 . 
Month of December 1953 !_........----.---- : | $1, 000 
pe See arene er ee ee Bh ccacudet “ 
ee Se Fn I Bs ook ek k e ce nsicn dc cuswenesecscess 1,548 1, 000 
Total__- PwShticniwiecinn stamens a liar aciaans ples dies aati acids atest 8, 385 | 2, 000 








1 The month of December 1953 is separately stated as a result of the change from a fiscal-year basis of 
accounting to a calendar-year basis of accounting beginning with 1954. 


Mr. Brewron. May I correct? That is an addition for the period 
under discussion. We inadvertently left out the Manufacturers 
Aircraft Association. And we are now adding that to our list for the 
period under discussion. We do not at this time have the dues for the 
last 6 months of 1955. You will notice that that is just an addition 
that we submitted in answer-——— 

Mr. Courtney. And relates only to that one organization. 

Mr. Brewton. One organization; that is right. 

Mr. Courtney. Which is a cross-licensing organization, as it has 
been explained here. 

Mr. Brewton. That is correct. 

Mr. Courtney. Elsewhere. 

Mr. Brewton. That is correct. 

Mr. Courtney. And the fees are determined upon the number of 
sales that are involved. 

Mr. Brewton. The sales. 

Mr. Hfsertr. The committee will stand in recess until 2 o'clock this 
afternoon, at which time we will continue with Convair. 

(Whereupon, at 11:50 a. m., the subcommittee recessed, to recon- 
vene at 2 p. m. this same day.) 


AFTERNOON SESSION 


Mr. Hésertr. The committee will come to order. 

Members of the committee, I have just been notified by Mr. Vinson, 
the chairman of the Armed Services Committee, that it will be neces- 
sary for this committee to recess in order that it may attend the full 
committee hearings meeting this afteroon. 

On instructions of Mr. Vinson, the committee recesses this afternoon 
until tomorrow morning at 10 o’clock. I want to apologize to you 
gentlemen for bringing you back this afternoon, but, after all, Mr. 
Vinson is the boss of the big committee and he wants us down there. 
As he says, the parent has to come before the child. If you will be 
good enough to come back in the morning, Northrop will be here 
tomorrow and will follow you. Again, I apologize for causing you any 
inconvenience in coming this afternoon. 

(Whereupon, at 2:04 p. m., the subcommittee recessed, to reconvene 
at 10 a. m. the following day, Friday, March 9, 1956.) 
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FRIDAY, MARCH 9, 1956 


Hovst oF REPRESENTATIVES, 
CoMMITTEE ON ARMED SERVICES, 
SUBCOMMITTEE FOR SPECIAL INVESTIGATIONS, 
Washington, D. C. 

The subcommittee met at 10 a. m., Hon. F. Edward Hébert (chair- 
man of the subcommittee) presiding, with the following members 
present: Messrs. Hess, Gavin, Cunningham, Bates, Hardy, and Miller. 

Mr. Hépertr. The Committee will come to order. 

Yesterday, at the time that we recessed, shortly before the noon 
hour, Mr. Courtney was concluding the examination of contracts. Is 
that correct, Mr. Courtney? 

Mr. Courtney. That is correct, Mr. Chairman. We had finished 
with the contributions, dues, and donations, as I see by the record this 
morning. 

The amount of the last series of contributions and donations was 
furnished to us under date of March 5, 1956, with reference to the 
Manufacturers Aircraft Association, Inc., which has previously been 
identified in the testimony. 

Mr. Chairman, I would like to ask that that be incorporated into 
this record this morning without reading it. 

Mr. Héserr. Without objection, it will be incorporated at this 
point in the record. 

Mr. Courtrnry. The total amount involved is something under 
$100,000, in the period of 1949 to 1955. 

(The document above referred to is as follows:) 


Convair division of General Dynamics Corp. and its predecessor, Consolidated 
Vultee Aircraft Corp., summary of net payments to Manufacturers Aircraft 
Association, Inc., on account of production reported for the period Dec. 1, 1948, 
to June 30, 1956 





Period Fort Worth | San Diego Stinson | Pomona 
division division division division 


Year ended Nov. 30: 





ES CRS 8 SS SS ee ee ee eee ee eee $26, 807. 06 $6, 385. 08 ay 8 ee a 2 
Ae AS SS eee pee 29, 983. 02 3, 052. 27 ce 5 a Sr 
ee OE SR RT a! se cawale ae aT 2, 507. 20 aes See 7 
eT CTT see I ae pape ee ee ee © 11, 065. 72 pS a ee Oe es Se 
Rin rt ect taal oh “enka oeita aaa! - Beane s 6, 030. 16 5, gp ABR ae Aleta PE Seal 
Month of Dee. 1953 1___-_.___. ee oe ee Re 137. 99 - Shee Gein is 
Year ended Dec, 31, 1954..........__.._.-- ee 1, 397. 16 &, 116. $788. 94 
6 months ended June 30, 1955.............---.-- 388. 96 5, 450. 7 468. YF 
Se...) Se a SE ates 78, 317. 27 | 32, 02 1, 257. 90 





' The month of December 1953 is separately stated as a result of the change from a fiscal year basis of ac- 
counting to a calendar year basis of accounting beginning with 1954. 


NoOTE.—These payments are based on sales of airplanes and certain missiles, and are charged directly to 
the related contracts, not through overhead. 
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Mr. Courtney. Mr. Chairman, with reference to the subcom- 
mittee’s question No. 31, and that portion of the record which relates 
to retired officers of the Military Establishment. 

This is a listing of employees and amounts of compensation during 
the period 1952 to 1955, to retired officers of the Military Establish- 
ment. Mr. Naish, a question with respect to these persons. Are 
any of these personnel of your company involved in management or 
sales, and, if so, which ones? 

Mr. Natsu. There are none of these people involved in sales. In 
the question of management, of course, General McNarney is the 
chief executive of the company. He is involved in management. 

Mr. Courtney. That would have to do with company policy? 

Mr. Natsu. That is correct. There is a Mr. Horne, who is opera- 
tions manager of one of the divisions. 

Mr. Courtney. H-o-r-n-e? 

Mr. Natsu. Yes. He would be involved in operational adminis- 
tration, but his policy would emanate from the general office, under 
General McNarney. He reports directly to me, operations. 

Mr. Courtnrey. Mr. W. Miller is identified here as the vice 
president. 

Mr. Natsu. He is no longer with us and has not been for several 
years. 

Mr. Courtney. Did he have anything to do with sales? 

Mr. Narsa. He did not. 

Mr. Courtney. Or management or policy of the company? 

Mr. Natsu. He did have to do with management and policy with 
regard to the financial management of the company. 

Mr. Courtney. Of the list which you have supplied, you, too, are 
within management; is that correct? 

Mr. Natsu. Excuse me, I didn’t get to—— 

Mr. Courtrnry. You are, or were, within management? 

Mr. Natsu. That is correct. 

Mr. Courtney. Have any of the amounts which you have shown 
for these two individuals been assessed, assigned, or charged to any 
of the contracts here under consideration? 

Mr. Natsu. Mr. Brewton, would you answer that question? 

Mr. Brewton. They have. 

Mr. Courtney. As a part of overhead? 

Mr. Brewton. As a part of general administrative overhead. 

Mr. Courtney. As you have computed it? 

Mr. Brewron. Yes, sir. 

Mr. Courtney. And explained here in your accounting practice? 

Mr. Brewron. That is right. 

Mr. Courtney. Mr. Chairman, the names of these two are J. T. 
MeNarney, president and director, 1952 to 1955, $304,593.44, and 
Mr. C. F. Horne, Jr., with the explanation given by Mr. Naish, 1953 
to 1955, $70,675.60. 

The others I would ask, Mr. Chairman, to have their names and 
the amounts placed in the record without further identification, on 
the explanation given by Mr. Naish. 

Mr. Hésert. Without objection, it will be placed in the record. 

(The information above referred to is as follows:) 
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Convair division of General Dynamics Corp. and its predecessor Consolidated Vultee 
i Aircraft Corp.—Compensation paid to employees who are retired military officers, 








j Jan. 1, 1952 to June 30, 1956 
. : : , | Years of 
Ng +: ass o ears O 
ame and job, classification | employment Amount 
‘ Ee a ee aes $17, 980. 97 
R. C. Anthoney, process followup man B_____- } 10, 859. 1: 
R. L. Barry, assembler aircraft A, CS, and 8. 14. 496. : 


H. H. Benward, assembler CMC, A, 8, and S___- 
C. Burke, buying supervisor_._____. __ ; 


2 
24 
W 15, 786. 73 
q F. J. Burns, dispatcher A__-_- {2 
R 
J 


} 16, 921. 

} 15, 394. 30 
15, 040. 59 
| 
| 
} 


. Caulfield, manufacturing dispatcher + & 


4 . L. Cavender, assembler CMC, A, S, and S___-- 14, 329. 93 
; C. E. Coben, Port T. L. and equipment repairman A 10. 910. 16 
j H. L. Cole, buying supervisor : 21. 5g? 66 
4 R. C. Cole, template maker “B’’- 8’ 386, 68 
7 E. B. Crosby, systems analyst___- 19' 039. 30 
, J.J. Curley, budget analyst- sas 15, 168. 66 
: R. L. Denmark, assembler aircraft A _- 14’ 398. OF 
E G. E. Duffy, process followup man A__-- 7 416. 48 
C. A. Edmonson, stock setup man A-_- 13. 119. 89 
F. C. Fake, manufacturing analyst = 23’ 619 60 
F. L. Farrell, program administrator - : 31. 666. 28 
H.S. Fassett, material requisition man A-_-_ 11 967. R9 
H. G. Gates, stock clerk B__.._-- = ry 967 62 
’ F. S. Hare, guard___- 14. 784.77 
J.J. Heckman, scheduler- 16, 804. 08 
$ C. F. Horne, Jr., division manager | cant aes 


| 70, 675. 60 
13, 496. 89 
14, 261. 16 
15, 728. 99 
9, 469, 25 
11, 388. 40 
16, 246. 14 
| 10, 065. 44 
18, 426. 73 
4, 357. 07 
593. 44 


J. W. Jarvis, material liaison ___ 

M. Johnson, guard _- 

F. V. Kauffman, manufacturing analyst_- 

H. A. Lasswell, C and R mockup man A_- 

L. Stanley Leith, tool development analyst_- 

W. M. Linhart, buyer--- se 

C. C. Martin, equipment analyst_- ia 

C. H. McCullough, assembler aircraft A, 8, and S- 

; R. R. Mettenet, guard -_ - 

3 J.T. MeNarney, president and director... ._-- 

: L. W. Miller, vice president. oho 
W. B. Mote, stock clerk B___- ace Baste cack sealer ct 
F. P. Muleathy, contract representative_............_._.__- 

F. J. Nolan, crane rigger_____----- see 

D. G. O'Neal, assembler A_-_----- 

. W. Orrell, photo reproduction tech B 








fete et en ita 
_ 
~ 





H. L. Outlaw, parts release man_-_- z 841.53 

J. R. Pahl, research engineer ___- . 054. 19 
; R. L. Peterson, facilities control analyst_ ee 590), cm 
: N. B. Phelps, radio mechanic._._-. a 926. 82 
rT L. R. Pugh, stock clerk A _- 9 
: E. E. Rawlins, mechanic- 19, aR 
3 L. B. Richardson, director 7. 724. 73 
: A. M. Rowell, guard _- . 12, 226. 91 
C. R. Sanderson, clerical assistant supervisor. 13 697. 00 
; Rk. G. Schively, production processor A .__ 15. 142. 68 
- L. G. Schmidt, tab machine operator A 18, 587. 46 
; H. Sills, assembler A- _- i 13 627. 66 
: M. A. Sprengel, process followup man A zi 8 ORO. 67 
i C. O. Stark, dispatcher A ---- 13, 494. 62 
E. L. Stark, stock clerk A-- 10, 506. 42 
: E. T. Stewart, supervisor. ___- 34. 137.76 

A. E. Stuart, chief inspector - 30. 746. 37 
‘ L. Supa, Middle builder W.T., A 21 932 7% 

F. C. Thompson, production analyst fn ¢ 

F. J. Tobin, assistant foreman. - 
. D. I. Turner, inspection supervisor 

L. H. Vivian, radar and radar mechanic B Ms 

W. B. Whaley, staff assistant 

A.J. Willard, assistant foreman 

D. E. Willis, assembler aircraft A, E, and R 

F. C. Winklu, assembler aircraft A_ 

J. E. Wolowsky, contract analyst 

A. A. Zairacina, timekeeper A-- | 





| 





Mr. Courtney. Are we ready to go through this contract? 

Mr. Natsu. Yes, if you like. 

Mr. Hésert. Mr. Courtney, the committee understands from the 
list which you have shown us, that these salaries, to the right, in the 
of retired officers, covers the 4-year period and it is not an annual 
salary? 
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Mr. Courtney. No, it covers a 4-year period. 

Mr. Natsu. It varies that. 

Mr. Hésert. I want the record to show that. 

Mr. Courtney. It represents—and you correct me if I am wrong, 
Mr. Naish and Mr. Brewton—the total amount of salary paid to the 
named personnel which were included as a part of general and 
administrative overhead——— 

Mr. Brewton. Only McNarney, with general and administrative 
overhead against these contracts. Mr. Horne’s salary would be in 
“General and administrative’ at our Pomona division and none of it 
would be allocated against these contracts. 

Mr. Courtngry. Against the contracts we have under consideration? 

Mr. Brewron. Right. 

Mr. Courtney. Then the others, I take it, would be directly 
charged against this contract? 

Mr. Brewron. Some of them. Some of them wouldn’t be charged 
at all. Some of them are Fort Worth employees, for example, and 
none of their salaries would be charged against these contracts. 

Mr. Courtney. Fort Worth is performing Government contracts. 

Mr. Brewron. It is, but not these particular ones. 

Mr. Courtnry. Not these particular ones. But insofar as appli- 
cable with relation to the work being performed, they have been 
charged as you have indicated? 

Mr. Brewton. That is right, sir. 

Mr. Courrney. So we may understand your accounting practice, 
let us take a specific contract, for the T-29B. Does that plane have 
a common name? 

Mr. Natsx. Yes; that plane is known as the Flying Classroom. 

Mr. Courtnry. This is a contract as to which the Air Force has 
completed determination? 

Mr. Nats. That is correct. 

Mr. Courtney. Of the target price? 

Mr. Brewron. Yes. These are final figures. 

Mr. Courtney. The contract number is AF33(038) 15425, a fixed- 
price redetermination contract, with an authority to proceed Septem- 
ber 1, 1950. The date of the contract is January 3, 1951. Now, as 
to this, you have determined the target price and that per unit was 
how much, Mr. Brewton? 

Mr. Brewron. This is a final price we have furnished to you, 
$610,941. 

Mr. Courtney. Per unit? 

Mr. Brewron. Per unit. 

Mr. Courtney. This is a fixed-price redetermination contract, and 
what is the breakage on incentive? 

Mr. Brewron. 80 percent and 20 percent. 

Mr. Courtney. 80 and 20 percent. 

Mr. Brewron. Yes. 

Mr. Courtney. The incentive has all been determined as of this 
time? 

Mr. Brewron. And included in the figures you have before you. 

Mr. Courtney. So including the original percentage of profit plus 
incentive or minus incentive, as it may have been, you are able to show 

now on this accounting the final profit per unit? 

Mr. Brewron. Yes, sir. 
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Mr. Courtngy. That was how much per unit, per airplane? 

Mr. Natsu. Per airplane, $47,732, including incentive. 

Mr. Courtney. On percentage that is roughly. 

Mr. Natsu. 8.6 percent. 

Mr. Courtney. 8.6 percent. 

Mr. Natsu. That is before taxes, interest, and other charges. 

Mr. Courtney. Yes, sir. In the original negotiation of this con- 
tract what was the percentage of profit calculated, if you know? 

Mr. Natsu. 8 percent. , 

Mr. Courtney. 8 percent. 

Mr. Natsu. That was the target rate of profit. 

Mr. Courtney. Then plus the—— 

Mr. Naisu. The incentive. 

Mr. Courtney. The incentive, you have now arrived at a final 
profit of 8.6 percent, in total? 

Mr. Natsu. Right. 

Mr. CourtNnrEy. So we may understand the distribution of your 
general items of overhead, is this contract fully completed? 

Mr. Naisu. It is, sir. 

Mr. Courtney. And all deliveries have been made? 

Mr. Nasu. Yes, sir. 

Mr. Courtney. Of company overhead, in the period of work, 
January 3, 1951—to what date approximately? 

Mr. Natsu. The period of performance of this contract was approxi- 
mately 3 years. So the figures you see cover a 3-year period. 

Mr. Courtney. And durmg that time of overhead of the class you 
have described, 3.7 percent was assigned to this contract? 

Mr. Natsu. That is correct, sir. 

Mr. Courtney. Does that 3.7 percent cover the whole number of 
years? 

Mr. Natsu. It does, sir. : 

Mr. Courtney. With respect to administrative expense allocable 
to this contract of the kind you have described, 2.8 percent? 

Mr. NaisH#. That is correct. 

Mr. Courtney. Those figures have all been agreed upon between 
your company and the Air Force? 

Mr. Natsu. Yes, sir. 

Mr. Courtney. With respect to engineering and development costs 
of the company, a total item of $1,438,647 was charged, representing 
0.6 percent of the company’s total for that item? 

Mr. Natsu. Yes, sir. 

Mr. Courtney. And over the 3-year period? 

Mr. Natsu. Yes, sir. 

Mr. Courtney. With respect to the subcontracting on this con- 
tract, which was a $72,980,264 contract, the amount of subcontracts 
in dollars was? 

Mr. NatsH. $5,253,695. 

Mr. Courtney. That is the total value of subcontracting? 

Mr. Natsu. Yes, sir. 

Mr. Courtney. Dollar value? 

Mr. Natsu. Yes. 

Mr. Courtney. So we may understand the distribution of various 
costs. Under item 11 on the subcommittee’s questionnaire, you have 
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under the term ‘selling expense,” 
percent of tre company’s total. 

Will you explain what selling expense was involved and what that 
item represents? 

Mr. Natsu. For the most part these expenses consist of salaries 
and expenses of employees who are not salesmen in the common con- 
cept of that term, but who are technicians or engineers engaged in 
furnishing technical information to present and potential customers 
as to their needs and how our airplanes can fulfill those needs. 

Similar services are furnished to the military. So-called selling 
expenses and contract administration expenses are included in our 
general and administrative expenses and as previously explained, 
distributed among our contracts on the basis of total direct labor 
hours. 

Mr. Courtney. So we may follow through in percentages, in answer 
to question 31 with respect to retired military personnel, $60,257 of 
that total payroll was charged directly against this contract? 

Mr. Natsu. Yes, sir. 

Mr. Courtney. With respect to depreciation and amortization, 
you have separately itemized that in figures $282,846 and $223,679, 
or 7 percent in round figures of your company’s total in each instance? 

(Mr. Naish nods.) 

Mr. Courtney. With the explanation: 


an amount of $42,615, which is 4 


Virtually all Convair depreciation and amortization is chargeable to the 
Convair-owned San Diego plant. Therefore, the percentage of total depreciation 
or amortization charged to this contract which was primarily a San Diego project 
is greater than the percentage of total overhead charged to this contract as shown 
on item 8 (c). 

In this accounting which you have made with respect to these 
contracts, the particular plant in question is the one that would be 
considered in the allocation of these two items of depreciation and 
amortization? 

Mr. Natsu. Yes, sir. 

Mr. Courtney. That is the practice we follow through and will 
see in this book. 

Mr. Naisu. Yes, sir; that is correct. 

Mr. Courtney. Were all these figures, or was this form of account- 
ing presented to the Air Force for redetermination? 

Mr. Natsu. It was, sir—not all of the costs being recognized. 
For example, in amortization, that is the amortization for Federal 
income-tax purposes and in price redetermination the military 
recognized only our true depreciation. 

Mr. Courtney. That is the question I wanted to ask immediately. 
Is there a difference in the rate allowed under true depreciation 
recognized by the Department of the Air Force and the amount 
recognized by the Bureau of Internal Revenue? 

Mr. Natsu. That is correct. 

Mr. Courtney. What is the difference? 

Mr. Naisu. Well, sir, I don’t know that I have that figure with me. 

Mr. Courtney. What is the difference in percentage rate? Is it 
higher or lower for true depreciation? 














Pada abe sitet AEN 








On nits 





Aneesh ide niente Ds: 











AIRCRAFT PRODUCTION COSTS AND PROFITS 2615 


Mr. Natsu. It is much lower. 

Mr. Courtney. For true depreciation. 

Mr. Naisu. True depreciation is much lower than amortization. 

Mr. Courtnry. With respect to the amortization, did you have 
some accelerated amortization allowed in some of these instances? 

Mr. Natsu. Only the true depreciation portion. The amortization 
amount shown here is $223,679. 

Mr. Courtngy. Yes. Was that accelerated depreciation? 

Mr. NaisH. That is the accelerated. 

Mr. Courtney. Over the 5-year period? 

Mr. Natsu. Yes, sir. 

Mr. Courtney. That is the form that you have employed through- 
out the answers to this questionnaire? 

Mr. Natsu. That is correct, sir. 

Mr. Courtney. Of taking the actual amortization allowed you? 

Mr. Natsu. For tax purposes. 

Mr. Courtney. For tax purposes? 

Mr. Natsu. Yes. 

Mr. Courtney. Under the certificates of necessity? 

Mr. Natsu. Yes, sir. 

Mr. Courtney. Have you computed the percentage of profit on 
sales in the 4 years in question, in percentage, before and after taxes? 

Mr. Natsu. Yes; I believe we have that. 

Mr. Brewron. For the years 1952 and 1953 when Consolidated 
Vultee Aircraft Corp. was a separate corporation, we computed those 
figures. I have the profit for the year 1952 before taxes of 4.7 and 
after taxes, 2.7 percent. 

Mr. Fogo. And for 1953? 

Mr. Brewton. For 1953, 4.7 and 2.8. 

For the years 1954 and 1955, we were a part of General Dynamics 
Corp. While I could give you the figures on our profits be fore taxes 
interest, and other charges, or percentage of operating profit, | could 
not give you the exact figure after taxes. We could discount them by 
a tax rate—— 

Mr. Fogo. In other words, you could only approximate the not 
after taxes? 

Mr. Brewron. That is right. 

Mr. Foeo. Could we have your percentage, as you have explained 
it, for 1954 and 1955? 

Mr. Brewron. 7.1. percent and 6.1 percent. 

Mr. CourtNEy. i think that is the same ritual all the way through. 
Mr. Chairman, there have been a number of contracts reported upon 
here. The answers have been compiled as the witness has explained in 
each instance. Some of them have been redetermined and others 
have not. May they be incorporated as a part of the company’s 
presentation in this record without further discussion at this point? 

Mr. Héserr. Without objection, it will be included at this point 
in the record. 

(The information above referred to is as follows:) 

7472 

















2616 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Convair Division oF GENERAL Dynamics Corp. ano Its PrepEcEssorR, 
CONSOLIDATED VULTEE AIRCRAFT Corp. 


ANSWERS TO QUESTIONNAIRE 


(The answers to this contract (AF33(038)15425) are applicable to all contracts 
except for changes as shown. Repetitious material and answers are deleted.) 


(Consolidated Vultee Aircraft Corp. (Convair) was merged into General 
Dynamics Corp. effective at the close of business on April 30, 1954. Unless 
otherwise noted, the amounts and percentages shown are with respect to Con- 
solidated Vultee Aircraft Corp. through April 30, 1954, and thereafter with 
respect to the Convair division of General Dynamics Corp.) 

Type of aircraft, T—29B. 

The contract number, AF33(038) 15425. 

The type of contract, fixed-price redetermination. 
Date of contract, January 3, 1951. 

Date when authorized to proceed, September 1, 1950. 

6. Total sales price agreed upon, $72,980,264. The negotiated sales price of 
this contract includes sales of aircraft and all related items, that is—spares, 
ground handling equipment, flight testing, manuals, data, and other miscellaneous 
items. 

7. Unit sales price, exclusive of spares, special tools, and ground handling 
equipment, $610,941. 

8. Costs and expenses: The sum of the cost reported against questions 8a, 8b, 
8bb, 8c, and 8d is the entire contract cost charged through June 30, 1955: 

(a) (1) Raw material and purchased parts, $20,424,969; (2) Subcontract 
costs, $5,253,695; total material costs, $25,678,664. 

(b) Direct labor, $17,178,640. 

(bb) Other direct costs not included under items a and b, $2, 806, 768. 

(c) Overhead charged against this contract, $20,531,362; percent of 
company total, 3.7. 

(d) Administrative expense allocable to this contract, $527,435; percent 
of company total, 2.8. 

(e) Direct overtime premium charged to this contract, $679,744. 

(f) and (g) Engineering and development costs charged to this contract, 
$1,438,647; percent of total during period of this contract, 0.6. 

Notge.—Since development costs charged to a contract are not separated 
from engineering costs on our books, we are reporting the two items as a 
combined amount. 

(7) Total dollar value of subcontracts charged to this contract, $5,253,695. 

Subcontracts over $100,000: 


oie Oh 


International Harvester Co., Chicago, Ill_________ $1, 140, 363. 19 
Lockheed Aircraft Service, Inc., Burbank, Calif __- 997, 203. 58 


Solar Aircraft Co., San Diego, Calif Rete 170, 313. 00 


Total _- ae Jouve “SR COF/Srer 77 
(e) Indirect overtime premium. 
(hk) Research costs. 

9. Salary and bonus of officials in excess of $20,000 per annum. 

ll. “Selling expense.” 

12. Contributions and dues to associations. 

13. Consultation and advisory fees. 

14. Travel expense. 

17. Depreciation. 

19. Amortization. 

31. Payments since 1952 to employees who are retired military officers. 

The foregoing items have been taken out of sequence and are discussed here 
because response to these questions requires the following explanation. The 
items in question involve primarily indirect expenses which, following generally 
accepted accounting principles, are not individually chargeable directly to specific 
contracts. Consequently, if the intent of the questionnaire is to determine the 
amount of such expenses charged in the accounts of the contractor directly to the 
subject contract or claimed directly as reimbursable under specific cost-plus-fixed- 
fee contracts, the answer in each instance must be “none.”’ With a view to pro- 
viding the committee with adequate information pertinent to its inquiry the 
following paragraphs are submitted. 
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At the outset, please note that we are presently concerned with three distinct 
and separate approaches to the treatment of these and other indirect expenses in 
order to respond to the questionnaire. These are as follows: 

1. The books of account of Consolidated Vultee Aircraft Corp. and subsequently 
those of the Convair division of General Dynamics Corp. These are maintained 
in accordance with generally accepted accounting principles primarily for the 
purpose of presenting fairly its income and expenses for given fiscal periods. 

2. The presentation of these and other indirect expenses to the Government in 
connection with the negotiation of the price of specific fixed-price contracts, 
redetermination proceedings or claims for reimbursement of allowable costs 
incurred under specific cost-plus-fixed-fee contracts. While not unrelated, ap- 
proach 2 varies in certain respects from approach 1 above primarily as a result of 
requirements of Government procurement regulations and contractual under 
takings. 

3. A theoretical calculation, prepared solely for the purpose of this questionnaire, 
of mathematically derived portions of such expenses. 

With respect to the accounting records of the company (approach 1) which are 
maintained for the proper presentation of the income and expenses of the business 
for given fiscal periods, indirect expenses such as those in question are charged to 
factory or divisional overhead expense accounts or to general and administrative 
expense accounts. With respect to the factory or divisional overhead expense 
accounts, these are further broken down by burden centers within a given division. 
By various accounting methods, principally based on direct labor hours expended 
on specific contracts, each month, the totals of these various overhead expense 
pools are prorated each month to the various contracts in process during that 
month. In a similar manner, total general and administrative expense is 
prorated each month to the various contracts in process, except that the portion 
of total general and administrative expense so allocated to fixed-price contracts 
is treated as a period cost and charged direct to expense. These procedures 
conform to generally accepted industrial cost-accounting practice. The deter- 
mining factor in the procedures followed is the proper presentation of the results 
of the month’s operations and not a determination of whether or not the expenses 
so prorated are recoverable under Government procurement regulations and con- 
tract terms. 

With respect to Government contracts (approach 2), in claiming reimbursement 
of costs incurred under cost-plus-fixed-fee contracts the company complies with 
the armed services procurement regulations and with the provisions of the specific 
contracts involved. As a result certain categories of indirect expenses, such as 
contributions to charitable organizations, ete., which represent unallowable items 
of cost in accordance with such regulations and contract provisions, are not claimed 
by the company for reimbursement purposes even though on the records of the 
company such expenses are included in the overhead totals prorated to all con- 
tracts in process. In addition, general and administrative expenses are claimed 
for reimbursement on the basis of a previously negotiated rate per hour of direct 
labor expended on cost-plus-fixed-fee contracts. This rate is renegotiated 
prospectively every 6 months, in accordance with the armed services procurement 
regulations and contract provisions referred to above. Fixed price and fixed 
redeterminable contracts are negotiated in accordance with the applicable pro- 
visions of the armed services procurement regulations. 

We have tabulated below the totals of expenses incurred by Consolidated 
Vultee Aircraft Corp. and subsequently by the Convair division of General 
Dynamics Corp. during the period December 1, 1951, through June 30, 1955, in 
the categories to which this explanation is addressed. 
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Totals of certain indirect expenses included in overhead and general administrative 
expense, Dec. 1, 1951-—June 30, 1955 } 
































390, 997, 843 |370, 703, 232 | 


30, 924, 477 502, 816,965 | 250, 828, 370 


Fiscal year ended 
Ques- 4.2 Nov. Month of |Year ended} 6 months 
son Description = te December | Dec. 31, jended June 
1953 2 1954 30, 1955 
1952 1953 
1 — == =— 
8e| Indirect overtime premium $2, 090, 056 | $1, 665, 004 $109, 972 | $1, 282, 676 $640, 773 
8h| Research costs 228, 886 524, 082 48, 330 725, 455 538, 587 
Salary and bonuses of officials in 
excess of $20,000 per annum 493, 464 464, 277 41, 312 672, 136 381, 120 
11 | Selling expense 227, 420 196, 628 32, 688 318, 947 130, 032 
12 | Contributions and dues to associa- 
tions 190, 629 168, 536 15, 278 161, 166 7,79 
13 | Consultation and advisory fees 392, 669 251, 008 2, 125 12, 030 9,817 
14 | Travel expense 3 2, 620, 580 2, 610, 071 207, 383 2, 724, 155 1, 535, 266 
17 | Depreciation 878, 898 887, 457 125, 920 1, 003, 680 557, 664 
19 | Amortization 660, 764 847, 518 79, 396 987, 726 530, 418 
31 | Payments since 1952 to employees 
who are retired military officers 
for services of the type classified | 
as indirect expense 4 ---| 298, 519 406, 673 17, 205 | 439, 213 255, 398 
| 


* Sales_.....- one 





1 Part or all of the amounts shown above with respect to certain items are necessarily a d in the 
amounts shown above for other items. 

2 The month of December 1953, is separately stated above, as a result of the change from a fiscal-year 
basis of accounting to a calendar-year basis of accounting beginning with 1954. 

3 Includes ‘‘Travel expense, unreimbursable,”’ which account is charged with expenses considered to be 
unreimbursable under CPFF contracts in accordance with existing Air Force, Navy, and Army regulations 
and interpretations. 

4 Depending on the type of work being performed, such payments are either chargeable direct to con- 
tracts in process and included with other direct labor charges, or are chargeable as indirect expense to over- 
head and administrative expense. 


As stated previously indirect expenses to which this explanation is addressed 
have been charged to overhead and general and administrative expense. Based 
on the percentages of total overhead and general administrative expenses for 
each year allocated to this contract, we have made a theoretical apportionment 
of the specific indirect expenses. 








| 
Percent of 


he 











Ques-| win { total for 
tion Description ; Amount!) period of 
No. | | this con- 

| tract 
ee) 

8e | Indirect overtime premium. ..--.........-..-----.---- -| $349,917 |... é 
8h | Research costs ‘i 45, 161 2.1 

h | Research costs officials in excess of $20,000 per annum 2_____ 74, 796 oe] 
ll Selling expense a oC ee 42,615 | 4 
12 | Contributions and dues to associations aa Pi Ret as enlrl Z 26, 325 | 3.5 
13 | Consultation and advisory fees 4 sé AS eS a . 66, 418 7.1 
14 Travel expense 5 Mobis nb eres eas vee eer 233, 803 | 

17 | Depreciation ® prada iiahrane 282, 846 1 


aie 


19 | Amortization ® 223, 679 
31 | Payments since 1952 to employees who are retired military officers for serv- 


ices of the type classified as indirect expense ? 





! Part or all of the amounts shown with respect to certain items are necessarily reflected in the amounts 
shown above for other items. 

2 See page 2604 of testimony. 

3 See page 2606 of testimony. 

4 See page 2616 of testimony. 

5 Includes ‘‘Travel expense, unreimbursable,’’ which account is charged with expenses of the type con- 
sidered to be unreimbursable under CPFF contracts in accordance with existing Air Force, Navy, and 
Army regulations and interpretz ations. iy 
6 Virtually all Convair depreciation and amortization is chargeable to the Convairowned San Diego 
plant. Therefore, the percentage of total depreciation or amortization charged to this contract which was 
primarily a San Diego project is greater than the percentage of total overhead charged to this contract and 
shown at question Sc. 

7 Amounts paid since 1952 to employees who are retired military officers are shown on page 2610 of testimony. 
Depending on the type of work being performed, such payments are either chargeable direct to contracts 
in process and included with other direct labor charges, or are chargeable as indirect expense to overhead and 
administrative expense. 


Nore.—Footnotes apply to all Convair contracts reported. 

















oo NB nat ag Sater 


setae 4 Nk tein ka ces aie alps tsoneh e Hatha 0c 


i ra ML ee 
































AIRCRAFT PRODUCTION COSTS AND PROFITS 2619 


In connection with the foregoing tabulation, it is emphasized that the amounts 
shown are merely mathematical derivations computed for the purpose of respond- 
ing to this questionnaire. While the total amounts of such indirect expenses as 
set forth on appendix E were taken from the records of the company, the amounts 
shown on the foregoing tabulation as prorated to this contract do not appear in 


F the records of the company. 
10. The company has a restricted stock option plan but stock rights granted 
j thereunder do not constitute a part of compensation for any official or employee 


of the company, and no amounts arising therefrom are charged to this or any 
other contract. 


QuEsTION 13.—Consultation and advisory fees paid in excess of $1,000 to all contracts, 
Dec. 1, 1948, to June 30, 1955 


GENERAL OFFICES 








| 











: 

| Fred) | Beno. | | Harry Ls | cee F. H. 
; | Gerlach | Howard | Woodhead| Laddon | ‘ Boy “» | Harrison 
i a = te es 
i Year ended Nov. 30— } 
: ae a ae | $2, 306, 60 | | $13, 300 $20,000 | $11,000 | $17,471.26 | $34, 541.87 
4 eels ee ek Mell eee a 12, 000 5, 058. 98 30, 600. 00 
: Bs chacrctisncaccemnnes ilar buuunelecencnedia LAER Rene ite 4, 242. 95 
q ES eee | —— Gn ares ae i | oe . OCR EEE, EF Pe ae ee 
1953 __ Se ene Bees Telngeci sete a Pens eens 

Month of December 1953 1____|___ " ane 

: Year ended Dec. 31, 1954 Rieko es Se ae ee eee 
i 6 months ended June 30, 1955_|_.._-. ae OCS 
| L |) eee aie wt 2, 396. 60 | 13, 300 | 20, 000 23, 000 22, 530. 24 69, 384. 82 





GENERAL OFFICES 





& + oof | Gordon P. | Johnson & | wan xs wy i Noy George E. 
| ciates | — | e's sociates |Consultants Alen 


| 


Year ended Nov. 30— | 
194 








ee ne ee 
ee: a 
| 
| 

















| ENN OMEN SOS CORRE $3, 323. 30 ps Ee a 
4 eS eres 1$159, 170.32 | $10, 547.42 |............|--.-..-.- ac pNeaee be anata Gaeieaae 
ia EES ee at 107, 228.64 | 10,324.19 | aheaeg ; : ts aaee Ss er 
Fy REESE | 64, 226. 22 CE EES Lee Ree oe Shouse BEERS $15, 000 
| Migutat aeeerer 300835 he tf cane slo eh 7 ELS ee Oe 
: A I BI ew oi ciety ewaadocmovechuncmansscam aes $2, 000 x 
| fi months ended June 30, 1955 |------------|----------- $1, 500 |. A) ERASE SLE 
& — —— = ee | eS 
} PON os 3 co tedionidiced | 330,625.18 | 20,871.61 | 1, 500 2, 323 30 2, 000 15, 000 
| 
21 " = 
j SAN DIEGO DIVISION 
j | Ebasco | R. Heller | porbert J. | Mrs. Ida | Sandbere- MeMurray- 
i Services & Asso- Swanson Rhodes Serrell Hamstra 
4 ie ~ | eciates ’ , ’ Corp. & Co. 
4 ! | 
; - } —_—_—_— _ | | ES 
: Year ended Nov. 30— | 
: eas eee eee Ee a a ee Dee ee 
;  , ESS ee mee ae | ee aes, Ra eae Enea 
} SASS eee.’ IE | $59, | are ee esis Nacbocpaccoiauss etesiditcenlen os arsine Acero 
i HEE ase See He ee SANS | 155, 473.38 |......_- Bi DECREE ek EA.) BRE Se mAs eS 
oo ES ae See ecab ena | 131, 876. 50 | ET eee as coerce aeretiiecnnices 
Year ended Dee. 31, 1954-...._|_...-----_-- Peel heey SES i: ead © 
6 months ended June 30, 1955- |--+---------|------------|------------|------------ $4,900 | $1, 139. 41 
| | qcuinestnianinvininatinapians snasinsedinentan icialigphiiaiiteccninaihsiviahininaianiihdiived 
Gicidicabbnatiokaeacwe 58, 686. 01 346, 668. 00 1, 300 1, 300 4, 900 i 139. 41 


1 The month of December 1953 is separately stated as a result of the change from a fiscal year basis of 
accounting to a calendar year basés of accounting beginning with 1954, 
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QuEsTION 13.—Consultation and advisory fees paid in excess of $1,000 to all contracts, 
Dec. 1, 1948, to June 30, 1955—Continued 


FORT WORTH DIVISION 











R. Heller & 
associates 
Year ended Nov. 30— 
1951___- Sree TE ett. Maa ash ates Seat, TE TIS $58, 202. 15 
NR ae et a eRe abe eetls ices cea 114, 076. 74 
eS RN Tp S Bae ts paeee cides isu eedoen cee an 59, 460. 00 
Wai 68 SG Se es booty ener es ise SOUS Jos 231, 738. 80 





POMONA DIVISION 





| R. Heller & 











Associates 
Year ended Nov. 30— 
__ ae “ Pe sae ia idieie able aia juice Whi dads oo sicrsln atte es ae $34, 434. 7! 
cs vckangdantidendcketas awekobls Ebi Viaiddiecncgcksssthdbhoeseventsevudens 5, 526. 49 
Ee a Ee nS eS ae ee 39, 961. 24 





15. Total profit claimed on this contract before deduction for Federal income 
taxes, interest on borrowing, warranty expense or other contingent costs including 
renegotiation refund is $6,257,395. 

16. Profit per airplane before deduction for Federal income taxes, interest on 
borrowing, warranty expense or other contingent costs including renegotiation 
refunds is $47,732 exclusive of spares, special tools and ground handling equip- 
ment. 

Profit per airplane shown above excludes profit on spares, ground handling 
equipment etc., which have no direct relation to the number of units delivered. 

18. No reserve for depreciation is carried in any account or category other than 
the reserve for depreciation. 

20. No reserve for amortization is carried in any account or category other than 
the reserve for amortization. 
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Contract AF 33(038) 15425 


PROFITS 


Question 21—Contract change orders 
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Model and C. O. No.| Date Seope Amount 
| 
T-29: | 
ye Oe SE Jan. 24,1951 | 59 additional airplanes. --.-._...................------|$26, 095, 842. 78 
6. Az Bincateed Dec. 31,1951 | 26 additional etn Baim adnddvebeeithus eee 13, 414, 988. 40 
©, GS... ccsnnct ee. eee J $22, 712, 11 
C.0.4.....----| Oct. 9, 1951 0 
©, 0, K...caccn} Gee Bee 11, 491. 20 
Cc. O. 6..-.-----| Jan. 29, 1952 1, 250, 000. 00 
C, @. i. woc-----| Feb. 6,1952 | Exhibit A spares. ‘ace Ee, Speier ne AR BR ate 3, 4, 988, 098. 01 
oe.) ee Mar. 19, 1952 Facilities 0 SS MONT Ts te 2 Oe 0 
G; O82. scscacx i-th GE eb Mi Bos Be Wacacacecccsewi ns scacsteiciwccsscccencscsocce 192, 109. 55 
C. O.10..------| Apr. 8, 1952 | Exhibit s ee SEC See 1, 444, 784. 72 
tty EMR ee a ee ee ee a 58, 693. 88 
C. 0. 12 Apr. 15,1953 | Not fancied sn ae ee, BE ee oe 0 
Amdendment 1-| Aug. - 6, 1063-|-Balimonmt instruction)... . ....< cece. ccccccecccccneuse 0 
CE: oy Ra ee ene ane ee 3 887, 089. 00 
©: 'O: 36. 23.5 ee, a ee I soe eect esccen 132, 268. 87 
C, 0. 15 o---| Nov. 5, 1052 }...-.- oa ene i nideenvevuubadnune (78, 366. 88) 
Cc, O. 16 PSS) es AS Be ee ae de Ss da eSc cctv ks wc Seacanweecweeins 2, 046. 60 
8S. A. 17 -| Jan. 8, 1953 oe increase eee 25, 372, 753. 52 
Cc. O. 18 ----| Mar. 11, 1953 . A ae ee ee 216, 511. 93 
C. O. 19_.......| Mar. 26, 1953 AA, Sa BS a Re eS es 167, 224. 30 
hy er Ane. 20 Bene ) Geren earreennt.... . -. .. cee ccc cnn n cen cennces 77, 560. 36 
2 eee RS eee eee ee See ee 42, 287. 47 
C. O. 22........| June 18, 1953 Delivery Eat hie a REI ses + fo ate 0 
oe 5 SS le Oe OE SS Co See et + a ee ees eee | 0 
ee fe ok gt SS ee eer eer | 42, 415. 27 
Se See. re i cn rn 2g. acnwecancebeunenssuecon | 76, 563. 18 
ES a FE a ea a eee 1, 059, 566. 11 
), ee daca. | ee OED MF cn rail cece lckie etches | 48, 991. 21 
©, Go EB cc ccnnc)) Ge Be loons ee een cawane Jutbeheseks PSS Pes Se | 81, 093. 87 
Oe dk ca co ecm omsbunbhenanccanpsdepsennenne 89, 834. 62 
C. O. 30........| Dee. 31, 1953 .C | 8 la en DR Sd GBS RE OS IE ot SS BS 142, 648. 31 
C. O. 31........| Mar. 9, 1064 |....- EL OR EE ETRE hl Selec er 12, 361. 31 
GO. Os Re. casizt) BSR | Benes 2. i ~ .65605655.8 pe IS ye ee 137, 245. 30 
(om 3S Sey ee Apr. 8, 1954 eu: (AO SEE ee Saree eas ea 842, 404. 78 
i A nt accnntomeoeneenawuandanacs (250. 99 
1D Qa ci vwne ee aca es 25k. de bu bbcddntucetdatidebocabsouus 45, 748. 33 
C. O. 36........| July 22, 1954 mer “al BOS BUTTON sg 5 isis ooh ge ceivgsies (1, 000, 000. 00) 
ais sae a ek wineries eaminineeh (457, 039. 47) 
C. O. 88........| Nov. 29, 1954 Fxhibit REE ee tre ase rena Ler ee 4 07855. dam 7% (25, 655. 22) 
SO. Mi, Wiiccsceus ee a tee Fee OP GIRODL ge ook coe ec des ee cdeddsnns 6, 657. 83 





22. Percentage of Government sales to total sales is as follows: 


Fiscal year ended Nov. 30, 1952 
Fiscal year ended Nov. 30, 1953______-_-__- 
Month of December 1953 
Year ended Dec. 31, 1954 





Note.—The month of December 1953 is separately stated as a result of the change from a fiscal-year basis 


of accounting to a calendar-year basis of accounting beginning with 1954. 


With respect to questions 24, 25, 26, 27, and 28, it should be noted that Con- 


solidated Vultee Aircraft Corp. was merged into General Dynamics Corp. effective 
April 30, 1954, and continued to operate thereafter as the Convair division of 
General Dynamics Corp. Therefore, information subsequent to April 30, 1954, 


shown in response to such items represent amounts applicable to General Dynamics 
Corp. 


23. Net worth of Consolidated Vultee Aircraft Corp. at November. 30, 1952, 


was $48,031,973. 


24. Net worth of General Dynamics 


Corp. at June 30, 1955, was $98,726,458. 


25. Shares of Consolidated Vultee Aircraft Corp. common stock outstanding at 


November 30, 1952, 2,377,164 shares with an aggregate par value of $2,377,164 
Shares of General Dynamics Corp. common stock outstanding at June 30, 
4,995,901 shares with an aggregate par value of $13,761,983. 


1955, 
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26. Dividends paid by Consolidated Vultee Aircraft Corp. in 1952 were as 
follows: 








Date paid Number of Amount per 








shares | share 
7 ae ee —_— |__| a 
Feb. 27, 1952-_--.- . Se ee ee } 2, 374, 194 | $0. 55 
May 23, 1952... - cea ae -seniiodeadugbindnssbrasks } 2, 374, 194 | . 40 
Aug. 29, 1952... _ : nee ee eee eee ere 2" 375, 994 | .40 
Jt | aa ELE LE EEE GS OLS ES NE ELE: 2, 377, 164 | .40 





Dividends paid by General Dynamics Corp. during the 6 months ended June 30, 
1955, were as follows: 











| 
: Number of | Amount per 
Date paid shares | share 
—_—___——— peel 
Jon: 10,3058... St ey ee ee eee tas dt dpe ear as 1 3, 968, 362 | 1 $0. 55 
_ + 4 __aaaae ' sanblidintatniecen tastsietenat gaa atecmensniel ..--| 14,376,782 1.55 
5 


RE SER Ase ey aA ee SE Se EEE are ee | 5 





1 Adjusted for 2-for-1 stock split in March 1955. 


27. Paid-in capital of Consolidated Vultee Aircraft Corp. at November 30, 
1952, amounted to $22,110,165. 

Paid-in capital of General Dynamics Corp. at June 30, 1955, amounted to 
$37,393,466. 

28. Earned surplus of Consolidated Vultee Aircraft Corp. at November 30, 
1952, amounted to $45,652,556. 

Earned surplus of General Dynamics Corp. at June 30, 1955, amounted to 
$61,332,992. 

29. The value of Government furnished property cannot be segregated and 
identified with the performance of specific Government contracts: First, because 
a substantial portion of such property has been furnished under facilities contracts 
for use in connection with more than one contract; secondly, because other 
property, such as land and buildings, has been used as an integrated plant facility 
in connection with the performance of all contracts in process at that plant. 
Moreover, as to certain facilities originally acquired or built by the Government, 
the contractor has not been provided with the Government’s cost records evi- 
dencing the value of such property. 

Convair’s main plant is located in San Diego, Calif., and is company-owned. 
The privately owned facilities there have been supplemented by Government 
furnished facilities in the form of land, buildings, machinery and equipment to 
aid in producing the following for the Government: 


1. B—36 modification 3. F-102 planes 
2. T-29 planes 4. Model 7 


In addition the Government has also furnished facilities in the form of land, 
buildings, machinery, and equipment to Convair at Pomona, Calif., and Fort 
Worth and Daingerfield, Tex. 

30. Only nominal rent is paid on Government-furnished facilities used in the 
performance of Government contracts. The sum of $22,232.87 has been paid 
in connection with the use of Government-furnished facilities on commercial work. 

31. See page 2610 of testimony. 

32. Balance sheets follow. 
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CoNSOLIDATED VULTEE ArrRcRAFT Corp. 
Balance sheet, Nov. 30, 1952 


ASSETS 
Current assets: 
ce rs : 
Accounts receivable—U. -S. Governme nt t__ 
Accounts and notes receivable—other ! : 
Unreimbursed expenditures and fees under U. S. Government 
cost-plus-fixed-fee contracts !____ 
Inventories, at lower of cost or estimated realiz- 
able value: ! 
Finished goods ape A . $784, 684 
Work in process _-_ - : ...-. 85, 508, 863 
Materials, parts and supplies - 11, 695, 348 


Total : pene ene ree Oe 97, 988, 895 

Less progress payme nts received = 35, 978, 867 
Advances to vendors and subcontractors 
Prepaid expenses 





2623 


$20, 112, 553 


2, 298, 914 
3, 120, 311 


48, 110, 354 


62, 010, 028 
1, 648, 108 
656, 454 


Total, current assets _ 
Investments and other assets: 
Security investments, at cost____- Pt Hee Takes $572, 557 
Notes receivable—Airfleets, Ine. —due 1960.... 2 067; 340 
Other ee 375, 854 





Assets to be transferred to San Diego Corp.: 2 


RRR an git aetlpahelepll aerial lel dl A ahi . 1,360, 000 
Note receiv able arising ‘from sale of office build- 

OT ee Sa ee sb abt ie Pas 1, 700, 000 
il properties... ........-- cee he at 180, 000 

Te lias ell atlas oldie di icidin hanno 3, 240, 000 
Less: Portion of profit applicable to note receiv- 

able arising from sale of office building *__-___ 1, 608, 449 


Property, plant and equipment, at cost: 
Leng anc biulildinegs...............~- nm saci om, ee oe, ee 








Machinery and equipment... -__-----__- natn nin 2p Oley Be 
- Rader aS Sg Seer A eR ae eT _. 24, 285, 640 
Less: Reserves for depreciation and amortiza- 
Ehsaan leh ed Bele ae dl ines sa ca cae, 





See footnotes at end of table, p. 2625. 


137, 956, 722 


2, 985, 651 


1, 631, 551 


9, 525, 369 


152, 099, 293 
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Balance sheet, Nov. 30, 1952—Continued 


LIABILITIES, CAPITAL STOCK, AND SURPLUS 
Current liabilities: 


eben Ones 60 DA fice ccceccncccumnanonndcwudcsos $55, 000, 000 


et Ee a eee ee 30, 695, 493 
ipa onesies eee 8, 256, 980 


Accounts and wages payable 
Customers’ deposits on sales contracts 
Federal taxes on income 


eS Pee CEE De oe ee. Tee 9, 380, 242 
oe IE PE IE BT aR, OPE © a eemney Sey 734, 605 
nL ROR DORON ii isis ices Kins be ee 104, 067, 320 


‘Capital stock and surplus: 
Common stock—par value $1 a share: 
Authorized, 2,400,000 shares. 
Issued; 2:376,021 Snares... . . -.- 6-2 ++6-- $2, 376, 927 
Reserved for stock purchase plan for execu- 
tive officers and key employees, 23,073 


shares. 
Partly paid under stock purchase plan, 
oS | ee a ee Pee ee a 2, 490 
NN as ss a csi ab se 19, 730, 748 
Oe OS ee Se ees Ser See eae 25, 921, 808 





48, 031, 973 








152, 099, 293 





STATEMENT OF INCOME FOR THE YEAR ENDED NOV. 30, 1952 


Net sales (includes reimbursable expenditures and fees under cost- 
plus-fixed-fee contracts) 5 
Interest earned, dividends, etc 


sims benneis ak iG ae Shee hi esr a a Aas ee <n alate $390, 997, 843 
panes 316, 301 





Costs and expenses: 


Wages, materials, and other costs__._-___--_- $357, 149, 543 
General, administrative, and selling expense._ 15, 651, 791 
SRI I nig coat rate eases = aia oe 1, 717, 480 


ct—noenes 2k em ese 


bp ks aaa 16, 795, 330 


Operating income before Federal taxes _ - - - - 


Provisions for Federal taxes on income (including $840,000 excess- 
profits taxes) ® 





ES ee ETE a A ees 8, 500, 000 
Operating income after Federal taxes._........-...-.--------- 8, 295, 330 
Extraordinary income: 
Sale of office building (less book value of 
I Fn a en eee anne $2, 554, 595 
Less: Portion of profit applicable to note 
receivable arising from the sale__-_-_------ 1, 608, 449 
946, 146 
Dex vetund for wior sears. .....=.....-.... 935, 265 
Profit on sale of securities. ...........----- 249, 735 
———_—__—_———_-— , 131, 146 
Net income for the vear (provision of $1,637,873 
for depreciation and amortization of plant and 
equipment is included in costs and expenses) - 


See footnotes at end of table, 1 
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Balance sheet, Nov. 30, 1952—Continued 
STATEMENT OF SURPLUS FOR THE YEAR ENDED NOV. 30, 1952 


Earned surplus: 


i SR  Chockb ue $19, 652, 080 
ms Lees Inoome for the year. ..... =... wcanns 10, 426, 476 
30, 078, 556 

Deduct: Cash dividends paid ($1.75 a share)_.._______---- 4, 156, 748 
ys. tee I a SS 25, 921, 808 


Paid-in surplus: 
ee, a on ee nee ape 19, 680, 084 
Add: Excess of proceeds from issue of 5,333 shares of com- 
mon stock under the stock purchase plan over the par 


eT tr ye ae Pec eee is wan emobeech 50, 664 
BRORNAROH. TECN. er POE SS oe cn ntnbe nance 19, 730, 748 


1 Bank loan—The company has a credit agreement with a group of banks whereby the banks have 
extended credit not to exceed an aggregate amount of $75,000,000, to be evidenced by notes that mature in 
90 days from date of borrowing but not later than Apr. 30, 1955. The agreement requires that the company 
maintain net current assets of at least $20,000,000 and net total assets of at least: $35,000,000,000 to and in- 
cluding Apr. 30, 1953. These minimum requirements increase $5,000,000 and $2,500,000 respectively for 
the remaining 2 years of the agreement. 

Notes payable to banks, which amount to $55,000,000 at Nov. 30, 1952, are secured by assignment of 
moneys ie or to become due under certain contracts. Included in the balance sheet, and applicable to 
these contracts, are accounts receivable—United States Government of $2,195,403, accounts receivable— 
other of $974,046, unreimbursed expenditures and fees under cost-plus-fixed-fee contracts of $45,442,735, and 
inventories of qo $45,600,000. 

2 San Diego Corp.—Reference is made to the paragraph commencing on p. 4 of the accompanying chair- 
man’s letter, relating to the assets transferred to San Diego Corp., as of Dec. 1, 1952, in exchange for all of 
= papas stock of that corporation, and the subsequent distribution of stock of San Diego Corp. as a 
dividend. 

3 Sale of office building—On November 22, 1952, the company sold its San Diego office building, receiving 
as consideration $1,000,000 in cash and a promissory note in the amount of $1,700,000 secured by a second 
deed of trust on the building. The office building was carried on the company’s books at a net amount of 
$145,405 representing cost less depreciation and amortization under a necessity certificate. The amount 
of $946,146 included in income represents the $1,000,000 cash received less the allocated portion of the carrying 
value of the building. The portion of the profit applicable to the promissory note, $1,608,449, has not been 
taken into income or surplus at Nov. 30, 1952. The promissory note is included in the assets transferred to 
San Diego Corp., as referred to in note 2. 

On the same day as the sale, the company leased back the San Diego office building. The lease is for a 
term of 25 years, and provides for decreasing rental payments. The rental for the first 5 years amounts to 
$299,004 per annum, and averages approximately $150,000 per annum for the remaining period of the lease. 

4 Stock purchase plan—Under a plan approved by the stockholders in 1950, 80,302 shares of common 
stock were reserved for sale to executive officers and key employees. The plan provides for the stock to be 
sold at the market price prevailing at date subscribed, said price payable in installments over a period of 
5 years. At Nov. 30, 1952, 57,229 shares have been issued upon receipt of full payment aggregating $605,967. 
Of the remaining 23,073 shares reserved, 2,371 have been subscribed for at $24,896 and final payment was 
made on these subscriptions in January 1953. 

5 Renegotiation—A major portion of the sales for the years 1950, 1951, and 1952 was under Government 
contracts subject to the Renegotiation Acts of 1948 and 1951. While the Renegotiation Board has not 
completed its review of the results of these years, it is not anticipated that the final determination will 
result in any refund to the Government and no provision therefor has been made in the financial statements. 

6 Federal taxes on income—The provision for Federal taxes on income for the year 1952 is approximately 
$1,558,000 less than would be required if it were not for the fact that current year’s income on cost-plus- 
fixed-fee contracts includes some items that were treated for purpose of Federal tax returns as income in 
prior years, 

Profit on sale of office building and securities is offset by a capital loss carry-over and no tax accrues on 
this profit. 


NotTE.—Patent infringement suit—there are no lawsuits pending which should materially affect the financial 
position of the company. An adverse decision of the lower court with respect to a patent infringement 
suit has been appealed, and management and patent counsel handling the case believe that there will be 
no ultimate liability. 
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Balance sheet, Nov. 30, 1953 


ASSETS 

Current assets: 1953 
a a a $33, 939, 096 
Accounts receivable: United States Government !___—____- 3, 509, 925 
nents serves: Caer 8... ss eae eee 3, 218, 882 
Unreimbursed expenditures and fees under U. 8. Govern- 


ment cost-plus-fixed-fee contracts !__..._._.________------ 33, 807, 171 
Inventories less progress payments (total before deducting 

progress payments: 1953, $149, 212,427; 1952, 

507, 088:805)* #-........- ill cnn eh 9 Mh mht 8 54, 152, 040 
Advances to ve -ndors ‘and subee ontractors_____- Sas ae 1, 638, 902 
SINT RR ERIN 9 FS ers cw panes wpeenl sie ome 1, 282, 378 


Sy SSC Cie ee eis. Si e 131, 548, 394 


Total current assets._...........- 
Investments and other assets: 


Security investments, at cost_.....__.___-.---- a aha 617, 053 





Notes receivable, Airfleets, Inc., on eee 2, 037, 240 
Claim for Federal income tax refund ?____-______________ i 2, 919, 758 
fo a Paes s 5 ae Oe re eg ee a 421, 006 

Total investments and other assets____________.____._- 5, h 995, 05: 97 


Property, plant and equipment, at cost (less accumulated depre- 

ciation and amortization: 1953, $16,349,012; 1952, $14,760,- 

| SS OG Ce ee pe ee, Se ee ee ee) ee ee = 9, 936, 209 
Assets to be transferred to San Diego C. orp. ‘(less portion of profit 

applicable to installment note receivable arising from sale of 

office building, $1,608,449) _- - 





MI 0 Cg lag ts ik El I a Sie tessa ay ee pd 147, ‘479, 660 
LIABILITIES AND SHARE OWNERS’ EQUITY 
Current liabilities: 1963 

a TE Re oe a a a $45, 000, 000 
Accounts and wages payable_____._-..-___- ee oy ee 32, 274, 674 
Customers’ deposits on sales contraets____________-__.---- 7, 000, 641 
Federal taxes on income_____________- 5 Dine Bae 2 wd we 9, 672, 890 
a en en ee 610, 147 
Incentive compensation plan *._...............-.-.....-. 501, 000 

‘Onl worrens Tienes... .....-...-...--.--...- ee 95, 059, 352 








Share owners’ equity: 
Common stock, par value $1 a share: 
Authorized, 2,400,000 shares.’ 


Issued, 2,379,298 shares at Nov. 30, 1953_________.-_-- 2, 379, 298 
Partly paid under stock purchase plan 7_______________-_- 540 
IU ne a uitiniclnn Memmima 19, 753, 272 


eunenene NNN: ro cS ee Lt ek ow ath cases 30, 287, 198 





OS ee ee ee ee 52, 420, 308 
ee 147, 479, 660 














See footnotes at end of table, p. 2628. 
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j Balance sheet, Nov. 30, 1953—Continued 
STATEMENT OF INCOME FOR THE YEAR ENDED NOV. 30 


Net sales (includes reimbursable 
cost-plus-fixed-fee contracts) §___ 


Interest earned, dividends, ete : 


expenditures and fees under 





OT SER ke ee ee 
Costs and expenses: 
Wages, materials and other costs (excluding certain items set 
forth below) nen pee eS 
General, administrative and se elling expe nse 
Taxes, other than income taxes_ 
Depreciation and amortization 
; Interest expense 
; Incentive compensation plan 6. 


Si CE Sastre E 


‘ Total e Bass 2 eh ee ee 
Operating income before Federal taxes 

; Provision for Federal income taxes 

; of $300,000 for 1953) 


(including excess profits taxes 


Operating income after Federal taxes__- 


Extraordinary income: 
Profit on sale of office building (less portion of profit appli- 
cable to installment note receivable, credited to earned 
surplus in 1953) 5__ <= 

Tax refund for prior years 
Profit on sale of securities ee = 
Federal income tax recoverable for the year 1951 arising from 
change in Internal Revenue Code in 1953 3 


Total iat ad 


Net income... 
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370, 901, 190 
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1958 


$370, 703, 232 


197, 958 


327, 832, 571 
18, 466, 690 
4, 792, 635 
1, 831, 198 

1, 792, 033 
501, 000 


355, 216, 127 
15, 685, 063 
wich 350, 000 


cee 335, 063 


STATEMENT OF EARNED SURPLUS FOR THE YEAR ENDED NOV. 30, 1953 


Balance at beginning of the year 
Net income eng EA db 
Total 
Distribution to share owners: 
Cash dividends paid ($1.80 a share iri 1953) _ are 
Common stock of San Diego Corp., 236,704 shares 5___ 


p. 2628, 


See footnotes at end of table, 











1953 


$25, 921, 808 


10, 254, 821 


36, 1 76, 629 


4, 302, 376 
3, 195, 504 
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Balance sheet, Nov. 30, 1953—Continued 
STATEMENT OF EARNED SURPLUS FOR THE YEAR ENDED NOV. 30, 1953—continued 
Distribution to share owners—C ontinued 
Portion of profit deferred at Nov. 30, 1952, applicable to 1953 
installment note receivable transferred to San Diego Corp. ($1, 608, 449) 


ee eee Ee ne ee ee ey ne ee 5, 889, 431 





Balance:at enmof thie Pear. ou... <con- i cee deems 30, 287, 198 


! Bank loan: The company has a credit agreement with a group of banks whereby the banks have 
extended credit not to exceed an aggregate amount of $75 million, to be evidenced by notes that mature in 
90 days from date of borrowing but not later than April 30, 1955. The agreement requires that the com- 
pary maintain net current assets of at least $25 million and net total assets of at least $37,500,000. At 
November 30, 1953, notes payable under this agreement amounted to $45 million. These notes are secured 
by assignment of moneys due and to become due under certain contracts. Approximately $68 million 
of the accounts receivable; unreimbursed expenditures and fees and inventories included in the balance 
sheet at that date are applicable to these contracts. 

2 Inventories: Inventories are stated at the lower of cost or estimated realizable value and are detailed as 
follows: 

November 30, 1953 


Finished goods--...--.--- one : - ape 
Work in process (contracts in process) - - - - : opie e nes on eu ran ot etnies 131, 966, 295 
Materials, parts, and supplies__- - - rodiole ‘ ion < Ya fF 
149, 212, 427 

Less progress payments received ; te isthe oo Sheba geiins 95, 060, 387 
Tw. ekoadkswkaeben ae anaes AD ee nee ‘ . 54,152,040 


Under the contractual arrangements by which the company receives progress payments from the U. S. 
Government, title to inventories identified with Government contracts is vested in the Government. 

Claim for Federal income-tax refund: As a result of a change in the Internal Revenue Code provided 

by section 205 of the Techrical Changes Act of 1953, the company was able to carry forward unused oper- 

ating losses incurred during the fiscal year 1948 and apply these losses against taxable income for the fiscal 

vear 1951. A claim for refund of Federal income taxes in the amount of $2,919,758 has been filed and this 

amount is included in 1953 income as an extraordinary item. 
‘ Property, plant, and equipment: The company’s fixed assets are summarized as follows: 
Norember 86, 1953 
Land and buildings -- ; 4 = aha Ae 0k Wet $14, 402, 520 


Machinery and equipment 2B a ad e yeni oe 11 882) 701 
: 26, 285, 221 

Less accumulated depreciation and amortization..-...............----- 2-2-2 eee 16, 349, 012 
PE idiivakwet teins tad het KLE he eke) oh ernotonn Awhiqnnn wibbietadhe 9, 936, 209 


Property, plant, and equipment in use at November 30, 1953, include $11,607,842 of facilities which are fully 
reserved for (principally World War II emergency facilities), and $5,083,694 which is being amortized over 
a 60-month period as allowed under certificates of necessity issued under the Revenue Act of 1950. This 
amount will be approximately $1 million greater when all acquisitions under present certificates are com- 
vleted. 

' A material portion of the plant facilities used by the company in performing contracts for the Depart- 
ment of Defense is leased from the U. 8. Government at a nominal annual rental. 

San Diego Corp.: In December 1952, the company transferred an installment note receivable (on which 
there was deferred profit of $1,608,449), cash and oil properties to San Diego Corp. in exchange for which 
the company received all the outstanding stock of San Diego Corp., amounting to 240,000 shares. Of 
these shares, the company subsequently distributed to its share owners 236,704 shares on the basis of 
one-tenth of 1 share for each share of Consolidated Vultee Aircraft Corp. stock. 

The note receivable mentioned above had been received together with cash as consideration for the sale 
of the company’s office building in the fiscal year 1952 (which building was leased back by the company). 
The portion of the profit applicable to the cash received was included in net income for the fiscal year 1952, 
and the profit applicable to the note receivable was deferred at Nov. 30, 1952. This profit is free of income 
tax because of a carry-forward of prior year’s capital loss. 

€ Incentive compensation plan: In 1953 the board of directors adopted (subject to share owners’ approval) 
an incentive compensation plan for employees responsible in an executive, administrative, professional, 
technical or advisory capacity for the management of the operations of the company, as selected and in 
amounts determined upon by the incentive compensation committee of the board of directors. The 
amount of $501,000 has been included in the accounts at Nov. 30, 1953, as representing the amount deter- 
mined upon by the said committee to be available for distribution under the plan upon the approval 
thereof by the share owners , 

7 Stock-purchase plan: The plan provided for stock to be sold to executive officers and key employees 
at the market price prevailing at the date subscribed, said price to be payable in installments over a 
period of 5 years. At Nov. 30, 1953, 59,600 shares had been issued upon receipt of full payment aggregating 
$630,863. The only other shares now reserved under the plan consist of 300 which were subscribed for 
during the year ended Nov. 30, 1953, at $5,400 in respect of which partial payment of $540 has been received. 

Issues of stock under this plan during 1953 were as follows: 


1953 
ee : viene ne conthanbeneeescepensseces heats intern iphbigibenitmitiinin 2, 371 
Par value added to capital stock account Seiden a | caste easiiataonl eacisaatans a a ee $2, 371 
Excess over par value added to paid-in surplus___._.__...._.-- ELLY SEDI ELON TORR 22, 524 
Total proceeds__-.-- 4 Re ee te ee ae ee 4 nee Ce a oe ae $24, 895 


The excess over par value of stock issued of $22,524 and $50,664 in 1953 and 1952, respectively, are the only 
transactions affecting paid-in surplus during those years. 

* Renegotiation: A major portion of the sales for the year 1953 was to the Department of Defense and 
hence subject to renegotiation. Preliminary renegotiation proceedings for the year 1952 have indicated 
that no refund will be required for that year and it is believed that no refund will be required with 
respect to the year 1953. 
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ANSWERS TO QUESTIONNAIRE 


Type of aircraft: T—29A. 

The contract number: AF33(038)715. 

The type of contract: Fixed price—redetermination. 
Date of contract: February 23, 1949. 

Date when authorized to proceed: November 24, 1948. 
Total sales price agreed upon: $22,855,007. 

Unit sales price: $401,556. 

Costs and expenses: 

(a) (1) Raw material and purchased parts, $6,182,593; 
costs, $209,533; total material costs, $6,392,126. 

(b) Direct labor, $7,316,295. 

(bb) Other direct costs not included under items 8 (a) and 8 (b), $229,062. 

(c) Overhead charged against this contract, $7,851,258; percent of total 
during period of this contract, 1.4. 

(d) Administrative expense allocable to this contract, $206,815; percent 
of total during period of this contract, 1.1. 

(e) During the period of this particular contract direct overtime premium 
was not separately accumulated. To the extent incurred such overtime 
premium is included in direct labor. 

(f) and (g) Engineering and development costs charged to this contract, 
$1,896,100; percent of total during period of this contract, 0.8. 

(i) Total dollar value of subcontracts charged to this contract (individual 
subcontracts in excess of $100,000, none), $209,533. 


2) subcontract 


Indirect expenses have been charged to overhead and general administrative 
expense. Based on the percentages of total overhead and general administrative 
expenses for each year allocated to this contract, we have made a theoretical 
apportionment of the specific indirect expenses. 





i Percent of 
ion, Description 


uest total for 
. No. Amount period of this 
contraci 
8(e) | Indirect overtime premium.-....................--- $84, 898 ‘ 
8(h) | Research costs__-- 1, 074 (1 
9 | Salary and bonuses of Officials in excess of $20,000 per annum. . 28, 638 a 
11 | Selling expense -- ; . 38, 347 2.2 
12 | Contributions and dues to associations._- _ 11, 580 1.4 
13 | Consultation and advisory fees_-__- : 16, 491 1.4 
14 | Travel expense_--- Piece kuiert oe 7 87, 386 |__.- 
17 Depreciation. .-_-- cee 8 eee a cn EN : 93, 539 2.2 
19 | Amortization- 4, 233 2 
31 | Payments since 1952 to employees who are retired milit: ary officers 
for services of the type classified as indirect expense - wae 23 





15. Total profit claimed on this contract before deduction for Federal income 
taxes, interest on borrowing, warranty expense or other contingent costs including 
renegotiation refund is $859,451. 

16. Profit per airplane before deduction for Federal income taxes, interest on 
borrowing, warranty expense or other contingent costs including renegotiation 
refunds is $10,123 exclusive of spares, special tools, and ground handling equip- 


ment. 
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Contract AF 33(038)715 


Question 21—Contract change orders 


Change order No. Date | Scope 
S.A. 1 =e Sept. 15,1949 | Termination settlement__...-.......-..__.-_- 
GC. 8:3 .| Sept. 26,1949 | Engineering changes- waa 4 
cC.0.3 ..-| Oct. 17,1949 | Install radar 
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Amount 


nigh $37, 000. 00 


84, 792. 71 
1, 350, 011. 05 


S.A. 4 i Oct. 28,1949 | Add 12 T-29A airplanes. es 8 5, 214, 753. 36 
0,0: §. <. .--| Oct. 27, 1949 Engineering changes oe See 342, 801. 38 
G.0.38.. : _.| Dee. 2,1949 | Training parts and e quipment__ ‘ cenbeueed 19, 586. 40 
C.0.7 ‘ | Dee. 14,1949 | Engineering —- eA Dee Be i 650, 000. 00 
oi i Seen < GG I Rr Phe ee See ee ere 113, 270. 00 
‘i EG J oe Se Ea ee Seana Gidea heads : 220, 000. 00 
C.5. #.... ...| Mar. 20, 1950 RE Se eS ee en ee 22, 180. 83 
2. a - Mar. 17, 1950 Provisional acce nee on 0 

C. O. 13... Apr. 21,1950 | Exhibit A spares ‘one 4 Pome 1, 147, 005. 58 
C.0.13 , amid June 2,1950 | Engineering changes. --........................-...} 1, 710, 000. 00 
C. 0.14 June 7, 1950 |. AS nines nthiré hid taaa de tgee - — 39, 545. 28 
C.0.15 $ July 13,1950 | Exhibit A spares - . 160, 072. 77 
CG: 6:8. . a July 11,1950 | Cancel change order No. 6-__- (19, 586. 40) 
0.0. 13.<< July 24,1950 | Engineering changes 74, 042. 08 
Cc. 0.18 Aug. 15, 1950 a” pees ioe “ : . 0 

Cc. 0.19 Swi Aug. 30, 1950 “Exhibit - 4 spares - “ 133, 386. 48 
CGC: 0.9... : do _.| Exhibit C spares ee oe 61, 414. 23 
Ga... oe do } Engineering changes 517, 500. 00 
C. O. 22 . Sept. 5,1950 | Exhibit A spares 7 62, 624. 56 
C. O. 23 Oct. 9, 1950 ..-do eysneet ‘ -s 2, 619. 73 
0: 0.5 Jan. 22,1951 | Increase spares prov isions_ -| 261, 576. 00 
ae a ..--| Jam. 31,1951 | Airplane price changes_- --_- bass (78, 084. 00) 
7 eas Pe Engineering changes _ - a —— 201, 250. 00 
C. O. 27 May 10,1951 |_ | A a eee: me -| 62, 751. 37 
C0. 3... Apr. 20,1951 | Data approved__- ; ieee 354. 07 
Cc: 6.2... oe May 10,1951 | Exhibit A spares-_-_------ 7 ee 58, 491. 37 
Cc. 0. 30 sata July 17,1951 | CAA flight test eeaw Ae 47, 237. 00 
S. A. 31 _...-.| Sept. 5,1951 | Airplane price change __ —e te 158, 900. 70 
0.6.2... ae | Sept. 4,1951 | Engineering changes wh: 58, 889. 89 
C. 0. 33 = = do .| Increase engineering changes___............---.- 663, 000. 00 
C. O. 34 .| Sept. 6,1951 | Engineering changes . 3 97, 415. 19 
C: 6:35... Oct. 5,1951 | Exhibit A spares___. 56, 041. 43 
a8 5 Ses .| Oct. 29,1951 | Exhibit B spares. __. — 649, 822. 57 
6.2... _....| Nov. 27,1951 | Reduce change order No. “amet (1, 000, 000. 00) 
C. O. 38__-..--.--.--| Dee. 8,1951 | Data approved. a ‘ : | 1, 342. 44 
C.0: 3%... _..----| Jan. 2,1952 | Exhibit B spares-____---- * SRR 24, 087. 97 
ae See ee 23,1952 |_....do.__- hte Minick Sil peek apt So | 58, 202. 66 
C.0.4.. : _.| Apr. 16,1952 | Exhibit A spares Sica ee aealcuaimaneram | 97, 895. 52 
C. O. 42_- ....| Apr. 29,1952 | Exhibit B spares ‘ ES bee 4 | 81, 016. 34 
a Sf eee ne. -| June 21, 1952 |...-.. Sn cacpewanste aoevmeyes BatL o0bidnanniaenendl 5, 768. 23 
Cc. 0. 44 ee) Cg lh ae eee Ee Roe ace! Ae le eee 7 2, 965. 25 
C. O, 45 : ...--.| Sept. 12,1952 | Engineering ch: anges_ Eaten miceieens date 53, 389. 74 
C. O. 46 tae Oct. 10,1952 | Engineering change provisions i olecldahlats anekdiaeatiel | (400, 000. 00) 
© . Eee, ce Oa a ae 9, 910. 17 
C, O. 48 cance nsel, Ms. Eee 1. +. ele inet einai teeeiana Ape eiciae meal 522. 30 
Co Ores: 5... ..--| Sept. 16, 1953 E ngineering changes _ sr cdesalarbat Maia abidiaaiao spate | 233, 263. 15 
ie? Sea I to  eenerpanibipbivainacsianes 21, 453. 04 
Cc. O. 5 eae. 2 do a rien drndscncdaamitig tag odnemtes eats | (8, 406. 76) 
a 2 sa Sept. 22, 1953 | do EL IE ROE Tee PE ae (1, 842, 19) 
C. O. 53 Cee a SO “Exhibit A. spares EAC EP DETER A ech Lee 12, 954. 12 
C. O. 54 sancvées| wa. eee 1. ~ REN S|. 19 # Roast PP rae eae ee (6, 755. 73) 
Ch, cones aecanhales : | Engineering changes. __..-.-....--.---.-----------| 6, 637. 20 
oe Fe Mar. 11, 1954 | Exhibit A a ES, RE EET SS EEE: | 20, 793. 56 
C. O. 57. concent ee 26, Dn oc ec emeiomameemecden 2, 914. 96 
eS ees 12, 1954 | Removal of excess funds._.............-.....----.- | (251, 030. 20) 
S. A. 59..............| Feb. 17,1955 | Exhibits A and B spares.......................--- (350. 05) 
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AIRCRAFT PRODUCTION COSTS AND PROFITS 


ANSWERS TO QUESTIONNAIRI 


Types of aircraft, T-29C, T—-29D, and C-131A 
The contract number, AF33(600) 5928. 
The type of contract, fixed-price redetermination. 
Date of contract, November 14, 1952. 
Date when authorized to proceed October 16, 1951. 

6. Total sales price agreed upon (the negotiated sales price includes sales through 
June 30, 1955, plus an estimate of the sales subsequent to that date), $92,001,106. 

7. Unit sales price, $543,350. 

8. Costs and expenses: 

(a) (1) Raw material and purchased parts, $21,934,842; (2) subcontract 
costs, $8,914 582; total material costs, $30,849,423, 

(b) Direct labor, $20,040,999. 

(66) Other direct costs not included under items 8a, and 8b, $2,101,532, 

(c) Overhead charged against this contract, $26,002,596; percent of total 
during period of this contract, 5.7. 

(d) Administrative expense allocable to this contract, $900,304; percent of 
total during period of this contract, 5.3. 

(e) Direct overtime premium charged to this contract, $432,246. 

(f) and (g) Engineering and development costs charged to this contract, 
$3,366,558; percent of total during period of this contract, 1.5. 

(7) Total dollar value of subcontracts charged to this contract, $8,914,582. 

Contract AF33(600)5928—Subcontracts over $100,000: 


Nike CORD = 


2 


t 


O. M. Machine Co., Inc., Torrance, Calif________- $480, 747. 30 
Rohr Aircraft Corp., Chula Vista, Calif aeca'a-. 4, 433; 834 83 
Solar Aircraft Co., San Diego, Calif___- ae a 430, 821. 28 

Ee ee oe one ee ee eee, isi date wna wong a, 


Indirect expenses have been charged to overhead and general and administrative 
expenses. Based on the percentages of total overhead and general administrative 
expenses for each year allocated to this contract, we have made a theoretical 
apportionment of the specific indirect expenses. 


Percent of 


Question total for 


Description Amount 
INO. period of 

| this contract 
Re Indirect overtime premium --- _- ee ‘ $305, 900 : pte eae 
Sh... 7 Research costs : 119, 571 5.8 
i) Salary and bonuses of officials in excess of $20,000 per annum 103, 682 §.1 
1] “Selling expense’’_ _- 102, 031 11.5 
12 ; Contributions and dues to associations 30, 837 5.0 
13 ..| Consultation and advisory fees 33, 207 5.5 
14 Travel expense_- 341, 697 wane. 
17 Depreciation a= ~— 400, 844 11.6 
19 Amortization 377, 858 12.2 
31 Payments since 1952 to employees who are retired military | ees care 


officers for services of the type classified as indirect expense 


15. Total profit claimed on this contract before deduction for Federal income 
taxes, interest on borrowing, warranty expense or other contingent costs including 
renegotiation refund is $10,186,257. 

16. Profit per airplane before deduction for Federal income taxes, interest on 
borrowing, warranty expense or other contingent costs including renegotiation 
refunds is $62,243 exclusive of spares, special tools and ground handling equip- 
ment. 
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Contract AF33(600)5928 


Question 21—Contract change orders 











a Date Scope Amount 
T-29 | 
a OS Geers Ret: i ee es OC, 8c. 5.nccnkdensebdewemowceune | 0 
cC.0.2 PE Bier: 05 Toes 1 Beene GOOONS..-. « 5d hn cine cde neamecdsan 0 
OS Re cent A Te 1 STORE BEING og < goo cvnnnncemacconeccnstwene 0 
S. A. 4.............| May 18,1953 | Price increase. _-.-- ee eee $15, 519, 172. 74 
1S Ieee ey Cay 1 te OI oo a. occas auwedeudemddcenes 0 
S..0.4 _.--.--.-| June 24,1953 | Eng ineering ¢ sharge NER ee ep eee 2, 000, 000. 00 
Cc Oo. 7 See SF tt) 6} UC ey te eee ee - a 4, 247. 35 
‘+ 3 eee ee Oct 7,1953 | E. C. P.’s at con iplist " SATS Cea acorn ddan 254, 989. 25 
a Sh ages te Oct. 28,1953 |..... EE See OPS OS tee Re > 4, 517, 695. 06 
: &. . imc ee BA 1. wc _ ee See ee ee ee 203, 666. 70 
ES | QR Bee’ Jan 7,1954 | Commitment E. C. P 7 PL EEE AIEEE WIR 441, 100. 00 
oS 3. 2a Mar 3, 1954 Spares eds civina heehee een 415, 063. 19 
ORS. cs cae Feb. 26,1954 | E. C. P.’s ‘accomp oS PM SSG a7 612, 779. 77 
Oo ce | ee Mar. 17,1954 | Spares approved... _---- 5A EEN LO: (254, 274. 73) 
‘A | eee ee fll ee Sais nenwnseeersnepnences| yaa One. 90 
eG Sees May 4,1954 | De ry ase spares provisions Lgb35 2 ee. _.----.-.| (10,000, 090. 09) 
C..a7 iz. .....| May 17,1954 E. P’.s accomplished______- Peele 169, 003. 11 
i On pea Aug. 19, 1954 Not issued COE ATES, 0 
0. 66... 5 May 21,1954 | ’ rools list approv’ d_. sbebba hens el 82, 398. 12 
S. A. 20 _...-/ May 20, 1954 ferger with General Dy een FL tdk) Sesh | 0 
C. 0. 21. ...| July 7,1954 | E. P.’s accomplished... ___- SEE LOST ELE | 12, 913. 59 
hl C - SaeAS Aug. 27,1954 | Spares approved * aE aes sa : 1, 329, 928. 56 
C.0.2 paciadial Ges eRe Bee Go bens NE OR EE ee tae 4 Sacol 549, 433. 23 
‘tat eee be ee “ee DY REO SS EIT SEA | 466, 008. 71 
Sih Ties. eh Special eq lipme OR a 66, 399. 00 
ch i ee ...| Jan. 24,1955) E.C. P.’s accomplished_-............ Ree me 133, 902. 66 
6.6.27... ..-, Feb. 17,1955 | Spares approved att ee FS BELTS 298, 472. 97 
ps Be owe .| May 4,1955 |_....do s x S tinla itd ictasdlicads Sepudeat chia enacts 13, 832. 91 
3° See May 5,1955 |.....do 212, 483. 21 
7 ee. ees Ree er Pee OT a 89, 480. 38 
C131-A 

aT Nee eS scan Ca a, Ce a SCR ON ne eng nacmanwenbund ---.| 2,065, 199. 94 
C. 0.13 Feb. 26,1954 | E. C. P.’s: accomplished ee eS ee Bee: | 56, 137. 80 
if tS eee May 17, 1954 |_- * OR pal iad Ne eames aga Ee 54, 415. 61 
ok (RRSr July 7, 1954 |..... AERE RE ANNA sal eae ell nl AE aS, 4 108, 171. 16 
18: 3 See ee nn it | Deets cadnethbkdaecesetbknewneenkewese 14, 579. 90 
NEC oe RRS RE ee eee 224, 657. 18 
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ANSWERS TO QUESTIONNAIRE 


Type of aircraft, T—29C, T—-29D, and C-131B. 
The contract number, AF 33(600)22317. 
The type of contract, fixed-price redetermination. 
Date of contract, May 20, 1953. 
Date when authorized to proceed, October 2, 1952. 
Total sales price agreed upon (the negotiated sales price includes actual sales 
igh June 30, 1955, plus and estimate of the sales subsequent to that date), 
519,725. 
Unit sales price, $509,896. 
Costs and expenses: 

(a) (1) Raw material and purchased parts, $13,981,745; (2) Subcontract 
costs, $5,526,887; total material costs, $19,508,632. 

(b) Direct labor, $13,791,869. 

(b) Other direct costs not included under items 8a and 8h, $1,546,337. 

(c) Overhead charged against this contract, $17,049,646; percent of total 
during period of this contract, 5.1. 

(d) Administrative expense allocable to this contract, $474,863; percent 
of total during period of this contract, 3.4. 

(e) Direct overtime premium charged to this contract $120,911. 

(f) and (g) Engineering and development costs ch: urged to this contract, 
$1,794,238; percent of total during period of this contract, 0.8. 

Total dollar value of subcontracts charged to this contract, $5,526,887. 


ia ae AF 33(600) 22317—Subcontracts over $100,000: 
and M. Machine Co., Inc., Los Angeles, Calif __-_ pout, 240. 48 


tohr Aircraft Corp., Chula Vista, Calif _____ . 2, 751, 495. 62 
Ryan Aeronautical Co., San Diego, Calif ____- east 119, 556, 00 
Solar Aircraft Co., San Diego, Calif._____- ee 314, 886. 00 
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AIRCRAFT PRODUCTION 


COSTS AND PROFITS 


Indirect expenses have been charged to overhead and general administrative 
Based on the percentages of total overhead and genera! administrative 
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expenses for each year allocated to this contract, we have made a theoretical 
apportionment of the specific indirect expenses. 


Question 





Percent of 











No. Description A mount | erie - of 
ae t 
| 

Indirect overtime premium | a 
Research costs 110, 408 | 0 
Salary and bonuses of officials in excess of $20,000 per annun 85,028 | 
“Selling expense” 74,001 | 11.2 
Contributions and dues to associations 18, 078 | 4.2 
Consultation and advisory fees_- 1,096 | 
Travel expense. 1 237 |--------00 = 
Depreciation 289, 601 11.2 
Amortization.-_- = 285, O72 | 11 
—— Payments since 1952 to employees who are retired milita 
officers for services of the type classified as indirect expe Oe Tecenusannwaninn 


15. Total profit claimed on this contract before deduction for Federal income 
taxes, interest on borrowing, warranty expense or other contingent costs including 
renegotiation refund is $10,129,157. 

16. Profit per airplane before deduction for Federal income taxes, 
borrowing, warranty expense or other contingent costs including renegotiation 
refunds is $76,614, exclusive of spares, special tools and ground handling equip 
ment. 


Mode! and change 
order No. 


9 
C.0.1 
©... & 23 
Cc: 6.3 
C, 0.4 
Cc. OQ. & 
Cc. &. 6... 
Co. 0.7 
C. O, 8A1. 
C. O, 8A2 
C, O, 8A3-- 
C. 0. 844... 
Cc. Os 

C, O. 8B-1 
C. as 
C. 0. 9.. 
SB. As BF... 


f 
> >A 


OOD 


Date of contract: 


Contract AF33(600) 22317 


Question 21—Contract change orders 


interest on 





Date 


Mar. 26, 1954 
May 7, 1954 
Aug. 19, 1954 
June 
June 
Oct 

Dec. 


16, 1954 
15, 1954 
14, 1954 
Mar. 24, 1955 
Mar. 28, 1955 
do 
Mav 5,1955 
Apr. 4, 1955 
May 6, 1955 
20, 1955 
> 21,1955 


ANSWERS 


Type of aircraft, F—102. 
The contract number, A 
The type of contract: Cost-plus-fixed-fee. 
December 17, 1952. 





10, 1954 | 


5 | F.C. P.’ 


Scope 


E. C. P.’s commitment - 
E.G. P.’6 
Not issued .--- 
E. C. P.’s 
Reverse tooling item - - 
K..C. P.’s 
Spares decrease ___- 
A spares approved_ -- 

ao oo - 

ees 

ae... . . 
B spares approved. ---_-- "a 

qo... ; 

do _ 
E. C. P.’s commitment-- 

s commitment 


B. ©, P.'s 
Prk owes 
De Gr Pe. 


TO QUESTIONNAIRI 


133(600) 5942. 


5. Date when authorized to proceed: August 24, 1951. 


6. Total estimated sales, $204,170,517. 
costs and fee through June 30, 1955, plus an estimate of costs ¢ 
to that date. 





Amount 


$400, 000, 60 
401, 445. 58 


, 612. 81 
, 000. 00 


}, 206. 36 





, 000. 00 


i, 232. 89 


19, 122. 2 
219, 507 
89, 509. 1 


The estimated sales include actual 


m1) RT ; and fee subsequent 
The $204,170,517 includes aircraft, spares, ground handling equip- 


ment, accelerated flight test program, instrumentation, modification of aircraft 
engineering data for aircraft, static test article and other miscellaneous items. — 
7. The estimated unit sales price of aircraft excluding spares, group handling 
equipment, accelerated flight test program, instrumentation, modification of air- 
craft, engineering data for aircraft, static test article, and other miscellaneous 


items, $1,562,018. 
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8. Costs and expenses: 
(a) (1) Raw material and purchased parts, $23,602,254; ( 
costs, $9,581,319; total material costs, $33,183,572. 
(b) Direct labor, $49,508,633. 
(bb) Other direct costs not included under items 8 (a) and 8 (6), $9,864,919. 
(c) Overhead charged against this contract, $51,509,386; percent of com- 
pany total, 9.3. 
(d) Administrative expense allocable to this contract, $1,337,827; percent 
of company total, 7 
(e) Direct overtime premium charged to this contract, $2,881,934. 
(f) and (g) Engineering and development costs charged to this contract, 
793,779; percent of total during period of this contract, 11.2. 
Total dollar value of subcontracts charged to this contract, $9,581,319. 


2) subcontract 


$27 
(7) 


Contract AF33(600)5942—subcontracts over $100,000: 


Angelus Aircraft, Inc., Los Angeles, Calif___- _._. $123, 915. 00 
Burton-Rodgers, Inc., Elmwood, Cincinnati, Ohio _ _ 404, 263. 32 
Goodyear Aircraft Corp., Akron, Ohio_____- 1, 855, 995. 30 


H. & B. America Machine Co. Midwest division, 
Culver City, Calif -__ _- ieee emer 597, 234. 10 





Magna Mill Products, South Gate, Calif __ 150, 025. 95 

National Tapered Wings, Inc., Los Angeles, Calif __ 811, 958. 19 

O. & M. Machine Co., Inc., Los Angeles, Calif _____ 141, 845. 94 

Westmont Manufacturers Corp., Burbank, Calif__ 225, 110. 04 

Zenith Plastics Co., Gardena, Calif _ ea SE 267, 060. 20 
Total 


Se Serr Mi 

Indirect expenses have been charged to overhead and general and administra- 
tive expense. Based on the percentages of total overhead and general adminis- 
trative expenses for each year allocated to this contract we have made a theoretical 
apportionment of the specific indirect expenses. 





| Percent 
of total 

Question Description Amount | for period 
No, | of this 


| contract 





aoa Indirect overtime premium 


is been ieee Seles eaten u eitils | $607, 265 ; 
oe Research costs ed ie LS) 278, 634 | 13.1 
| EE Salary and bonuses < of Officials in excess of $20,000 per annum | 220, 499 | 9.1 
) Selling expense _- a eee wax 197, 944 | 12.4 
Riseuan Contributions and dues to associations. __-- nS es | 60, 266 8.0 
Tae Consultation and advisory fees. ----- aes ssi 32, 215 3.4 
Wa ON ns ets ers png ina annie Kaa padd hi weeh Kaen a RED | 1,496,002 }__...- rs 
eee NS ee eters renee nee wo = een ennenne--------| 669, 693 | 16.9 
I ee ct t ce inne eeedehink keene | 651, 406 | 20. 4 
BEES Payments since 1952 toe “employees are who retired milit: ary ‘Officers for | _ < | Sor 





services of the type classified as indirect expense. } 





15. Total profit claimed on"this contract before deduction for Federal income 
taxes, interest on borrowing, warranty expense, or other contingent costs including 
renegotiation refund is $6,104,351. 

16. Estimated unit profit of aircraft is $58,263, exclusive of spares, ground 
handling equipment, accelerated flight test program, instrumentation, modifica- 
tion of aircraft engineering data for aircraft, static test article, and other miscel- 
laneous items. 





shits bs 


— 


. . 





ee 


Si wh Anh Cus pie eta Cla se aR ttn! 
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7 Contract AF33(600) 5942 
Question 21—Contract change orders 
4 eee. ee Eee ps ee 
a mee 
“¥ s-hange 
ean |. - tin son [ann 
| 
F-102: | 
: nh. 2: .-| June 11,1953 | Missile firing test...............-.---....__- | $349, 
; C. 0.2 | June 12,1953 | Construct and test missile. 169, 455. 82 
S. A.3. Sept. 3, 1953 | poet test Y F102 and F 102__. | 12,008, 605. 00 
8. ack | July 10,1953 | . P.’s accomplished _- a 7, 311. 94 
‘ 8.A.5 ooncuen| Ce 1 eon Die: and forgings___- 107, 378. 00 
2 C. 0.6 | Aug. 7,1953 | a ations __- } 0 
C. 0.7 Sept. 14,1953 | E. P.’s accomplished -. vi : | 9, 363. 50) 
S.A.8 | Sept. 9, 1953 y 6 hea a ition change 0 
C.0.9 | Oct. 23,1953 | E. C. P.’s accomplished _- — 588, 564. 54 
1 S. A. 10. -.-| Oct. 23,1953 | G. O. overhead rate_______- S 0 
y C.0. ii | Dee. 1,1953 | Packaging requirements _- 0 
S.A. 38... | Nov. 30,1953 | Records clause- 0 
eS: ae | May 3,1954/) F " tank and pylondesign_. f 47, 699. 00 
S.A. 14. -.-----| Feb. 8,1954| E. P.’s accomplished _. ‘ : 5, 602. 18 
: S. 2. HS...- .--| Mar. 24, 1954 | Not issued - 0 
a a ..-| Mar. 24,1954 | E. P.’s accomplished _- 121, 348. 00 
: oS | Oct. 5, 1954 | akicned -| 0 
‘ C. 0. 19...---....| May 17, 1954 | Authorized Palmdale and EAFB_-- 0 
q oC. 9. M......- | May 24,1954 | E. C. P.’s accomplished ____- 39, 870. 84 
Jaf aes June 4,1954 | E. C. P.’s : oa 3, 380, 657. 00 
oe See June 7,1954| U “ of tooling in 23903___- 0 
4 a % Sea } June 23,1954 E. P. committments__-_.__- 0 
’ 2a i ae | July 13, 1954 | -__ do. é 0 
CO-@O: SS....::- Aug. 9,1954] E. P.’s ac complished. i | 49, 675. 84 
C. 6.3... .--| Aug. 17,1954 | one equipment_- 750, 000. 00 
C. O. 27__-....----| Aug. 24,1954 | Exhibit A spares : 8, 501, 386. 55 
io} o- | Sept. 14,1954 | E.C. . accomplished .. ; | 209, 682. 00 
Jj) Gee ---| Aug. 30,1954 | E. C. P. committments- : ae ; 0 
eS Sie .---| Sept. 7, 1954 | Mobile training unit_ . 244, 879. 00 
j Os ii tlascetinccn Sept. 17,1954] E. Pe accomplished _. : ; 3, 865, 153. 76 
©. GO: 9Ro.<s-. aaa | Sept. 23, 1954 | Deere ase training parts__------ EE ew soe Pe (200, 000. 00) 
i ee Sept. 23,1954 E. P. committments_ ( 
’ iS See |} Oct. 5,1954 | Overhead rate _- ; . : ( 
j a eee a ee | z.. ©. P.’s accomplished _- Sess ee | 33, 987,021.00 
‘ o. 0. M.... | Oct. 27,1954 | E. - P. committments-__- = PAGERS 0 
$ C. 0. | Nov. 19,1954 | E. P.’s accomplished __-_- : ot 551,065 38 
5 S. | Dec. 13, 1954 | Biglneering service __ a 13, 786. 00 
3 Cc Dec. 9,1954 | E. P.’s ¢ accomplished. a 1, 463, 157. 41 
Cc --| Dee. 20, 1954 | y eed development. 51, 951.00 
} Cc | Dee. 15,1954 | Exhibit C spares_- 1, 322, 161. 83 
C Dec. 21,1954 | Exhibit B spares___--_--- eeane | 536, 609. 24 
x S. A. 43.._.....----| Jan. 3, 1955 | Supplies, item 20---_.- b 143, 222. 96 
4 oe ee | Jan. 4, 1955 | Exhibit A spares aeeeeeke 197, 620. 77 
‘ 5. 0. is. ..-| Jan. 5,1955] E. P. committments- . E 0 
3 C. O. 46A4_.. -| May 6, 1955 | Exhibit i. Re eee 212, 821.18 
| C. O. 46A3-....--- | May 6,1955 |... A SEE aoa ee - 754, 762. 73 
5 C. O. 46A2_.._- | May 5,1955 c ea eee i ieenie tt ---| (1, 761, 416. 44) 
| EES Ce he 64, 623. 87 
: Ss ae SETA Dike Soin SLE IE WET Re aeleeeeEe 
$ B.A Ciecaccetaniawn Feb. 26,1955 | E. C. P.’s accomplished_.______.___- weereeual 133, 056. 12 
r| 3, OD: Beebe asdescc Apr. 5, 1944 | I SE Ee 0 
’ he See | Apr. 4,1955 | ere ek. eee eee .--| 30,000, 000. 00 
7 8. A. &3............]| Apr. 18,1955 | E. ey SS ee 80, 251. 00 
§ faery | Apr. 21, 1956 |___. ee a cs ina lad meee iciomim sinh 0 
: a Uy. aii May 19,1955 | Exhibit A Ese Con ccae yam mecer eine 242, 783. 77 
Se = eee | May 6,1955 | Exhibit B spares___.____._._-......-...-........ 109, 129. 58 
et | ae | May 14, 1955 CD OE SEE ae 114, 652. 15 
; Ss . eee (NES SES ae eae er reer noite } (6, 755. 44) 
q PF. SR Glas sconcace | June 2,1955 | E. C. P. commitments...--.----------------- . 0 
: 
: ceeenaianiin ot ee a en 
ANSWERS TO QUESTIONNAIRE 
4 
: 1. Type of aircraft, R3Y—1 and R3Y- 
2. The contract number, NOas 51-143i. 


; 3. The type of contract, fixed-price redetermination. 
; 4. Date of contract, August 18, 1950. 

5. Date when authorized to proceed, August 21, 1950. 

6. Total sales price agreed upon, $125,788, 301. The negotiated sales price 
of this contract includes sales of aircraft and all related items, that is— -spares, 


ground handling equipment, flight testing, manuals, data, and other miscellaneous 
. a, 





Unit sales price, exclusive of spares, special tools, and ground handling 
enuipanent, $9,236,384. 
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8. Costs and expenses: 

(a) (1) Raw material and purchased parts, $11,772,307; (2) subcontract 
costs, $25,098,614; total material costs, $36,870,921. 

(b) Direct labor, $29,731,800. 

(bb) Other direct costs not included under items 8 (a) and 8 (5) $2,069,744. 

(c) Overhead charged against this contract, $34,615,013; percent of com- 
pany total, 5.7. 

(d) Administrative expense allocable to this contract, $1,189,560; percent 
of company total, 5.8. 

(e) Direct overtime premium charged to this contract, $967,699. 

(f) and (g) Engineering and development costs charged to this contract, 
$12,098,294; percent of total during period of this contract, 4.6. 

(2) Total dollar value of subcontracts charged to this contract, $25,098,614. 


Contract NOas 51-143i—Subcontracts over $100,000: 


Associated Pacific, Venice, Calif_._.____________~_ $1, 533, 191. 28 
Coast Spar Milling, Inc., Monrovia, Calif_...____- 121, 068. 23 
Drayer-Hansen, Inc., Los Ameoies. 45ale.....<... 178, 965. 07 
Elliott Engineering Co., Lynwood, Calif..._...__-- 274, 638. 20 
Modglin Co., Ine., Los Angeles, ( I Re ee a 202, 694. 70 
Precision Sheet Metal, Inc., Los Angeles, Calif._.. 2, 611, 560. 96 
Stainless Steel epee y- Ine., Burbank, Calif --—__-_ 463, 864. 76 


Union Steel Co., Los Ange les, LO ie 1, 297, 849. 51 
Utility Metal Products, Inc., “ asadena, Calif_—-__-_ 266, 631. 10 
Waldrip Sales Co., Hollydale, Calif - 6, 789, 527. 50 





Westmont Manufacturers Corp., Burbank, Calif_- 1, 353, 051. 28 
PEI os Oe eee te ee re eS 15, 093, 042. 59 


Indirect expenses have been charged to overhead and general and administrative 
expense. Based on the percentages of total overhead and general administrative 
expenses for each year allocated to this contract, we have made a theoretical 
apportionment of the specific indirect expenses. 

















ri 
oti | of tota 
ae Description Amount jfor period 
No. | of this 

| contract 
8 (e).._...| Indirect overtime premium. _--.-..---- tin eddndedheydatsaesanstaten $737, 687 : 
8 (h : AE Ss : 140, 604 6.6 
Rite Salary and bonuses of officials in excess of $20,000 per annum. wats 138, 106 5.2 
11 ea Selling expense iecioahiea bs ied lila teria ides Daten cine ieiakeowrare ; cae 112, 886 | 8.4 
12 Contributions and dues to associations._---.------ snl ee ; 43, 124 5.1 
13 Consultation and advisory fees..............-..-..-..--------.-- ‘ 65, 366 | 6.3 
14 Travel expense__ PRA Eg ENE AEE GRE EE EE, gD 597, 862 4 
17 : RR a a ae cee ees A x eee ee 511, 790 | 11.8 
19 | Amortization — 458, oad 14.4 
31 - Payments since 1952 to employees who are retired military ‘officers fer 122, 880 |_--. 

| services of the type classified as indirect expense. | 





Total profit claimed on this contract before deduction for Federal income 
taxes, interest on borrowing, warranty expense or other contingent costs including 
renegotiation refund is $8,657,638. 

16. Profit per airplane before deduction for Federal income taxes, interest on 
borrowing, warranty expense or other contingent costs including renegotiation 
refunds, exclusive of spares, special tools, and ground handling equipment is 

623,863. 
Contract NOas 51-143i 


Question 21.—Contract change orders 














| 
Change order No. | Date | Scope | Amount 
Leal | | 
Amendment 1_-..._-| Oct. 5,1951 | Reports on flap contro] system-...-.........-------- $1, 705. 62 
Amendment 2.__. oe ee eas manne nnn t 
Amendment 4......| Oct. 17,1952 | 3 beaching cradles. . -...............-------.-------- 228, 754. 00 
Amendment 5---- ak “Uae ew BE I ee ee Ske ataucumaneead 592, 723. 00 
Amendment 6__.. Feb. 24,1953 | Price increase, 4 airpk: MN SOS ae NMR e aE EF } 2, 309, 031. 00 


Amendment 7-___. Noy. 2,1952 | Examination of records 
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Question 21 v—-Contract chenge orders—Continued 





Amendment 8 
Amendment 9 __- 
Amendment 10 
Amendment 11 
Amendment 12 
Amendment 13 
Amendment 14 
Amendment 15 
Amendment 16 
Amendment 17 
Amendment 18 
Amendment 21 
Amendment 23 


3 


I 
( 
D 
E 
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at ee et ey et Se 
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rs 


>>> >> pp >>> >>> pNidh adda: 
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Date Scope 
Mar. 23,1953 | Instruction courses 
May 8, 1953 .do 
May 25,1953 | Reword change of title paragraph_ 
Dec. 9,1953 | Revise billing price -_- 
Feb. 38,1954 | Reword flight-risk paragrap yh. 
Mar. 19,1954 | Reword provisional-acce es ance paragraph 
Feb. 26,1954 | Handbooks ace 
June 7,1954 | Price incre: — 
Mar. 8,1954 | Delivery schedule 
Sept. 30,1954 | Publications 
Sept. 13,1954 | Adjust appropriations 
Mar. 21,1955 | Engine change No. 128447-__- 
July 25,1955 | Publications___.__..__- 
Oct. 7,1952 | Install air inlet 
| Oct. 7,1952 | Delete radome fabrics 
Oct. 7,1952 | Install anti-icing indicators 
Oct. 7,1952 | Install gyro horizon indicators 
Oct. 8,1952 | Fueling adapters 
| Nov. 17,1952 | Install WHF equipment-__- 
| Oct. 7, 1952 | Apply markings 
Feb. 12,1953 Permanent flooring remove skid strips_- 
| Oct. 7,1952 | Equipment change- ---- 
June 16,1954 |_____do 
| Nov. 14,1953 | Fire extinguishers 
| Nov. 26,1952 | Tailpipe temperature indicator 
Nov, 28,1952 | Delete ARN-21 equipment. -- 
Sept. 30,1953 | Cancel C. 0. M 
Dec. 12,1952 | Delete control indicators 
Dee. 31,1952 | Modify bow loader 





Mar. 25, 


Feb. 6,1953 | 


Feb. 6, 1953 
Feb. 





Mar. 9, 
Feb. 17, 1953 
Mar. 16, 1953 
Apr. 1,1953 
Apr. 23, 1953 
May 1,1953 | 
July 22,1953 
July 3,1953 
July 13,1953 
July 25,1953 
1 


Sept. 

Oct. 16, 
Sept. 30, 
Aug. 30,1953 
Sept. 
Jan. 
Jan. 
May 
Apr. 
May 
May : 
June 2, 
Apr. 21, 
May 18, 


i] 


NAN ON 
ee 
RRS 
ae 


i] 


_ 
-_ 
on 
= 


May 11,1954 | 


July 
Aug. 
Sept. 
Sept. 
Sept. 


9, 1954 
16, 1954 
1, 1954 
2, 1954 
13, 1954 
Dec. 6,1954 
Sept. 30, 1954 
acai 
eet eS 
do 
24,1955 
19, 1954 
29, 1954 
Dec. &, 1954 
Jan. 7,1955 
-do - 
Mar. 23, 1955 


Jan. 
Nov. 
Dee. 


Jan, 25,1955 
Feb. 1,1955 
Feb. 7,1955 
Mar. 7,1955 
Apr. 1,1955 


June 24,1955 
June 20,1955 
June 17,1955 


Delete carbon signal 
Install transceiver 
Install oxygen regulator 
Delete impact switches 
| Delete battery box 
Install GFE starter co 
| Install floodlights 
Delete AN/APN equipment 
Delete [ATO provisions 
Install headrests and seats 
| Change in seat specifications _ 
Modify galley equipment. 
Delete fuel shutoff valve 
Modify nacelle doors 
Reduce tank vent wall thickness 
Trade Convair turbine drive for GFE 
Revise lavatory tank 
Modify firewall 
Apply insignia markings 
Install bow anchoring 
| Install GFE _- 
Install pressure indicator - 
Install antenna system 
Revise propeller wiring _- - 
Relocate oxygen units_ 
Relocate oi] temperature well 
Change pressure indicators 
Delete safety belt- 
Install GFE tachometer generator 
Modify radar installation 
Remove and install galley 
Install AN/A PN-70 equipment. 
Install GFE propellers : 
Eliminate posts in doors 
Reduce seats from 106 to 103 
Install new type tie-down rings 
Provide portable ladders 
Remove and install glass in ports. _- 
Install flat-plate oil cooler 
Delete drift sights . 
Install holster and ammunition holder_- 
Correct specifications__---_--__- 
Install high-pressure pneumatic system 
Correct specifications. _- 
Delete components from transmitter 
Install GFE interphone 
Modify Allison engines. _- 
Revise specifications a= 
Revise autopilot components 
Install float-type oil quantity- 
Revise propeller wiring _-- 
Modify and install equipment 
Delete engine covers _- 
Install circuits for propeller sy nchronize. 


ntrol 
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Amount 





$115, 448, 00 
164, 814. 00 


10, 000, 000 00° 


23, 829. 94 


22, 837, 117. 00 
80, 433. 45 





12, 866. 00 
2, 022. 00 
1, 140. 00 
15, 693. 00 
4,592. 42 


279. 00° 








3, 903. 00 

106. 00 
1, 281. 06 
4,382. 00 


341. 00 
9, 840. 00 
2, 382. 00 
5, 142. 00 





, 103. 00 


247.00 
2, 457. 00 
3, 203. 00 
12, 843. 10 
1, 209. 00 
4, 615. 00 
8, 801. 00 
21, 824. 00 
(2, 634. 00) 
2, 026. 00 
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ANSWERS TO QUESTIONNAIRE 


Type of aircraft, R4Y-1. 

The contract number, NOas 54-909. 

The type of contract, Fixed-price redetermination. 
Date of contract, July 26, 1954. 

Date when authorized to proceed: July 29, 1954. 
Total sales price agreed upon, $25,943,110. 

Unit sales price, $687,430. 

Costs and expenses. 

(a) (1) Raw material and purchased parts, $3,527,041; (2) subcontract 
costs, $214,754; total material costs, $3,741,795. 

(b) Direct labor, $2,361,717. 

(bb) Other direct costs not included under items 8 (a) and 8 (b) $656,658. 

(c) Overhead charged against this contract, $2,610,761; percent of total 
during period of this contract, 1.3. 

(d) Administrative expense allocable to this contract, $151,561; percent 
of total during period of this contract, 1.7. 

(e) Direct overtime premium charged to this contract, $17,211. 

(f) and (g) Engineering and development costs charged to this contract, 
$788,128; percent of total during period of this contract, 0.6. 

(7) Total dollar value of subcontracts charged to this contract (individual 
subcontracts in excess of $100,000, none), $214,754. 

Indirect expenses have been charged to overhead and general administrative 
expense. Based on the percentages of total overhead and general administrative 
expenses for each year allocated to this contract, we have made a theoretical 
apportionment of the specific indirect expenses. 
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pnw 
ee of tota 
ae } Description Amount j|for period 
at of this 
| | contract 
8 (e)....__| Indirect overtime premium. .......... ‘ fg aaa 
8 (h) nw ee ee : 20, 675 | 1.6 
9 ‘ Salary and bonuses of officials in excess of $20,000 per annum ___- 14, 072 | 1.3 
ll Selling expense Bh ESR eee a eR EE 10, 735 | 2.5 
12 | Contributions and dues to associations. - ; 3, 024 | 1.2 
13 } Consultation and advisory fees_- ; ; 98 | .4 
14 Travel expense _- - . : ae SS}, 5 _ 
17 Depreciation Sele PG Rp eS ELS. ae Wn ty Bas : 46, 974 | 3.0 
_ | Amortization _- ‘nie Seaenddel 46, 168 | 3.0 
31_........| Payments since 1952 to employees who are retired military officers for Ss |) ee 
services of the type classified as indirect expense. | 





21. Change orders, none. 


Mr. Courtney. That will be all, Mr. Chairman, of a general 
subject. 

Mr. Hiéipurr. Members of the committee, yesterday in the usual 
procedure the Chair asked for the background of the president and 
executive vice president of Convair. At that time, Mr. Naish was 
questioned concerning the participation of General McNarney. 
General McNarney was not present and as the Chair explained to 
the committee, he called from San Diego earlier in the week and ex- 
plained he had previous engagements. 

In view of the questions which were asked of Mr. Naish and because 
of the obvious importance of the replies, the Chair instructed Mr. 
Courtney to suggest to Mr. Naish that if at all possible General 
MecNarney be present himself, so he could be the one to answer the 
questions. 

I thought it was in all fairness that General McNarney should be 
present. I am very glad that General MeNarney is with us this 
morning and will be able to answer the questions himself. 
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General McNarney, would you please give us your military back- 
ground? 


TESTIMONY OF GEN. J. T. McNARNEY, PRESIDENT, CONVAIR 
DIVISION, GENERAL DYNAMICS CORP. 


Mr. McNarney. I graduated from the United States Military 
Academy in 1915, as a second lieutenant of Infantry. I was assigned 
to the 21st Infantry at Vancouver Barracks, Wash. I then went to 
Yuma, Ariz. In August of 1916, I was transferred to the Aviation 
Section, Signal Corps Flying School at San Diego, Calif. I took 
flying instruction and graduated in May of 1917 and was assigned to 
Columbus, N. Mex., to the First Aero Squadron. 

The squadron was ordered overseas on August 5 of 1917. I arrived 
at the location of the 1st Division in France on the Mihiel front 
in November of that year. I was then a flight commander in the 
First Aero Squadron. 

In February of that year, I organized a IT Corps Aeronautical 
School to train observers. I was in that position for approximately 
6 or 7 months, when I went back to the First Aero Squadron for a 
few days and then was assigned to command the First Observation 
Group. 

After a short period with the First Observation Group, I was 
assigned the job of organizing and taking through their first combat 
operations the Third, Fourth, Fifth, and Sixth Observation Groups. 
I ended the war as air officer of the XI Corps and commanding officer 
of the corps’ observation group. 

Then, for a short time after the armistice, | commanded the Second 
Army Observation Group and I spent about 4 months writing a manual 
on observation aviation. 

I returned to the United States in June of 1919 and was assigned 
to Godman Field, Fort Knox, Ky. In that same year, in November, 
I went to Louisiana in command of Gerstner Field. I left Gerstner 
in 1920, became instructor in the I Corps of the Air Force Field 
Officers School, they called it in that day. It is now the Air Univer- 
sity. I was instructor there for 5 years. 

I went to the Command and General Staff School at Fort Leaven- 
worth in 1925. I graduated in the class of 1926, as an honor student. 
I was then assigned to the War Department General Staff, Military 
Intelligence Division. I served there 3 years and went to the Army 
War College for a year. 

Then I went to command at March Field, in California, in primary 
flying training. I served a year in that position, when the flying 
training at March Field was discontinued. 

I then organized, trained, and commanded the Seventh Bombard- 
ment Group. I left March Field in 1933 to go as an instructor of the 
Army War College. I was there for approximately 2 years. 

In 1935, I joined the newly formed GHQ Air Force at Langley 
Field, under Gen. Frank Andrews. I remained in that position 
until 1938, when I again was in command of the Seventh Bombard- 

ment Group at Hamilton Air Force Base, Calif., for a short period. 

Then, in March of 1939, I was assigned to the War Plans Division 
of the General Staff, in Washington. I was in the Joint Planning 
Committee of the Army and Navy. 
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I went from that position to London, in May of 1941, as chief of 
staff of a special group, which was sent over there for planning pur- 

oses. 

I left London on Pearl Harbor Day and became a member of the 
Roberts Commission investigating the Pearl Harbor incident. I re- 
turned from Hawaii and I was assigned as chairman of a committee 
to reorganize the War Department, to streamline it for its war oper- 
ations. 

Upon completion of that job, I was appointed Deputy Chief of Staff 
of the Army under General Marshall. I served in that position until 
October of 1944, when I went to Italy as Deputy Supreme Allied 
Commander and commanding general of United States forces in the 
Mediterranean. 

The last 2 months of that period I was Acting Supreme Allied 
Commander. 

In December of 1945, I succeeded General Eisenhower as the com- 
manding general of the United States forces in Europe and military 
governor of Germany. 

I returned to the United States in April of 1947. I was assigned as 
a senior staff member on the United Nations Military pinredigie yess te 
I remained in that position until October of the same y 1947, when 
I became commanding general of the Air Materiel petal 

I was in command at the Air Materiel Command for approximately 
2 years. I think it was the first of September when I was ordered to 
duty in the Office of the Secretary of Defense. But for a year of that 
time J was on temporary, continuous temporary, duty in Washington; 
first working on the combined budget of the Armed Forces, and second 
as adviser to Mr. Forrestal and Mr. Johnson. 

There was a short period in there—well, from the day before 
Christmas until, I believe, the 15th of January—that I wasn’t in Wash- 
ington at least 5 days a week. 

Mr. Johnson first gave me the job of attempting to reduce the num- 
ber of boards and committees in the Office of the Secretary of Defense 
and in the three services. There were several hundred of them. That 
was my first job. 

Following that, I was appointed the Chairman of the Defense 
Management Committee. The job of the Management Committee 
was, as Mr. Johnson put it, to try and carve the useless fat off the three 
services and get down to the lean and hard muscle; that was primarily 
a job to save expenses by cutting out duplication and unnecessary 
facilities. 

I remained in that job until I retired, although approximately the 
last 3 months of my service was spent in Paris. I went over to Paris 
with Mr. Harriman on a special committee to try and determine 
what the forces and the budgetary requirements would be for the 
NATO forces. 

We set up an organization to make a similar review once a year, and 
they are still doing it. 

I returned from Paris on the day before Christmas of 1951, and I 
retired from the Air Force on January 31 of 1952. I am currently 
president of the Convair Division of General Dynamics. 

Mr. Hézert. Am I to understand, General, that you, immediately 
upon your retirement, on January 31, 1952, became the president of 
Consolidated? 
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Mr. McNarney. No, sir; that is not correct. I retired on Janu- 
ary 31, 1952. I proceeded to San Diego. I married a San Diego 
girl. We desired to retire in San Diego. 

At that time I thought that I still had about 5 good years in me, and 
I was willing to go to work. I had no contract whatsoever with 
anybody in Convair, that was then Consolidated Vultee, until after I 
arrived. 

On the morning of my retirement I did receive a cryptic telephone 
call and the question asked of me, ‘‘Have you signed up with anybody 
to go to work?” I said, “I have not.” I stated at that time, as I 
said, that I would like to go to work but that I had two requirements: 
One, the job had to be in southern California, and the other had to be 
that I had to respect the man I was working for. And the answer 
was, “Well, when you get to San Diego, would you call this number?”’ 
It was an Indio number. Not being too dumb, I could pretty well 
determine where the call—who I was calling, because I knew that—-— 

Mr. Hésert. Who called you, General? You haven’t identified 
your original call. 

Mr. McNarnry. Well, if you wish me to identify him, it was 
Senator Symington. 

Mr. Hésert. Senator Symington was speaking for Consolidated? 

Mr. McNarney. No. He was speaking—as I understand it Mr. 
Svmington had been out in California. He had seen Mr. Odlum. 
He had seen in the paper the day before that I was retiring. He 
asked Mr. Odlum if he knew I was retiring, and Mr. Odlum said ‘‘No.” 

I actually called Mr. Odlum 2 days after I arrived in San Diego. 
He asked if he could come up and see me the next day. He did. 
We had lunch. We discussed the question. He asked me if I was 
interested in the job. I said, “Yes, but I would like to make a few 
examinations before I accept.” I then contacted the head of an 
engineering firm who was then working for Consolidated, whom I 
knew, one of the Heller Associates. J asked him up to my-apartment. 
I questioned him very closely on everything that was going on in 
Convair, about the people concerned. I then based on what he told 
me, asked four different individuals working in Convair to come out 
and see me. I questioned them very thoroughly on Convair and what 
it was doing and what the prospects were and how it worked. And 
5 days later I made up my mind it was a job that I could take. 

I then called Mr. Odlum and he said, ‘‘Well, may I come up and see 
you again tomorrow?” And I said, ‘‘Yes.’”’ He came up and we came 
to terms. 

Mr. Hépertr. What was the date that you went to work for 
Consolidated? 

Mr. McNarney. I was elected a director on March3. At that time 
the board approved my appointment as president, but I actually went 
to work on April 1. I wanted a little time off, because it was the first 
time I had off for several years, so I thought I deserved at least a 
month and a half. 

Mr. Hféserr. Did you discuss salary with Mr. Odlum? 

Mr. McNarney. Yes, sir. 

Mr. Hféserr. What terms did you come to? 

Mr. McNarney. We agreed to terms of $75,000 a year, with a 
consultant’s contract to last 10 years after my contract terminated. 

Mr. Hésperr. How long was the contract for $75,000 a year? 
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Mr. McNarney. Five years. 
Mr. Hépert. Five years? 
Mr. McNarney. Yes. 

Mr. Hépert. And at the expiration of 5 years, you are to remain 
as a consultant? 

Mr. McNarney. Yes, sir. 

Mr. Héserr. For 10 years? 

Mr. McNarney. Yes, sir. 

Mr. Héserr. At what figure? 

Mr. McNarney. A total of $30,000 a year, sir. 

Mr. Hésert. A total of $30,000 a year. In other words, then, the 
committee is to understand that you entered into a contract with 
Consolidated in March—is that correct, when you came to terms 
finally? 

Mr. McNarney. Yes, sir; when I came to terms. 

Mr. Héserr. In March of 1952, for 5 years, at a salary of $75,000 
a year, at the end of which you were to be retained as a consultant for 
10 years at a salary of $30,000, or a consultant’s fee of $30,000? 

Mr. McNarney. That is correct. 

Mr. Héserr. Your contract, then, has 2 years to run? 

Mr. McNarney. One year, sir. 

Mr. Héspert. One year to run. 

Mr. McNarney. One year from the Ist of April. 

Mr. Hfésert. How do those figures, General, reconcile with the 
statement given here that you started at a salary of $50,000— 

Mr. McNarney. No, sir; I started with a salary of $75,000. 

Mr. Héserr. That was only part of the year. 

Mr. Bares. Part of the year. 

Mr. H&perr. In 1953 you received $75,360; is that correct? 

Mr. McNarney. I presume so. 

Mr. Natsu. I think T have it. 

Mr. Hérert. General, you got the money. 

Mr. McNarney. The contract contained a cost of living increase 
and decrease, and I think the cost of living probably was the $350. 

Mr. Hfésert. What is popularly known in some trade circles as an 
escalator clause? 

Mr. McNarney. Escalator clause, yes. 

Mr. Héserr. In 1954, of course, your salary was $75,000. And 
you received a bonus of $25,000? 

Mr. McNarney. That is correct, sir. 

Mr. Héperr. So you got $100,000 in 1954. 

In 1955, I notice it says $62,500, and I presume that is on the basis 
paid as of the date—I am asking the question now—— 

Mr. Foco. That is for the whole vear. 

Mr. Hféperv. Is that for the whole year, $62,500? 

Mr. Natsu. That is correct, sir. 

Mr. McNarney. Yes, sir. 

Mr. Hfénert. How do you reconcile that dropoff from $75,000 
contractual agreement? 

Mr. Natsu. May I explain that, Mr. Chairman? 

Mr. Hépert. Certainly. 

Mr. Natsx. In 1955, by mutual agreement, General McNarney’s 
salary was decreased to $62,500, and the difference in amount was 
added to the consultant’s contract for 2 years. So there was no 
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change in funds. There was a change by mutual election of both 
parties to take a portion of that and put it on the consultant’s contract 
when, as, and if General McNarney was available by presence to 
fulfill those duties. 

Mr. Hésert. What was the reason for that deduction? 

Mr. CUNNINGHAM. Income tax. 

Mr. McNarney. Income tax. 

Mr. Hépert. It is income tax, isn’t it? 

Mr. McNarney. Surely. 

Mr. Hépert. It is not a secret. I just wanted to know for the 
record. I just want to learn a couple of those angles if I ever get in 
that bracket. 

That is all. I have been trying to find out for a long time, in my 
poor little stipend, how to get around it, but I haven’t been able to. 

But you are under your present contract. 

Mr. McNarney. Of course, I have to live to get it, Mr. Chairman. 

Mr. Hésert. That is a pretty good gamble. Other people are 
gambling pretty much on how long they are going to live these days. 

General, let’s get the dates correct. You retired on January 31, 
1952? 

Mr. McNarney. Yes, sir. 

Mr. Hésert. And between January 1, 1952, and March, when you 
did come to terms with Consolidated, there was—let’s see, February 
and March— within 6 weeks’ time you came to terms to go to work for 
Consolidated? 

Mr. McNarney. Yes, sir. 

Mr. Héserrr. I ask you now, General, did you—of course you did. 
It is an obvious question which I am asking. You are very familiar 
with the controversy over the B-36? 

Mr. McNarnevy. | testified before Congress on it, yes, sir. 

Mr. Hfésert. Weren’t you abreast of the B—36 controversy before 
you testified before Congress? 

Mr. McNarney. Yes, sir. 

Mr. Hésertr. When did you first come into contact with the 
controversy over the B-36? 

Mr. McNarney. I couldn’t give you—— 

Mr. Héserr. Could I help you a little bit? 

Mr. McNarney. I couldn’t give you an exact date; no, sir. 

Mr. Hépertr. Maybe I can give you a year date. 

Mr. McNarney. Yes, sir. 

Mr. Hésert. In 1947, the B-36 bomber program was again re- 
viewed for the third time and it was reviewed by the United States 
Air Force Aircraft and Weapons Board, a body created by General 
Vandenberg, Chief of Staff, and made up of about 15 senior officers 
from the Air Staff and the major commands. 

Were you made a part of that body? 

Mr. McNarney. Yes, sir. I was the AMC representative on the 
body. 

Mr. Hépertr. The Air Materiel Command representative? 

Mr. McNarney. Yes, sir. 

Mr. Hésertr. Because you were commanding the Air Materiel 
Command? 

Mr. McNarney. Correct. 
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Mr. Hésert. So you did become abreast of the B-36 controversy 
in 1947? 

Mr. McNarney. Well, of course, the word ‘‘controversy” doesn’t 
exactly describe what I did——— : 

Mr. Héserr. Let’s leave the word “controversy” out. We know 
what has happened. 

Mr. McNarney. Sure, being commanding general of the Air Mate- 
riel Command and the B-36 being one of the—in fact, the largest 
contract that we had in existence at that time—I was familiar with the 
whole program of the B-36. 

Mr. Hésert. How many of you sat in judgment on the evaluation 
of the B-36? Incidentally, I am reading from the report. 

Mr. McNarney. Well, the Weapons Board—— 

Mir. Héperr. Let me say what I am reading from in the record, so 
we will know what we are talking about. 

Mr. McNarney. Yes. 

Mr. Héserr. This is a report of the Committee on Armed Services, 
House of Representatives, 8lst Congress, 2d session, pursuant to 
House Resolution 234, a resolution authorizing and directing thorough 
studies and investigation relating to matters involving the B-36 
bombers. I just wanted to identify what I was reading from. 

There were 15 senior officers on the Board, but didn’t you and 
General Norstad, and I think General Craig 
Mr. McNarney. General Craig; yes, sir. 

Mr. Héserr. You three were in reality the three officers or general 
officers who devoted themselves to the evaluation of the B-36 at that 
time, or the review of it? 

Mr. McNarney. The Weapons Board reviewed all of the programs 
that the Air Force had extant at that period. 

It was a very large body. It was somewhat difficult to come to a 
decision in a large group on the B-36, which was an extremely im- 
portant program. A special top group of, I think, four people were 
delegated or designated by General Vandenberg to make a recom- 
mendation to him. 

Mr. Héserr. Were you 1 of those 4? 

Mr. McNarney. I was 1 of those 4, yes, sir. 

Mr. Hésert. And what was your recommendation? 

Mr. McNarney. My recollection was, as I recall it, to continue 
the B-36 contract as it at that time appeared to be the only feasible 
method we had by which we would do intercontinental bombing. 

Mr. Héxsert. That was the third time. It was reviewed a fourth 
time, wasn’t it? 

Mr. McNarney. That was almost a continuous review. Prob- 
ably reviewed 10 times. I couldn’t count them. I don’t recall. 

Mr. Héserr. Your position remained consistently favorable to 
continuation of the B-36 contracts? 

Mr. McNarney. Yes, sir. 

Mr. Hésert. And then we come to the time when certain matters 
came to the attention of the Congress which caused this investiga- 
tion to be held, is that correct? 

Mr. McNarney. Yes, sir. 

Mr. Hésert. This investigation was held in 1949, I believe the 
date is? 

Mr. McNarney. Yes, sir. 
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Mr. Hfésert. And you then appeared, among other witnesses, 
before the committee? 

Mr. McNarney. That is correct. 

Mr. Hfésertr. One of them General Bradley, the record shows, 
and you were one of the witnesses again in defense of the B-36? 

Mr. McNarney. I wouldn’t say it was in defense of the B-36. 
It was just merely retelling some of the things that I had been a party 
to. Merely a statement of my previous position. 

Mr. Hésrrt. Which was favorable to the B-36? 

Mr. McNarney. Was favorable to the B-36; yes, sir. 

Mr. Héperr. Will you then say that the B-36 was a subject of 
controversy at that time? 

Mr. McNarney. At that time it was; ves, sir. 

Mr. Hésert. It was the subject of controversy. 

Mr. McNarney. At that time; yes, sir. 

Mr. Héperr. And your restated position in the pros and cons— 
you were on the pro side? 

Mr. McNarney. I was just adhering to my former decisions. 

Mr. Hfépert. Which was on the pro side? 

Mr. McNarney. Which was on the pro side. 

Mr. Hésert. Consistently on the pro side? 

Mr. McNarney. Consistently, and fortunately for the country 
that it was. 

Mr. Hésperr. And then within 2 months after you left the services, 
vou became the president of the company which manufactured the 
B-36? 

Mr. McNarnery. That is correct. 

Mr. Hésert. I am not drawing any inference. I am asking you, 
is there any connection between the two? 

Mr. McNarney. There is none whatsoever. 

Mr. Hépert. Were you ever approached about working for Con- 
solidated before your retirement from the Army? 

Mr. McNarney. I was not. 

Mr. Hésert. You were in the Secretary’s office as his adviser to 
a great extent, to Mr. Johnson, who was then the Secretary of Defense? 

Mr. McNarney. I was the adviser on certain things; yes, sir. 

Mr. Hépert. You have testified what you were the adviser on? 

Mr. McNarney. Yes, sir. 

Mr. Héperr. Cutting the muscle and I think—cutting the fat 
from the muscle, and it looks like you cut the muscle, from what 
happened in Korea. 

Were you there at the time —and I again use the word “‘controversy”’ 
which may not be applicable at this time, but will be applicable later 
during the examination—when the decision was made by Mr. Johnson 
in defiance of the Congress to sell the contract on the supercarrier 
United States after the keel was laid? 

Mr. McNarney. I was working for Mr. Johnson when the can- 
cellation was 

Mr. Hépert. The United States just put us back 3 years in that area. 

Mr. McNarney. I was working for Mr. Johnson when the decision 
was made; yes, sir. 

Mr. Hfépert. Was your advice asked? 
Mr. McNarney. No, sir. 
Mr. Hésperr. You had no part of the cancellation? 
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Mr. McNarney. No part at all, sir. 

Mr. Hfésert. Would you say there was any connection between the 
B-36 program and the cancellation of the United States? 

Mr. McNarney. I have no knowledge of anything that could tie 
the two things together. 

Mr. Héserr. Except that in some quarters it was said that the 
controversy arose over the conflict between the Navy and the Air 
Force as to strategic bombing. 

Mr. McNarney. I know nothing about those. 

Mr. Hépert. I am not asking—lI am just trying to put something 
in here, to find out what we are talking about. 

At least it was the general concensus of opinion that it was a fight 
between the Air Force and the Navy, that the Navy wanted to protect 
its own strategic bombing mission and the Air Force did not want 
the Navy to take full command of strategic bombing and rely entirely 
on the B-36; is that a fair statement? In other words, the Air 
Force advanced the cause of the B—-36 over the supercarrier concept? 

Mr. McNarney. That is a fair statement, yes, sir. 

Mr. Hésert. Yes. I think it was referred to as the “revolt of the 
admirals” at that time, and one admiral had to walk the plank. 
But that is a fair statement? 

Mr. McNarney. Yes, sir. 

Mr. Hféperr. Then the B-36 controversy of necessity must be 
considered in connection with the cancellation of the l’nited States? 

Mr. McNarney. I would presume so, yes, sir. The two were 
taking place in the same relative time period and there may have 
been in the mind of some people a connection, yes, sir. 

Mr. Héserr. I think that is a fair statement, and in the hindsight 
of things, we now have the supercarrier. 

Mr. McNarney. And also the B-36. 

Mr. Hésert. The B-36, I think, is obsolete now, isn’t it? 

Mr. McNarney. It isnot. It is the oaly thing in existence today 
that can still fly over Europe. 

Mr. Cunnincuam. Still fly what? 

Mr. Hféserr. Over Europe. 

Mr. Narsu. B-52. 

Mr. McNarney. The B-52’s are not operational today. 

Mr. Héserr. I was just going to say the committee was told the 
other day that Boeing saved the country with the B-52. I don’t 
want to get into any conflict here with the two plane manufacturers. 

Mr. McNarney. They are not operational yet, but will be. 

Mr. Hépert. They will be. 

Mr. McNarney. The B-36 has been retired, just one. 

Mr. Hérerr. Oniv one B-36 has been retired? 

Mr. McNarney. Yes, sir. 

Mr. Hérerr. General, those are the only questions I wanted to 
ask. I want that on the record. I wanted the dates particularly 
and for you to answer. As I indicated yesterday when I asked you 
to come down here, that you be down here to answer the questions 
yourself in fairness to yourself. So in summation, is this a fair 
summation, that your previous defense—and the word ‘‘defense’’ is 
mine—of the B-36 and your consistent appearance in the front 
ranks of those advocating or recommending the continuation of the 
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controversial B-36 contract with Consolidated has nothing to do 
with your almost immediate employment by the Consolidated Co.? 

Mr. McNarney. That is correct, sir. 

Mr. Héperr. Did you at any time ever consider that perhaps such 
a connection, an almost immediate connection, might make you 
suspect? 

Mr. McNarney. No, I never considered that. I felt that my 
reputation in the services was such that a thing like that would never 
be charged against me. 

Mr. Hésert. In other words, you have a most high opinion of the 
reaction of American public opinion, then? 

Mr. McNarney. Yes, sir. 

Mr. Hépert. I wish I could share it with you. 

Mr. McNarney. If you would bear with me a moment, I would 
like to say—— 

Mr. Héperr. The platform is yours. 

Mr. McNarney. A few months ago I was called up by the 
Superintendent of the new United States Air Force Academy and 
requested to make an address to the new cadets on honor. He stated 
at that time that I was by far the most qualified man to give it 
because everybody knew what I had lived for. That address—in 
that address I stressed over and over again three words, ‘duty, 
honor, and country,”’ which is the motto of the United States Military 
Academy. I have lived with those precepts all my life. I still do. 

The speech appeared, at least to the Superintendent of the Air 
Force Academy, of such a value that he asked us to reproduce 4,000 
copies for him. He has distributed those quite freely. 

Mr. Hépert. Your faith is still abiding and you haven’t been 
disillusioned yet? 

Mr. McNarney. I haven’t been disillusioned yet. 

Mr. Héperr. I hope the day never comes when you have to sit on 
this side of the table. You will be delusioned. Everything we do is 
suspect. 

Mr. Hess? 

Mr. Hess. General, I would like to clear up one point. You said 
that you had received a telephone call from Senator Symington. 
Was that a long-distance call? Was he in Washington at that time? 

Mr. McNarney. No, sir. It came from St. Louis. 

Mr. Hess. He was in St. Louis and you were in San Diego? 

Mr. McNarney. No, sir; I was in Washington. 

Mr. Hess. He called you from St. Louis to Washington? 

Mr. McNarney. Yes. 

Mr. Hess. At that time he was Secretary of the Air Force, was he? 

Mr. McNarney. No, sir; Mr. Finletter was Secretary. 

Mr. Hess. He was Assistant Secretary then, I believe? 

Mr. McNarney. No. That was after—— 

Mr. CuNNINGHAM. Was he a candidate for the Senate? 

Mr. Miuuer. No. 

Mr. Hess. Was he holding any public office at that time? 

Mr. McNarney. I don’t think so, at that time. 

Mr. Hess. He was in St. Louis? I believe you said that he had 
spoken to Mr. Odlum with reference to your retirement? 

Mr. McNarney. He told me he had asked Mr. Odlum if he knew 
I was retiring. 
74721—56——-86 
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Mr. Hess. Then Mr. Odlum contacted you after you reached San 
Diego? 

Mr. McNarney. Mr. Odlum evidently asked Mr. Symington to 
phone me and ask me to call Mr. Odlum, without giving his name. 

Mr. Hess. I see. I believe Senator Symington was Secretary of 
the Air Force, was he not, at the time of the B-36 contract being 
entered into? 

Mr. McNarney. Yes, sir. 

Mr. Huss. That is all. 

Mr. Hésperr. Mr. Gavin? 

Mr. Gavin. I have some other questions after this. 

Mr. Hésert. You don’t have for General McNarney? 

Mr. Gavin. No. 

Mr. Héperr. Mr. Cunningham? 

Mr. Cunnincuam. Mr. Chairman, I would like to pursue whav 
Mr. Hess was asking you. You are uncertain what Mr. Symington’s 
position was at the time of this phone call from St. Louis? 

Mr. McNarney. I am uncertain, although I believe at the time it 
was before he ran for the Senate. I am quite sure it was. 

Mr. Cunnrneuam. Was it shortly after he had been Assistant 
Secretary of Air? 

Mr. McNarney. He had been Secretary of Air. 

Mr. CunNiINGHAM. Secretary of Air. Was it shortly thereafter? 

Mr. McNarney. I don’t recall just when Mr. Finletter came. 

Mr. Cunnrncuam. Did you gather from that phone conversation 
any reason why Mr. Symington was interested in your being employed 
with a particular company? 

Mr. McNarney. Only that Mr. Symington has great faith in my 
administrative ability because I had done a lot of work for Mr. 
Symington. 

Mr. Cunnirncuam. The thought that is bothering me, General, is— 
and I have great faith in you, too. I think your record speaks for 
itself and you have nothing to apologize for. I like your frankness 
in your testimony before this committee. 

But I am concerned why a former Secretary of Air would be 
interested in your employment with one particular company when 
there are many companies in the United States manufacturing air- 
eraft. Did you gather any reason why he was interested in Convair 
or General Dynamics, or Mr. Odlum? 

Mr. Natsu. May I answer that question speaking for Convair? 

Mr. CunnrincHamM. Were you in on the conversation with Mr. 
Symington? 

Mr. Natsu. No; but I had conversation with Mr. Odlum at the 
time and I think there is one fact that might be pertinent at this time. 

Mr. Cunnineuam. Proceed at this time, but I want to go back to 
the other. 

Mr. Naisn. Yes. I think this may be added information. At 
the time we are now speaking about, Convair at that time had em- 
ployed some industrial engineering consultants. Their original reac- 
tion to the corporation was that it needed very definitely a re-do of 
its complete organizational concept. And at that time Mr. Odlum 
was looking in several areas for a potential candidate to fill that job. 
I do know that he spoke to at least four people, to my knowledge, 
inquiring as to who might suitably fill this job. 
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When General McNarney’s name was proffered as a possibility, the 
obvious recognition he had in the areas of organization seemed a great 
natural. And I can recall Mr. Odlum saying to me, “Well, out of a 
blue sky’’—I believe that was the type of expression he had used be- 
cause he had not heard General McNarney’s name mentioned—“T 
have a real boss for you and somebody who can do the very job we 
are talking about.” I think perhaps that may help you. 

Mr. CunnincHam. Can you tell me whether or not this same gentle- 
man, Mr. Symington, had recommended any other former officers or 
members of the armed services to your company? 

Mr. Natsu. This I don’t know. Because as you stated, I had no 
discussion with Mr. Symington. 

Mr. CunninGHAM. You didn’t talk directly to him? 

Mr. Natsu. No. I talked to Mr. Odlum. 

Mr. CUNNINGHAM (to the general). Were you urged to contact 
Convair as a result of this phone call, that they might have employ- 
ment for you? 

Mr. McNarney. I was not urged. I just was merely asked, if 
before I committed myself to any other company, I would make this 
phone call. 

Mr. CunniInNGHAM. General, during the time that you have been 
drawing a salary of $75,000, plus bonuses, have you also been drawing 
retired pay as a retired general officer? 

Mr. McNarney. Yes, sir. 

Mr. CunninGHam. Do you think that is consistent with the fact 
that the money-——both paychecks come out of the Federal Treasury? 

Mr. McNarney. Yes, sir. I earned my retired pay by my 40 
vears service in uniform. 

Mr. CunntnecHam. Did you have any other conversations with 
Senator Symington either by phone or in person or any correspond- 
ence regarding this job, except that one phone call? 

Mr. McNarney. He contacted me a second time. I went up to 
New York after I retired to see my daughter, and he called me up at 
my daughter’s residence and again said that he, without divulging 
the name of the man, that he thought I ought to call. 

Mr. CuNNINGHAM. Has any other Secretary of the Air or Assist- 
ant 

Mr. Hésert. Mr. Cunningham, I didn’t get it. The answer was 
that Mr. Symington called the second time. 

Mr. McNarnrey. Yes, sir. 

Mr. Hépert. That is what I wanted. 

Mr. CunnineHam. Was that the only other conversation? 

Mr. McNarney. That was the only other conversation. 

Mr. CunninGHAM. You had just two phone calls? 

Mr. McNarney. Just the two of them; yes. 

Mr. CunninGHAM. Before accepting this position. 

Had any other official, civilian official like a Secretary or Assistant 
Secretary of either Defense or Air Force contacted you at any time 
about employment with any private company after your retirement? 

Mr. McNarney. No, sir. 

Mr. CunnINGHAM. That is all, Mr. Chairman. 

Mr. Hésert. Mr. Hardy. 

Mr. Harpy. General, I would just like to clear up another matter 
about this contract providing for $75,000 salary for 5 years. 
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Do I understand that the provision for $30,000 is strictly as a 
consultant’s fee for 10 additional years? 

Mr. McNarney. Yes, sir. 

Mr. Harpy. There is no provision for the payment to a beneficiary 
in case you don’t live those 10 years? 

Mr. McNarney. There is a provision that $10,000 of that portion 
would revert to—$10,000 a year of that earned would go to my 
estate. But I would have to serve to get it. 

Mr. Harpy. I don’t quite understand how that works. 

Mr. McNarney. Pardon me. Correction. It is $5,000 a year. 

Mr. Harpy. Of the $30,000? 

Mr. McNarney. Of the $30,000, $5,000 a year would revert to my 
estate. 

Mr. Harpy. In other words, during that 10-year period you would 
only draw $25,000 under the original contract? 

Mr. McNarney. No, sir. I draw thirty if I live. 

Mr. Harpy. You draw thirty if you live? 

Mr. McNarney. Yes, sir. 

Mr. Harpy. If you don’t live, why, $5,000 a year would go to your 
estate? 

Mr. McNarney. Yes, sir. 

Mr. Harpy. So that you are going to draw $5,000—your survivors 
would draw $5,000 per year consultant fee even though you can’t 
consult? 

Mr. McNarney. That is correct. 

Mr. Harpy. I just want to see if I] understand it. That is all. 

Mr. McNarney. There is a contingency in there that during the 
period I can never work for another aircraft company. 

Mr. Harpy. I don’t know that that would have anything to do with 
the $5,000. 

Mr. McNarney. No. 

Mr. Harpy. Survivors? 

Mr. McNarney. During the period I survive, if I had worked or 
consulted for another aircraft company, the contract would be nuil 
and void. 

Mr. Harpy. I can understand that. But I am trying to under- 
stand how this $30,000 consultant contract runs. Do I under- 
stand 

Mr. McNarney. It is $25,000, plus another five. It is a total of 
$30,000 a vear. 

Mr. Harpy. If vou live and actively participate in the requirements 
of Convair for a consultant, you would draw the full $30,000? 

Mr. McNarney. That is right. 

Mr. Harpy. Is that right? 

Mr. McNarney. Yes, sir. 

Mr. Harpy. If you do not survive for the full 10 years, you would 
the $5,000 would go to your survivors? 

Mr. McNarney. The balance payable over the 10 years would go 
to my estate, ves, sir. 

Mr. Harpy. But the other $25,000 would not be payable? 

Mr. McNarney. Would not be payable; no, sir. 

Mr. Harpy. When your contract was amended, you increased—did 
that extend the period of vour—— 

Mr. McNarney. It extended the period; yes, sir. 
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Mr. Harpy. For how many years? 
Mr. Natsu. Two years. 
Mr. Harpy. So your period of your consultant’s activities is then 

for 12 vears, instead of 10, a total of 12 years? 

Mr. McNarney. Yes, sir. 

Mr. Harpy. That carries the same provision of a $5,000 annual 
benefit to your survivors in case of your death? 

Mr. McNarney. Yes, sir. 

Mr. Harpy. I think that clears that up. 

Just one other question, Mr. Chairman, not related to that at all. 
I was interested a while ago in the discussion about as to whether 
you participated in the decision made by the then Secretary Johnson 
to cancel the construction of the supercarrier—I was curious to know, 
in view of the fact that you were an adviser to Mr. Johnson at that 
time—I wonder if you could advise the committee on whose advice 
the carrier was canceled. Obviously it wasn’t on the advice of the 
Navy. 

Mr. McNarney. I would presume that Mr. Johnson got the advice 
of the Joint Chiefs of Staff. They were the people who were involved 
in the troop basis or the composition of the forces. 

Mr. Harpy. You have no personal knowledge? 

Mr. McNarney. I have no personal knowledge of it. 

Mr. Harpy. That is all, Mr. Chairman. 

Mr. Hépert. In connection with that, General, you were in very 
close position to Mr. Johnson when he was Secretary, advising him 
on these matters. And he dropped the curtain on you when he 
discussed the United States? He let you out in the cold? 

Mr. McNarney. He just didn’t discuss that with me because that 
was not my field of action. 

Mr. Hépert. He never even as an aside or offhand asked you—— 

Mr. McNarney. No, sir. 

Mr. Hféserr. When this controversy was raging so hot and you 
were shut off in an ivory tower by yourself——— 

Mr. McNarney. The first I heard of it was the morning after the 
decision had been made. I happened to go into Mr. Johnson’s office 
on other business, and he told me that the decision had been made. 
That was my first knowledge. 

Mr. Hérert. That was the first you heard of it? 

Mr. McNarney. I knew there was controversy going on, yes. 
You couldn’t help. But nobody asked me anything about it. 

Mr. Hésert. And you didn’t say anything about it? 

Mr. McNarney. I didn’t say anthing about it. It wasn’t my job. 
1 dor’t interfere unless it is my job. I don’t gratuitously give advice 
to anybody. 

Mr. Hésert. In other words, you are a soldier and follow orders 
and don’t go beyond the field of orders? 

Mr. McNarney. That is correct. 

Mr. Hésert. In connection with this telephone conversation with 
Mr. Symington, did he ever identify the person to whom you were 
to speak? 

Mr. McNarney. No, sir. 

Mr. Hézert. But you recognized the telephone number? 

Mr. McNarney. I knew Mr. Odlum had a ranch in Indio. The 
telephone number was Indio. 
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Mr. Hésert. Oh, the telephone number was Indio. 

Mr. McNarney. Yes, sir. 

Mr. Hénert. You did know Mr. Odlum, though, didn’t you? 

Mr. McNarney. I had met him once before then for a few minutes. 

Mr. Hérertr. You were not on a personal basis with him? 

Mr. McNarney. No, sir. 

Mr. Héserr. And you recognized—but you did know where he 
lived? 

Mr. McNarney. I knew he had a ranch in Indio, Calif.; yes, sir. 

Mr. Cunnineuam. Mr. Chairman, may I interject? 

Mr. Héperr. Yes. 

Mr. CunninGuHam. General, I neglected to inquire: This Mr. F. B. 
Odlum, is that the Mr. Floyd Odlum, do vou know? 

Mr. McNarney. Yes, sir. 

Mr. CunninGHam. Who is interested in the exploration, develop- 
meni, and mining of uranium, as well as other things? 

Mr. McNarney. Yes, sir. 

Mr. CunNINGHAM. No more questions. 

Mr. Héperr. Mr. Hess. 

Mr. Hess. {i have just one other question, General. Let me ask 
you this with reference to the questions the chairman asked you about 
the Secretary—Secretary Johnson—advising with you on some of the 
actions that were taken. Did he advise with vou when he reduced 
the defense budget? 

Mr. McNarney. Yes, sir. 

Mr. Hess. He did. And you agreed with him on that? 

Mr. McNarney. | carried out directions, sir. 

Mr. Hégerr. That wasn’t the question, General. 

Mr. McNarney. It wasn’t a question of agreeing or disagreeing. 
I got an order, and I carried it out to the best of my ability. 

Mr. Hess. How much was the Air Force reduced at that time? 

Mr. McNarney. I couldn’t recall the sum: 

Mr. Hess. It was reduced? 

Mr. McNarney. All services were reduced. 

Mr. Huss. It was cut back? 

Mr. McNarney. Yes, sir. 

Mr. Héperr. I just wanted to clear up the point. You said you 
were directed to do it and you did it, it was your job to carry out 


orders Weren’t you in there to consult with him? Wasn’t that your 


job? 

Mr. McNarney. I was working for Mr. Johnson. I wasn’t a 
consultant. I was even at one time called the hatchetman. 

Mr. Héserr. Don’t let’s play on words. We haven't thus far and 
don’t start it now. Earlier in your testimony you said that you were 
there in the area of reducing expenses. 

Mr. McNarney. Yes, sir. 

Mr. Héserr. And the budget. So you injected that into the testi- 
mony yourself. And you did point out—— 

Mr. McNarney. Oh, I advised him my conclusions as to what 
could be done and how it could be done, certainly. 

Mr. Hérerr. How did you advise him on the reduction in the 
budget? 

Mr. McNarney. By a consideration of all the facts and by—I was 
chairman of the Defense Management Committee and we had repre- 
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sentatives of the three services on it and we spent many, many weeks 
developing means and methods by which the budget could be reduced. 

Mr. Hfésert. What did you advise him? Did you advise him to 
reduce the budget or not to reduce the budget? 

Mr. McNarney. I did not advise him to reduce the budget. I 
advised him how to get within the reduced budget. 

Mr. Hépert. He set a figure and then it was your job to cut the 
cloth to fit the man? 

Mr. McNarney. Yes, sir. 

Mr. Héserr. Did you at any time ever urge him of the dangers of 
reducing that budget, or the dangers of living within the limitations 
of that budget? 

Mr. McNarney. I don’t recall that I ever did, no. I brought up 
the results that would happen from a reduction of the budget. 

Mr. Héperr. As a military man, with a brilliant career, did you at 
any time indicate to him the dangers to this country in case of an 
eventuality of operation on such a reduced budget? 

Mr. McNarney. We indicated the things that—the items that 
would have to be reduced. Now, the evaluation of what that reduc- 
tion would do to the Armed Forces was the job of the Joint Chiefs of 
Staff. It was not my job and I didn’t presume to speak for the Joint 
Chiefs of Staff. 

Mr. Héspert. Naturally not. Iam merely asking your opinion and 
what advice you gave him. And is the committee to understand that 
the advice which you gave the Secretary of Defense was in effect 
certainly a caution, if not a warning, as to the weakening of the 
military defense of the country in event that target figure was reached 
or maintained? 

Mr. McNarney. No; I can’t honestly say that I recall any time 
when I personally advised Mr. Johnson to that effect. 

{ did in previous budget hearings under Mr. Forrestal advise Mr 
Forrestal that we couldn’t live within a $15-billion budget. 

Mr. Hépertr. You did advise him. What did Mr. Johnson cut it to? 

Mr. McNarney. He cut it to $13 billion. 

Mr. Hfépertr. You advised Mr. Forrestal that you couldn’t live 
within a $15 billion budget—— 

Mr. McNarney. I was in a different relationship to Mr. Forrestal 
at that time. Because we were—I had some responsibility for deter- 
mining the troop basis, the number of units that would be active in 
the Armed Forces, which I did not have with Mr. Johnson. 

Mr. Hféserr. But if you had been in the same position, would you 
have advised Mr. Johnson that another $2 billion cut in the budget 
would have affected the security of the country? 

Mr. McNarney. I certainly would. 

Mr. Hésert. But you weren’t asked to do it and you didn’t do it? 

Mr. McNarney. That is correct, sir. 

Mr. Hfépert. Which I might say is typical and characteristic of all 
military witnesses who appear before this committee under instruc- 
tions of the Bureau of the Budget. They can’t go beyond what they 
are told and they can’t give the Congress the advice, the benefit of 
their good judgment, unless the Members of Congress know the 
questions to ask. I think it is very important and very pertinent 
that those matters be brought out in the public as often as possible. 
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You would have told Mr. Johnson that he was endangering the 
security of the country by cutting the budget from 15 to 13 billion 
dollars if you had been asked the question? 

Mr. McNarney. If I had been asked the question, I very probably 
would have. I would have made my decision based on the facts as 
they existed at the time. I would have come to the conclusion and 
I would have advised him what I thought. 

Mr. Hésert. Even above and beyond the call of duty and your 
obligation as an officer, didn’t you at any time consider it your duty 
as an American citizen, as a brilliant general who had fought in two 
wars, to voice your opinion for the safety of your country, or were 
your orders so binding that you couldn’t have a thought of your own 
expressed unless allowed to express it? 

Mr. McNarney. Why, I presume that Mr. Johnson would have 
listened to me if I had—— 

Mr. Hésert. I am not talking about Mr. Johnson, General. I am 
talking about you. 

Mr. McNarney. I was doing my job as I saw it at the time. 

Mr. Hférert. Because Mr. Johnson’s actions have always seemed 
very peculiar to me. But I am asking you: Did you ever consider 
that? 

Mr. McNarney. No. As I felt—I felt that the Joint Chiefs of 
Staff were the proper people to advise the Secretary of Defense, and 
by law that is their requirement, as to what the effect of any military 
budget would be and the reduction of the forces. It was none of my 
business at the time. 

Mr. Hféserr. And you with your keen sense of duty, which you so 
ably expressed this morning, and which you undoubtedly had at that 
time, did not feel that it justified an expression, even voluntary on 
your part, when the defense of this country was at stake? 

Mr. McNarney. I did not make such—I did not give Mr. Johnson 
such advice; no, sir. 

Mr. Hésert. I didn’t ask what you gave him. You said you didn’t 
give it. I am asking what you thought. Did that ever enter your 
mind? 

Mr. McNarney. Well, the thought—— 

Mr. Hésert. That is a sad part of our history, General, a very sad 
and tragic part of our history, and attributable to the policies of Mr. 
Johnson at that time, I think, in great measure. Didn’t you at any 
time consider that it was your duty—or are you so married and so 
wedded to a strict military order that you can’t express your own 
opinion in defense of your country? 

Mr. McNarney. I always express my opinion on anything for 
which I have any responsibility whatsoever. 

Mr. Héserr. We are getting nowhere fast. But I think your re- 
plies will indicate exactly what you have said. And I can understand 
now, General, how you saw nothing wrong or did not think anybody 
else would see anything wrong in your taking employment with a 
company like Consolidated in view of the previous happenings in 
connection with the B-36. Such naivete is refreshing, but I don’t 
think practical. 

Mr. Bates. 
Mr. Bares. General, most officers on the eve of their retirement let 
it generally be known that they are in the market for a job. I know 
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all the officers that I know are so disposed and so tell people. Weren't 
you in the market, so-called, just before your retirement? 

Mr. McNarney. As I stated, I was willing to take a job. I let no 
one know that I wanted a job. 

Mr. Bates. You didn’t discuss the matter with anyone? 

Mr. McNarney. I had been asked by one aircraft firm 3 years 
earlier if I would be interested. I said, ‘I don’t want to speak about 
it while I am on active duty.”’ After about the third time, I made a 
promise that I would let them know first when I made up my mind, 
the date on which I would retire. 

Mr. Bates. I see. You didn’t talk it over with Senator Symington 
at that time, either? 

Mr. McNarney. No, sir. 

Mr. Bares. So that was the first contact you actually had with 
him, when he called you at that time? 

Mr. McNarney. That is correct, yes, sir. 

Mr. Bares. General, following up Mr. Hébert’s comments, I was 
in the military at that time, too, and I, of course, in a much lower 
level than you were, but I had to carry out a few orders, as you did. 
It is always a difficult problem, of course, any time you are in a posi- 
tion like yourself or even in one like mine, when you have to make 
certain adjustments because you are told to do it. Your position at 
that particular time was what? 

Mr. McNarney. I was chairman of the Defense Management 
Committee. 

Mr. Bates. What does all that mean? Just what were you sup- 
posed to do? 

Mr. McNarney. That was a committee that was supposed to re- 
duce expenses, by better management, by——— 

Mr. Barts. So you were told what to do, as I was told what to do 
at that time? 

Mr. McNarney. Yes, sir. 

Mr. Bares. And you went ahead and did it? 

Mr. McNarney. Correct, sir. 

Mr. Bares. You didn’t feel it was your responsibility as a sub- 
ordinate officer. Somebody wants to know what year that was. 
1949; was it? 

Mr. McNarney. Yes. 

Mr. Bartss. I think the cut came about in 1949. 

Mr. McNarney. Yes. 

Mr. Bares. So you felt that was for the Joint Chief of Staff and 
the President to decide what the military posture of the Nation should 
be? 

Mr. McNarney. That is correct; ves, sir. 

Mr. Barres. You don’t feel that it is the responsibility of every 
military man any time he disagrees with the higher command to re- 
buke the higher command and go off and tell the country exactly 
what he thinks should be done? 

Mr. McNarney. I do not. 

Mr. Bates. Do you think such a policy as that is practical in the 
Military Establishment? 

Mr. McNarney. I think the policy is impractical, because if every- 
body wants to give free advice, why you will get so much advice you 
would never make a decision. 
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Mr. Bares. Do you believe in civilian control of the military? 

Mr. McNarney. I do. 

Mr. Bares. Or military control of the military? 

Mr. McNarwnry. Civilian control. 

Mr. Bares. I have no questions, Mr. Chairman. 

Mr. Héserr. Mr. Miller. 

Mr. Mituer. General, just for the record, at the time these con- 
versations took place with Senator Symington, he was not then a 
Senator of the United States; was he? 

Mr. McNarvey. I think not. It was before he ran for the Senate; 
ves, sir. 

Mr. Mitunr. Before he ran for the Senate. As a matter of fact, 
I think the record will show he was most likely a civilian at that time. 
He got out of one job and slipped into another. He was called back 
later on? 

Mr. McNarney. No, sir. 

Mr. Mriier. You didn’t consider it unethical to talk to a man who 
had befriended vou? 

Mr. McNarnry. No, sir. 

Mr. Minter. And who was another civilian just as you were at that 
time? 

Mr. McNarney. That is right. 

Mr. Miuurr. That is all. 

Mr. Héserr. Mr. Gavin, you had a question. 

Mr. Gavin. Back in 1949, which was just before Korea, Secretary 
Forrestal, I think, was then Secretary of Defense. 

Mr. McNarney. Yes. 

Mr. Gavin. The budget setup as I recall, was $17 billion. As you 
say, it was cut back to $13 billion. In the cutback, do you recall 
what the cutback for the Department of the Air Force was? 

Mr. McNarney. No, sir; I couldn’t give you the figures. 

Mr. Gavin. In what capacity were you serving then, at that time? 

Mr. McNarney. I was then chairman of the Defense Management 
Committee. 

Mr. Gavin. But the Air Force was proportionately cut back. 

Mr. McNarney. All three services were cut back, quite propor- 
tionately. 

Mr. Gavin. All three; yes, sir. 

Mr. Hépert. May I ask a question. General, did I understand 
you to say when you were considering private employment after 
your retirement from the Army, you considered a position with 
Heller Engineers? 

Mr. McNarney. No, sir. 

Mr. Hésertr. What was your reference to Heller? 

Mr. McNarney. I said I knew them. 

Mr. Héserr. What was that, sir? 

Mr. McNarney. I said I knew Robert Heller, who has the Heller 
firm. As a matter of fact, they have worked for me both at Wright 
Field and in the War Department. 

Mr. Hésert. What was your reference to them previously this 
morning. Why did you bring the name of Heller into the 
conversation? 

Mr. McNarney. The Heller Associates were working for Consoli- 
dated Vultee at that time, before I arrived there, and I knew the man 
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who headed their group out there because he had also headed a group 
at Wright Field. So I called him in. I asked him to give me his 
conclusions as to what Consolidated Vultee was and what they were 
doing and what type of people they had and what they needed. 

Mr. Héperr. That is the same Heller group which did a $600,000 
job for you when you were in command of the Air Materiel Com- 
mand? 

Mr. McNarney. Yes, sir. They also were sent out to me—they 
were sent out to me by Headquarters in the Pentagon. I didn’t ask 
for them. 

Mr. Hésert. I know that. And this advice you got—you got that 
on the cuff and free, for nothing? 

Mr. McNarnery. Yes, sir; I got that free. 

Myr. Hfpert. Mr. Hess? 

Mr. Hess. Yes. I would like to ask you one more question, Gen- 
eral. I believe you said Mr. Odlum came to your home out in San 
Diego and discussed this matter with you. 

Mr. McNarnry. He came to my apartment at the Beach Club. 

Mr. Huss. I see. And shortly after that, you sent for four men 
who were with the Consolidated Vultee Co. at that time to discuss 
the matter with them? 

Mr. McNarney. Yes, sir. 

Mr. Hess. Would you mind giving us their names? 

Mr. McNarney. Well, it was Mr. Rockefeller, Mr. Lanphier—who 
is the executive vice president. 

Mr. Natsu. Mr. Fontaine—— 

Mr. Hzss. Mr. Rockefeller is assistant to the chairman of the 
board? 

Mr. Natsu. He was at that time. 

Mr. McNarney. He was at that time. Mr. Fontaine. 

Mr. Hess. Mr. Fontaine was the executive president? 

Mir. McNarney. Yes, sir. 

Mr. Hess. Mr. Lanphier was vice president at that time? 

Mr. McNarney. Yes, sir. 

\Mr. Hess. And who was the fourth? 

Mr. Natsu. Is there another one? 

Mr. McNarney. The fourth one was the Heller man. There 
were four altogether. 

Mr. Hess. I see. You knew these gentlemen personally? 

Mr. McNarnery. No, sir; I didn’t know them personally. 

Mr. Hess. How did you happen to send for them if you didn’t 
know them? 

Mr. McNarney. They held responsible positions in Consolidated 
and I wanted to get some information with respect to the company 
before I decided to take the job. 

Mr. Hess. You were not acquainted with them, but you sent for 
them in order to discuss the matter with them? 

Mr. McNarney. No, sir. 

Mr. Hépert. I know they had two presidents at the time. Can 
vou explain that? Mr. Cohd, I see, is listed as president at the same 
time you are listed, General. 

Mr. Witson. For 3 months. 
Mr. Naisu. Mr. Chairman, may I explain that? 
Mr. Héperr. Yes, sir. 
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Mr. Natsu. You will notice, I believe, in the year you refer to, I 
think Mr. Coha was at the decreased salary. This was the normal 
procedure in a corporation, in order to effect a transition, in which he 
was available, to use the expression, to break in the new president, 
and there will be a continuity then between the decisions of the past 
and decisions of the present. 

Mr. Hésert. I see. It was worth $45,000 for him to break in 
General McNarney? 

Mr. NaisH. That was a small portion. I believe his previous 
salary, to the best of my knowledge, was $75,000. He was available 
and did actually spend a great deal of time in effecting this con- 
tinuity between two different presidents. I believe that is a normal 
business procedure. 

Mr. Hfépert. Except the Members of Congress. They don’t pay 
us to break in the new fellows. 

Mr. Natsu. They don’t? 

Mr. Gavin. I am ready to go back to my questions, Mr. Chairman. 
Do you want to go back? 

Mr. Héspert. Is everybody finished? Mr. Wilson? 

Mr. Wixtson. I wonder, Mr. Chairman—I know I am not a mem- 
ber of your subcommittee, but I wonder if you would allow me to 
make a very brief observation. 

Mr. Hfésert. You may. We always extend courtesies to our 
Members. 

Mr. Witson. This problem does concern me because San Diego is 
my home district. It is essentially a Navy town. So I am perhaps 
in the middle of the B-36—Navy controversy from that standpoint. 
But I agree with you, Mr. Chairman, that under Secretary Johnson, 
when our defenses were cut back and we went into Korea, it was a 
sad day for the country. But I think the one bright spot was the 
fact that we had B-—36’s in being and it has been the one bright spot 
ever since then, that we have had a Strategic Air Command that has 
helped back up our foreign policy to prevent the country from getting 
into more serious condition than we were. 

[ just want to make that one observation. 

Now, secondly, if I could speak generally about the idea of industry 
hiring retired officers: It is logical in my mind that a large industry 
would look for the talent of a man that goes up through the various 
military commands and gets that experience, regardless of any par- 
ticularity within the industry. Congress, itself, has recognized that 
as late as yesterday when we approved, as you know, in our committee, 
the hiring by the Immigration and Naturalization Service of two 
retired generals. We recognize that there is administrative ability 
in those—— 

Mr. Hépert. Let us keep the record straight, Mr. Wilson. The 
committee may have approved it, but the House has not approved it. 

Mr. Wiison. The Senate has approved it. 

Mr. Héserr. And the committee was quite divided in it. 

Mr. Witson. I wanted to put that in the record and I appreciate 
the opportunity to do so. 

Mr. Héserr. You started out by saying you agree with me and 
I thought I would allow you to make a good speech. 

Mr. Mituer. Mr. Chairman, I think it is desirable that we have 
these people who have come up through the ranks and are well 
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trained. But from some of the testimony I have heard here, I have 
come to the conclusion that there is a group of people who use the 
education they get at the Government’s expense and use as a training 
period to fit themselves for jobs in industry, service in the United 
States Army, Navy, or Air Force. 

And that strikes me, that we are getting a bit afar. And if the 
gentleman had sat here during the times when other companies were 
here, he would have heard one of these executives say that he thought 
it was a fine thing for a young man to go into one of these services, 
work his way up, knowing that when he got out he could shoot for the 
big job in industry. 

Mr. Witson. That 40-year period is a pretty long training period. 

Mr. Miuuer. It may be a eet) long period, but some of them 
cet out a little faster than 40 yea It strikes me that perhaps we 
should set up a board to take a ail at whether or not the armed 
services of the United States are deteriorating into a training school 
for big business. I hope the time never comes, and I don’t impute 
General MeNarney with that. 

Mr. CunninaHAM. Would the gentleman yield at that point? 

Mr. Miuuer. Yes. 

Mr. Cunninauam. I think if there is any remedy, it is upon Con- 
gress to pass that as a law that people that gré aduate from the services 
and serve their time, cannot take it. I don’t know whe ther I would 
vote for such a bill, but it is up to us to correct it if it is wrong. 

Mr. Hépert. One at a time. 

Mr. Miter. I yielded to the gentleman. I think Congress should 
perhaps take a look at that. Tw vouldn’ t want to deprive the country 
ot the training these people have, but I think we should take a long 
look at the whole thing and maybe we should hire Heller engineers 
for doing it for us. 

Mr. Hess. I will say to the gentleman from California that maybe 
the Members of Congress should be a little more careful in whom they 
appoint to the ace ademies. 

Mr. Héserrt. I want to say this to the committee again and to re- 
emphasize what I emphasized so many times. In this inquiry and 
this examination, the committee is coming to no conclusions at. this 
time. It merely wants the record to speak for itself. In connection 
with the matter which Mr. Miller referred to, I will also direct his 
attention that only on yesterday or the day before another committee 
of Congress saw fit to criticize the employment of an admiral in that 
ease, | think the McDonnell Aircraft, where Admiral Harrison went 
almost immediately from his position in the Bureau of Aeronautics 
to the employment of McDonnell Co. 

Mr. Bates, did you have a question? 

Mr. Barus. General, you indicated that you had been approached 
by one other company prior to your retirement? 

Mr. McNarney. Yes, sir. 

Mr. Barres. You want to identify that company? 

Mr. McNarnry. Lockheed. 

Mr. Bares. Lockheed. 

I have no further questions. 

Mr. H&éserr. You kept it right in the family. 

Yes, Mr. Naish. 
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Mr. Nasu. If we have finished with the hearings on this, I believe 
that during the testimony of the last half-hour we have perhaps inad- 
vertently sort of partially exhumed the bones of the B-36 story. 

I think in all fairness to the B-36, which as General McNarney said 
at least for the period from the time of 1949 to now as expressed by 
General Twining, recently has been perhaps our greatest deterrent to 
war. 

In all fairnes:, 1 would request the chairman to include in the record 
the very short siatement made by the chairman of the Armed Services 
Committee at the conclusion of the hearing in 1949, which incidentally, 
was the unanimous expression of the total committee of the Armed 
Services Committee at that time. 

Mr. Hésert. That is already a public document and I think it 
speaks for itself. Because if I would allow you to include only the 
conclusions of the chairman, I would also be constrained to include 
this entire report, which is a remarkable document in hindsight as to 
what has developed. And also to include in that report the minority 
recommendation on that particular report. 

Mr. Natsu. The reason why I made the suggestion, Mr. Chairman 
I thought it was very pertinent because if I may read a sentence 
without requiring that it be put into the reeord—May I read just one 
sentence? 

Mr. Hfésert. Why certainly. 

Mr. Natsu. I] am reading now verbatim from Mr. Vinson, chairman 
of the committee. 

Now, members of the committee, in view of what has happened this afternoon 
and yesterday and all through this hearing, I feel a statement at this stage of the 
hearing is in order. There has not been, in my judgment, and I am satisfied, in 
the judgment of the entire committee, one iota, not one scintilla of evidence 
offered thus far in these hearings that would support charges that collusion, fraud, 
corruption, influence or favoritism played any part whatsoever in the procurement 
of the B-36 bomber. 

Mr. Héspertr. I am very familiar with that phrase. 

Mr. Natsu. I am sure you are, as a member. 

Mr. Héperr. As I say, I sat on that committee. 

Mr. Natsu. Yes, sir. 

Mr. Hféserr. It is interesting to read the whole report and all the 
testimony and not take sentences out of context. 

Mr. Gavin. That is right. 

Mr. Natsx. Yes. 

Mr. Héperr. I just want to make that remark at this time, and 
also say that nobody is deprecating in any way the value of the B-36. 
Because if we wanted to open another controversy, we could also get 
in the controversy of who fought the war in Korea, whether the Navy 
or the B-36’s did. 

Mr. Natsu. Yes. 

Mr. Héserr. So we will stop there. Mr. Gavin, do you have a 
question? 

Mr. Gavin. Getting back now to the general discussion on the 
structure of this General Dynamics, I note that Convair had Govern- 
ment-owned property of plant and equipment of $147,095,000 on 
which no rental was paid. All the other companies that have come 
before us have paid in some sort of a token rental, up to as high as 
$450,000. 

How is it that you haven't paid any rental on any of the property? 
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Mr. Natsu. I think the explanation to that, Mr. Gavin, is this: 
The two plants we are referring to, which is the Pomona plant of the 
Navy and the Air Force plant at Fort Worth—this is a completely 
totally owned Government plant. 

Mr. Gavin. Yes. 

Mr. Natsu. And at no time have we put into that plant any com- 
mercial business. All the business in that plant was strictly military. 
Had there been any commercial business, we would have paid a rent. 
But as has been called to your attention before, had we paid any 
rental, it would have been an item of cost added to the product. 

Mr. Gavin. Well, either way. You can take that. If you had a 
capital investment, it would be added to the cost. 

Mr. Natsu. That is right. 

Mr. Gavin. But you are using Government property. It is being 
depreciated. And when it is finished with, why, it will be written off. 

Mr. Natsu. That is correct, sir. 

Mr. Gavin. Your friend, Mr. Hopkins, said that you are anticipat- 
ing getting under your own steam one of these days by financing your 
capital structure, so that possibly some of this property value that the 
Government owns and equipment the Government owns can _ be 
secured by some rental. 

[ just don’t think it is the way to operate, that is all. 

Mr. Natsu. Mr. Gavin, I have one fact here that I think might 
interest you, having read previously of your interest in facilities. 
I don’t believe this fact has been called to your attention in previous 
hearings. 

But I think it might be of interest to you to know that in the past 
5 years Convair, in order to do its job, has required $94 million worth 
of facilities. I am going to give round numbers now. These were 
required for the particular assignments which we had from the 
military. 

In that same period of time, that same 5 years, our total earnings, 
our profits, were $59 million. So quite obviously in order to do the 
job, if we took every penny of earnings that we had in those 5 years 
and assigned them to a capital improvement, we would still only have 
been able to purchase half of the required amount. 

Another interesting extraction of that number is that that happens 
to amount to some $4.53 on every $100 of business. For every $100 
worth of business, there is required $4.53 worth of capital—facilities, 
rather, in our business Incidentally, that is not unusual because 
General Motors needs $7.49. Well, by a very simple deduction—— 

Mr. Gavin. General Motors finances their setup entirely different 
than you are financing your setup. 

Mr. NaisH. Yes. But the point— 

Mr. Gavin. In other words, when you get through here—you are 
paid progress payments. If General Motors sells the Government 
100,000 cars, they are not being produced in plants and equipment 
furnished by the Government. Someone else is furnishing the money 
to make possible the operation of that business. 

But in this particular case, the events that accrue to you—you are 
using the Federal Government’s plant and equipment. 

Mr. Naisu. Mr. Gavin, there is one point on that, again, not to 
delay it, but I would like to give you for your information that over 
the past 13 months at Convair, for instance, because of about the 
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60-day normal delay of getting payments on our invoices, we have 
had either in inventory which we did not get progress payments in 
time for, or in accounts payable to our subcontractors—we have had 
a continuous average investment of approximately $90-million of our 
own money, which was over and above the 75 percent progress 
payment. 

Mr. Gavin. That is what the Government is making to you, 75 
percent progress payment. You are the first witness to come in and 
say they baven’t received their checks up to 75 percent on any 
contracts finished or unfinished. 

Mr. Natsu. That is correct, sir. There is a flow period in between 
where we cannot tell our normal suppliers or we won’t tell our workers 
at the end of the day that we are operating on a letter of intent and 
if you will wait 3 months, we will give you your paycheck. 

Mr. Gavin. It is all right. But let’s let the fact be known that we 
are not alone furnishing the plants and equipment, but we are fur- 
nishing the capital to operate the business. 

Mr. Natsu. A portion of the capital. 

Mr. Gavin. Under the circumstances, there is nothing much further 
can be done about it. 

Mr. CunninGuam. Will the gentleman yield on that point, while 
you are on the property? 

Mr. Gavin. Yes. 

Mr. Cunnitncuam. I would like to ask you a question about the 
plant in San Diego. Are you still leasing it from the private owner 
who purchased it in 1949? 

Mr. Naisx. To the best of my knowledge, the property has been 
condemned and is now in adjudication in the courts. 

Mr. CunninGHam. Was it the property that was condemned or 
your lease with the owner? 

Mr. Natsu. Well, at one time we had a lease. This was condemned 
and in addition to that, the Government is now in the action of taking 
over title to the land. I believe that the status is that the adjudi- 
cation of the amount is now in the courts. 

Mr. CunninGHam. Has the matter been settled in court? 

Mr. Natsu. The matter for the final amount of money has not been 
settled in court. The decision to take the plant has. 

Mr. Cunntncuam. We had our headaches with that a couple of 
vears ago. 

Mr. Natsu. We did. 

Mr. Cunnincuam. On another subcommittee of this main com- 
mittee, and I was chairman at the time. And as I recall, we 
directed condemnation of the leasehold only. I just wondered what 
the result was. 

Mr. Natsu. I believe we have also—I believe we have proceeded 
with condemnation of the fee; is that correct, Mr. Watts? 

Mr. Warts. That is correct. 

Mr. Hépert. Wait a minute, gentlemen. Let’s have order here. 

Mr. Witson. I can answer the question in regard to the matter he 
raised. Last vear the committee on the same plant condemned the 
fee that we had previously condemned the leasehold for. 

Mr. CunnincHam. Do you know the amount? 

Mr. Witson. No. It is estimated, if | remember correctly- 
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Mr. Naisu. Actually in condemning the fee, it is now in the courts 
for adjudication of what it shall be—what shall be a fair and equitable 
amount for the repossession of the property, as it were. 

Mr. Witson. The estimate was $6 million, if | remember correctly. 

Mr. CunnrncHam. We sold it in 1949 for $1,050,000, the whole 
thing. The owner had already sold off about 12 percent for $3 million 
before he wanted it back. 

Mr. Natsu. Something like that. 

Mr. Gavin. What do you estimate its value right now? 

Mr. CunninGuam. I don’t know. 

Mr. Héperr. All right, Mr. Gavin. 

Mr. Gavin. What is the total amount of contracts you have with 
the Government and how far back do they extend, that remain to be 
renegotiated and finally determined and settlement brought about? 

Mr. Natsu. We have been renegotiated, if that is the phrase you 
are referring to. 

Mr. Gavin. Whatever term you want to use. You haven’t settled 
up with the Government. How far back does it go and what is the 
total amount of contracts yet to be settled by the Government? 

Mr. Natsu. I believe Mr. Brewton has that exact figure for you. 

Mr. Brewron. The Renegotiation Board has cleared Convair 
through the vear 1952. Our sales to the military for the years 1953, 
1954, and 1955, are yet to be renegotiated. Those sales total about 
$1 billion. 

Mr. Gavin. That is what I am asking. [| will ask another question 
in a minute. The other day—what did vou sav they amount to, 
1 billion 250 million? 

Mr. Brewron. Right. 

Mr. Gavin. 1 billion 250 million. Another one, | billion 688 
million. Another, 2 billion 500 million. In oiher words, the Federal 
Government is furnishing the money to operate the whoie setup. 

Now, 1 billion 250 million. 

Mr. Brewton. This is statutory renegotiation, not price redeter- 
mination. 

Mr. Gavin. Right. 

Mr. Brewron. We do not anticipate 

Mr. Gavin. Are you ready to settle up with the Government—I am 
trying to find out where the fault lies, that we should go back to 1952. 
This is 1956. There are 4 years. I can’t see any reason why they 
can’t be renegotiated and determined and settlement made. Are you 
in a position—whose fault is it? Your fault or is it the Renegotiation 
Board, that these matters haven’t— 

Mr. Brewton. I don’t know that there is any fault at all. They 
are working on our cases for the years 1953 and 1954. We of course 
have not filed for the year 1955. The reports are not yet due. 

Mr. Gavin. And you wouldn’t think that there was anybody who 
was at fault, then? 

Mr. Brewron. No, sir. 

Mr. Gavin. Don’t you think it is a long time? If you had that 
amount of money tied up yourself, wouldn’t you get busy and get it 
determined upon and get a settlement made? You wouldn’t let it 
run for 2 or 3 years, would you? 

Mr. Brewton. To the best of my knowledge and belief, there are 
no funds tied up. We do not believe we realized any excessive profits 
for these years. 
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Mr. Gavin. I am not talking about profits now. I am talking 
about the use of the money which is still in your hands. 

Mr. Natsu. No. 

Mr. Brewron. We are talking about statutory renegotiation, not 
price redetermination. Our contracts are redetermined currently. 

Mr. Gavin. You haven’t settled with the Government, or the Gov- 
ernment hasn’t settled with you. I am trying to find out why it 
hasn’t. Why does it take 2 or 3 years to get these matters determined 
after a contract has been completed? 

Mr. Hérert. Mr. Gavin, may I say to you here, we will have the 
Renegotiation Board before the committee and I know you will want 
to examine them thoroughly. 

Mr. Gavin. Right. 

In all the previous companies that have come before us, Mr. Chair- 
man, the net worth has been up on the board. 

What I would like to find out: What was the net worth of Consoli- 
dated Vultee, which is now Convair, back in 1952 and 1953 and 1954 
and 1955? Could you give us those figures? 

Mr. Natsu. May I answer that, Mr. Gavin? 

Mr. Gavin. Yes. 

Mr. Natsu. The reason why the numbers do not appear on the 
board is that Convair was a corporation in 1952 and 1953 and we do 
have available all of the numbers you require for 1952. Their cor- 
porate existence terminated in 1954. 

Mr. Gavin. Yes, but you operate them as a separate division. 

Mr. Naisu. No. 

Mr. Gavin. And you ought to be able—your balance sheet ought 
to show what they are in those respective years. 

Mr. Natsu. No, sir, we do not. 

Mr. Gavin. It is not an integral—one operation. This is the 
Convair division. What I want to know is what their net worth 
was in 1952 and 1953 and 1954 and 1955, of the Convair. Certainly 
you have got that broken down. 

Mr. Natsu. No, sir. Let me explain it once again. Perhaps I am 
not very clear. I can give it to you in 1952. 

Mr. Gavin. What was it in 1952? 

Mr. Natsu. Can you give it in 1952? 

Mr. Brewron. At November 30, 1952, it was $49,031,973. 

Mr. Gavin. That is in 1952. 

Mr. Brewron. 1952. 

Mr. Gavin. Then you are going to produce the figures for 1953, 
1954, and 1955? 

Mr. Natsu. No, sir. 

Mr. Gavin. You are not? 

Mr. Natsu. No, sir. 

Mr. Gavin. At that time, from this you can determine the value 
of a stock. And you are going to get into an interrogation about the 
exchange of stock, 4 for 7, or 7 for 4—— 

Mr. Héperr. No. You can ask him questions. 

Mr. Gavin. On that block of stock you had there——— 

Mr. Natsu. Yes, sir. 

Mr. Gavin. In which you issued 4 shares of General Dynamics for 
7 shares of Convair; is that right? 
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Mr. Hess. Consolidated Vultee. 

Mr. Gavin. Consolidated Vultee. 

Mr. Natsu. Yes. 

Mr. Gavin. What was the price of Consolidated Vultee at the time 
the exchange was made? , 

Mr. Natsu. Frankly—— 

Mr. Gavin. It was on the market. You can 

Mr. Natsu. Frankly the fluctuations of the stock market get me 
pretty dizzy. J am not sure of the numbers, of what the stock was 
selling for at the time. I am sure some of my associates would have 
some recollection. Do you remember, Mr. Hopkins, what the 
price—— 

Mr. Hopkins. Selling at 24, | believe. 

Mr. Natsu. Selling at 24. 

Mr. Gavin. 24. At that time the exchange was made in 1952. 
| haven’t anv further questions. 

Mr. Hféperr. Any further questions, members of the committee? 

Mr. Mituier. No further questions. 

Mr. Courtney. Mr. Chairman, may we have the net worth of 
(Consolidated Vultee for 1953? 

Mr. Héperr. Yes. 

Mr. Brewron. $52,420,308. 

Mr. Courtney. And was the ratio of 4 to 7 in the stock exchange 
based on the stock-market values at the date of the transfer or agree- 
ment? 

Mr. Brewron. | do not know. 

Mr. Courtney. It must have been. 

Mr. Naisa. It was a combination—this is off the record. 

(Statement off the record.) 

Mr. Hésertr. Thank you, gentlemen, very much for your appear- 
ance. We appreciate your cooperation. The committee will stand 
in recess until 2 o’clock, at which time we will have Northrop. 

(Whereupon, at 11:45 a. m., the subcommittee recessed to recon- 
vene at 2 p. m., the same day.) 


AFTERNOON SESSION 


Mr. Héperr. (Also present: Messrs. Hess, Bates, and Miller). The 
committee will come to order. 

Members of the committee, we have representatives of Northrop 
Aircraft Corp. before us. 

Mr. Courtney. 

Mr. Courtney. Mr. Chairman, we have Mr. Whitley C. Collins, 
the president of the corporation, who has a prepared statement, a 
portion of which, or the highlights of which he desires to present to 
the subcommittee orally and the major portion of which he desires 
to have made a part of the presentation. 

Mr. Hénert. With the understanding, Mr. Collins, that you desire 
to place the entire statement in the record and will summarize for the 
benefit of the committee at this time. 

Mr. Couuins. That is right, sir. 

Mr. Héserr. You may proceed. 
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TESTIMONY OF MR. WHITLEY C. COLLINS, PRESIDENT, 
NORTHROP AIRCRAFT, INC. 


Mr. Coxiins. Mr. Chairman and gentlemen, on my left is Mr. 
Roland Pagen, vice president and treasurer of the company, and Allen 

Morgan, assistant secretary in charge of our customer relations 
and contract administration, 

Northrop Aircraft welcomes the opportunity to appear before this 

committee and to set forth for the record the following statement 
of our corporation’s accomplishments. 

Northrop Aircraft is proud of the contributions which it has made 
to the national defense effort over the past years. We believe these 
accomplishments have been made in the best tradition of American 
enterprise and that the healthy competition which exists within our 
industry has assisted in producing the maximum defense for the 
minimum dollar. 

We applaud some of the statements which have been made pre- 
viously before this committee. We consider that the total dedication 
of our facilities to the service of the United States Government should 
be considered laudable rather than a stigma. 

Two general kinds of activity are needed to produce a modern 
weapon system. Initially, a contractor may spend 2 or 3 years in 
study, research, and proposals, which may be followed by a research 
and development phase lasting perhaps 5 years. This activity is 
carried on at a very small profit—in some cases at actual expense. 
lor example, Northrop Aircraft spent approximately $800,000 without 
contract support in research and study of the long-range interceptor 
program, which we felt was vitally needed. This research increases 
our overhead costs. This program is only now entering the official 
research and development phase, where our work is supported by 
contract. 

Commonly 7 or 8 years of low profit activity may be required to 
bring an airplane into the production phase of the weapon system 
cycle. If the airplane is then accepted and purchased in quantities, 
the manufacturer has an excellent opportunity to earn a profit. Pro- 
duction of a successful weapon may last several years, but at the end 
of the production cycle, the manufacturer is again faced with the 
problem of lean years until he can develop another useful weapon. 

The Northrop record for the last 15 years discloses such a pro- 
nounced up and down cycle. In these peaks and valleys, the com- 
pany has been subjected to substantial business risks. 

We favor spirited competition. We feel that the Government does 
not owe anyone a living, and we are willing to take our chances on the 
quality of our accomplishments. We feel that competition keeps us, 
as well as our competitors, on our toes and continuously seeking 
means of accomplishing more for less. 

This does, however, present come problems. On simple manu- 
facturing and assembly jobs, there is competition in the sense usually 
understood by the public. 

These nonairframe companies do not as a rule maintain scientific 
talent capable of generating original designs contributing to the 
national defense capability. They are not committed to the sub- 
stantial expense of maintaining these large reservoirs of scientific 
talent. It is therefore difficult for a major airframe producer, who 
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maintains such an organization, to compete on a dollars and cents 
basis with them. 

Northrop’s pool of scientific talent numbers approximately 3,000 
people of extremely high skill and ability. The value of this organiza- 
tion is enormous, even though it is not reflected on a balance sheet. 
It is also expensive to maintain. 

We believe the military services are to be complimented on their 
system of procurement and their methods of evaluating competition. 
A method has recently been introduced under which the services 
select several sources from which to obtain preliminary designs. 
Both the designs and the capabilities of the sources are gone into 
thoroughly by a selection board. Our customers’ representatives, in 
our experience, have been men of exceedingly high capabilities and 
talent and, needless to sav, of hich integrity. They consider the 
company’s approach to a specific problem, the technical talent avail- 
able for the solution of the problem, the record of the company’s 
previous accomplishments, and many other factors essential to the 
development of the weapons. We believe that their stewardship of 
the taxpayers’ money is above reproach. 

| would like to touch briefly on our company history and present 
projects. 

The history of Northrop: Northrop Aircraft, Inc., was organized 
in 1939, as a publicly owned company with an original total personnel 
of approximately 50 persons. Since original capitalization was low 
the corporation operated during the formative period under rigid 
self-imposed economies in an effort to build a useful facility and 
staff for the bezinning national defense effort. 

In the first years, before the company had been able to develop its 
own useful designs, Northrop devoted a large part of its defense effort 
to subcontracting work with other major manufacturers. ‘The com- 
pany built 44,832 cowls and 25,068 nacells for B-17 Flying Fortresses; 
1,309 sets of tail surfaces and 2,582 sets of nacells and cowls for 
Catalina PBY5’s and produced 400 Vengeance dive bombers. First 
complete military airplane designed and built by Northrop was the 
N3PB, a high-speed seaplane produced for the allied Norwegian 
Government. 

In 1940, the company recognized the need for a night or all-weather 
fighter interceptor to meet the threat of German and Japanese bomb 
attacks. Result was the Northrop Black Widow F-61, the first 
United States airplane of its type. The F-61 carried new airborne 
radar equipment and a heavy complement of guns and cannon. Its 
ability to seek out and destroy enemy bombers under adverse condi- 
tions was widely credited with helping to end night bombing attacks 
in both the European and Asiatic theaters. Approximately 700 
Black Widows were built and delivered to the United States Armed 
Forces by Northrop. 

In addition to representing a vital contribution by Northrop Air- 
craft to the World War II effort, the Black Widow established our 
company as a leader in the all-weather interceptor field—a leadership 
which we have never relinquished. The Black Widow was later 
replaced by the F-89 which is still the only pure all-weather inter- 
ceptor design available in the Air Force inventory. 

Because research in aviation has outstripped the progress of achieve- 
ment in most other fields of science, we have found it necessary to 
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move into many related areas, such as electronics. Northrop 
developed the Maddida, short for magnetic drum differential digital 
analyzer, which incorporated basic discoveries now used in many 
devices in the growing field of automation. Our missile programs 
led us into the field of optics, where we were compelled by the reqire- 
ments of our advanced systems to move beyond the state of the art 
as it then existed. In these instances and in others, we built up a 
capability simply because no capability then existed in American 
science. 

The path has not often been smooth since the end of World War II. 
In an effort to broden our market, we developed immediately after the 
war a three-engine workhorse transport. 

We found this airplane was competing in the commercial market 
against the war surplus airplanes then being sold at low prices by the 
Government. Our commercial sales effort was a failure. We made a 
new design based on the same concept and eventually sold a limited 
quantity to the Military Establishment on a fixed-price contract, 
which resulted in a substantial loss to Northrop Aircraft. 

Present status: On January 31, 1956, 1,510,824 shares of stock were 
held by 5,155 shareholders. The company now occupies 3,154,782 
square feet of covered area. Contracts have been let and construction 
is beginning on new buildings which will increase the area to 3,352,176 
square feet. Ownership of this area is summarized as follows. Com- 
pany-provided total area, 2,233,553 feet; Government-provided, 
699,355 feet; Government bases, 419,268 square feet; for a total of 
3,352,176. 

The construction now underway represents the first step in a long- 
term master plan. Some time ago Northrop employed the architec- 
tural and planning firm of Pereira & Luckman to prepare for us a 
step-by-step program stretching over the next 10 years. This pro- 
gram naturally will be continuously reviewed by Northrop’s board of 
directors in light of existing business conditions over the coming years. 
At present it calls for a substantial expenditure of corporate funds. 
At the present time it runs around $8% million and the 10-year pro- 
gram will run in the neighborhood of $40 million. 

This expenditure is aimed at building the most efficient possible 
physical facility for the production of weapons systems for the United 
States Military Establishment. We think our company’s effort in 
this direction demonstrates that we consider ourselves to have a real 
responsibility in the national welfare and are ready to risk a relatively 
large amount of our private capital to discharge this responsibility 
superlatively well. 

Personnel now totals approximately 21,500 and weekly payroll 
amounts to about $2,327,000. 

Northrop’s present principal production is the manufacture of the 
Scorpion F-—89 all-weather interceptor for the United States Air Force. 
I’—89’s are in use at bases of the Air Defense Command where they 
stand alert against enemy attack. They are also in common use 
under the rigorous and demanding conditions in the polar regions, 
with the Alaskan Air Command, Northeast Air Command, and the 
Icelandic Air Defense Force. 

As mentioned earlier, the F—89 is the only airplane in the Air Force 
inventory which was specifically designed as an all-weather interceptor 
from the time the first lines were laid down on the drawing board. It 
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is testimony to the integrity and value of this design that this aircraft 
is still fulfilling a vital mission even though 10 years have passed since 
its original design. Current models are armed with 104 folding fin 
air-to-air rockets, making it the heaviest armed such craft in service. 
A new model, the F-89H, which is the one with the black pods on, is 
now going into operational use. This aircraft is the first operational 
interceptor to carry the new Falcon air-to-air guided missiles. These 
missiles, which are able to seek out an enemy bomber and guide them- 
selves to the target, increase the defense superiority enormously. 
Even so, a model of the F—89 with still greater combat potential is well 
advanced in the planning stage. 

During a research program stretching over the past 10 years North- 
rop has also developed for the Air Force the SM-62 Snark. This 
pilot less bomber, the first intercontinental missile to be disclosed by 
the Air Force in actual “‘hardware”’ stage, is now undergoing proving 
at Patrick Air Force Base. Northrop’s work has included the de- 
velopment of the airframe itself, a system of long-range guidance and 
work in ground support and handling equipment. 

The airframe and the guidance system of the Snark have been 
tested and proved to an unexampled degree and this pilotless bomber 
is believed to be the closest approach, in point of time, to an opera- 
tional intercontinental missile available in the United States inventory. 

The Snark program thus represents real pioneering in the inter- 
continental missile field. 

It is corporate policy to survey continually the areas in which 
Northrop knowledge and experience can serve the National Defense 
Establishment. An outstanding product of this policy was the cor- 
porate effort which some years ago resulted in the creation of North- 
rop’s Anaheim, Calif., plants, now wholly owned by the company 
and operated as the Northrop-Anaheim division. Northrop’s Ana- 
heim facility represented the first entry into large-scale opto-mechani- 
cal manufacture on the west coast. Previously all such production 
had taken place east of the Mississippi River. 

The rest of the report is in more or less detail, and I would like to 
have it placed in the minutes. We will be ready for any questions 
which the subcommittee has. 

(The complete statement is as follows:) 


DocUMENTED STATEMENT By WuHitLEY C. CoLLINs, PRESIDENT, NORTHROP 
AIRCRAFT, INC. 


Northrop Aircraft welcomes the opportunity to appear before this committee 
and to set forth for the record the following statement of our corporation’s ac- 
complishments. 

By way of preface, we feel that certain general observations may serve to place 
this report in a proper framework of reference. 

Northrop Aircraft is proud of the contributions which it has made to the 
national defense effort over the past years. We believe these accomplishments 
have been made in the best tradition of American enterprise and that the healthy 
competition which exists within our industry has assisted in producing the maxi- 
mum defense for the minimum dollar. 

We applaud some of the statements which have been made previously before 
this committee. We consider that the total dedication of our facilities to the 
service of the United States Government should be considered laudable rather than 
a stigma. 

Some of the honorable members of this committee are no doubt familiar with 
the findings established by predecessor groups in previous years. Both the 
Finletter Commission and the Congressional Aviation Policy Board have at times 
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in the past recognized the desirability of a steady and consistent program of na- 
tional defense procurement. This is a continuous and vital need. 

Two general kinds of activity are needed to produce a modern weapon system. 
Initially, a contractor may spend 2 or 3 years in study, research, and proposals, 
which may be followed by a research and development phase lasting perhaps 5 
years. This activity is carried on at a very small profit—in some cases at actual 
expense. For example, Northrop Aircraft spent approximately $800,000 without 
contract support in research and study of the long-range interceptor program, 
which we felt was vitally needed. This research increases our overhead costs. 
This program is only now entering the official research and development phase, 
where our work is supported by contract. 

Commonly 7 or 8 years of low profit activity may be required to bring an air- 
plane into the production phase of the weapon system cycle. If the airplane is 
then accepted and purchased in quantities, the manufacturer has an excellent 
opportunity to earn a profit. Production of a successful weapon may last several 
vears, but at the end of the production cycle, the manufacturer is again faced with 
the problem of lean years until he can develop another useful weapon. 

The Northrop record for the last 15 vears discloses such a pronounced up-and- 
down cycle. In these peaks and valleys, the company has been subjected to 
substantial business risks. 

The airframe business is highly competitive. It is extremely difficult to build 
and maintain a qualified airframe manufacturing facility. We must have quan- 
tities of highly paid technicians, scientists, physicists, cost specialists, and allied 
craftsmen. And even though there are few qualified major airframe manufac- 
turers, they are capable individually of carrying out enormous creative and 
productive assignments. The existing military defense program is not enough to 
keep all these facilities operating at economically favorable levels. 

The result is spirited competition. We favor spirited competition. We feel 
that the Government does not owe anyone a living, and we are willing to take our 
chances on the quality of our accomplishments. We feel that competition keeps 
us, as well as our competitors, on our toes and continuously seeking means of 
accomplishing more for less. 

This does, however, present some problems. On simple manufacturing and 
assembly jobs, there is competition in the sense “usually understood by the public. 
For example, as a prime weapon system contractor, we are approaching an off 
cycle in our business. To pay rent and taxes and to keep our skilled creative and 
productive team together, we are forced to look to other manufacturers and other 
areas for work which we can put in our shops. Here we compete not only against 
other airframe manufacturers but also against the makers of water heaters, 
washing machines, and other commercial items, 

These nonairframe companies do not as a rule maintain scientific talent capable 
of generating original designs contributing to the national-defense capability. 
They are not committed to the substantial expense of maintaining these large 
reservoirs of scientific talent. It is therefore difficult for a major airframe pro- 
ducer, who maintains such an organization, to compete on a dollars and cents 
basis with them. 

In the long-range interceptor competition we are currently pitted against two 
other airframe manufacturers. Only one prime production contract is likely to 
emerge from this competition. It seems to us to be in the public interest if the 
losing companies then are provided an opportunity to subcontract to the winner, 
thus enabling them better to maintain the scientific talent which has historically 
contributed so much to national defense. 

Northrop’s pool of scientific talent numbers approximately 3,000 people of 
extremely high skill and ability. The value of this organization is enormous, 
even though it is not reflected on a balance sheet. 

In trying to be competitive, we have cut our overhead to the minimum, but 
there is a point below which we cannot go without impairing our ability to serve 
the country as an effective creator of new weapons. 

We believe the military services are to be complimented on their system of 
procurement and their methods of evaluating competition. A method has 
recently been introduced under which the services select several sources from 
which to obtain preliminary designs. Both the designs and the capabilities of 
the sources are gone into thoroughly by a selection board. 

Our customers’ representatives, in our experience, have been men of exceedingly 
high capabilities and talent and, needless to say, of high integrity. They consider 
the company’s approach to a specific problem, the technical talent available for 
the solution of the problem, the record of the company’s previous accomplishments 
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and many other factors essential to the development of the weapons. We believe 
that their stewardship of the taxpayers’ money is above reproach. 

The following record of our corporation should demonstrate effectively that 
we have carried out our business according to sound and accepted standards, that 
the compensation paid our personnel is comparable to that of other industry 
and is necessary to attract and hold the caliber of men essential for our success, 
and that our limited use of Government-owned facilities has not produced either 
high profits for our corporation or high costs for the taxpayers. 


BRIEF HISTORY OF NORTHROP AIRCRAFT, INC. 


Northrop Aircraft, Inc., was organized in 1939, as a publicly owned company 
with an original total personnel of approximately 50 persons. Since original 
capitalization was low the corporation operated during the formative period 
under rigid self-imposed economies—total compensation of the president during 
1939-40, first full fiscal year of operation was only $9,750—in an effort to build a 
useful facility and staff for the beginning national-defense effort. 

Northrop’s original corporate objective was to build and maintain a superior 
facility for the production of quality equipment for the United States military 
establishments. With minor exceptions, the company has always devoted its 
entire efforts, its plant, machinery, and equipment, and working capital to this 
goal. 

In the first years, before the company had been able to develop its own useful 
designs, Northrop devoted a large part of its defense effort to subcontracting work 
with other major manufacturers. 

The company built 44,832 cowls and 25,068 nacelles for B—17 Flying Fortresses; 
1,309 sets of tail surfaces and 2,582 sets of nacelles for cowls for Catalina PBY5’s 
and produced 400 Vengeance dive bombers. 

First complete military airplane designed and built by Northrop was the 
N3PB, a high-speed seaplane produced for the allied Norwegian Government. 

In 1940, the company recognized the need for a night, or all-weather fighter 
interceptor to meet the threat of German and Japanese bomb attacks. Result 
was the Northrop Black Widow F-61, first United States airplane of its type. 
The F-61 carried new airborne radar equipment and a heavy complement of guns 
and cannon. Its ability to seek out and destroy enemy bombers under adverse 
conditions was widely credited with helping to end night bombing attacks in both 
the European and Asiatic theaters. Approximately 700 Black Widows were built 
and delivered to the United States Armed Forces by Northrop. 

In addition to representing a vital contribution by Northrop Aircraft to the 
World War II effort, the Black Widow established our company as a leader in 
the all-weather interceptor field—a leadership which we have never relinquished. 

The Black Widow was later replaced by the F-—89 which is still the only pure 
all-weather interceptor design available in the Air Force inventory and will be 
discussed later in this report. 

Meanwhile, in the growth period, Northrop has assembled an outstanding 
team of engineers and technicians and was pursuing several important research 
and development projects which have since yielded outstanding contributions to 
the United States airpower effort. 

An example in this field is the pioneering work which Northrop performed in 
the field of all-wing and tailless aircraft. This program culminated in the United 
States Air Force’s jet Flying Wing bombers, regarded by some aviation experts to 
be years ahead of their time. 

These bombers were still in the proving stage in 1949, and thus were casualties 
of the urgent budget revision that year. It is generally conceded that the prob- 
lems of stability and control which were solved in their development have con- 
tributed greatly to the new and advanced family of delta aircraft now coming 
into the military inventory. 

_ During the immediate postwar period, the company designed and produced the 
X-4 airplanes, part of the famed family of X-series airplanes built to be operated 
as flying laboratories by the USAF and the National Advisory Committee for 
Aeronautics to explore transonic and supersonic flight. 

Northrop initiated projects resulting in leadership in the boundary layer control 
field, defined by many aeronautical experts as one of the real breakthroughs in 
aeronautical achievement. 

Because research in aviation has outstripped the progress of achievement in 
most other fields of science, we have found it necessary to move into many related 
areas, such as electronics. 
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Northrop developed the Maddida, short for magnetic drum differential digital 
analyzer, which incorporated basic discoveries now used in many devices in the 
growing field of automation. Our missile programs led us into the field of opties, 
where we were compelled by the requirements of our advanced systems to move 
beyond the state of the art as it then existed. In these instances and in others, we 
built up a capability simply because no capability then existed in American 
science. 

The path has not often been smooth since the end of World War II. In an 
effort to broaden our market, we developed immediately after the war a three- 
engine workhorse transport. This airplane was to the eye an ugly duckling but 
it employed some advanced aeronautical thinking. It was capable of carrying 
extremely heavy loads in and out of the tiny fields which were available in small 
communities and in remote areas such as South America. 

We found this airplane was competing in the commercial market against the 
war-surplus airplanes then being sold at low prices by the Government. Our 
commercial sales effort was a failure. We made a new design based on the same 
concept and eventually sold a limited quantity to the Military Establishment 
on a fixed-price contract, which resulted in a substantial loss to Northrop Aircraft. 


PRESENT STATUS 


On January 31, 1956, 1,510,824 shares of stock were held by 5,155 sharehclders. 
The company now occupies 3,154,782 square feet of covered area. Contracts 
have been let and construction is beginning on new buildings which will increase 
the area to 3,352,176 square feet. 

Ownership of this area is summarized as follows: 


[In square feet] 


' ! ni ~ Se iar re ws 
Company Government | Government |} mn 
vert } overt . | Yotal 
provided provided bases 
| | 


Presently occupied ! 


2, 057, 259 678, 255 | 419, 268 3, 154, 782 

New construction. _ 284, 730 21, 100 } 305, 830 
Less reduction in rental area 2 108, 436 2 108, 436 
Total area___- - 2, 233, 553 699, 355 419, 268 3, 352, 176 


! The 2,057,259 square footage includes 581,764 square feet of rented area. 
2? Denotes a deduction. 


The construction now under way represents the first step in a long-term master 
plan. Some time ago Northrop employed the architectural and planning firm of 
Pereira & Luckman to prepare for us a step-by-step program stretching over the 
next 10 years. 

This program naturally will be continuously reviewed by Northrop’s board of 
directors in light of existing business conditions over the coming years. At 
present it calls for a substantial expenditure of corporate funds. This expenditure 
is aimed at building the most efficient possible physical facility for the production 
of weapon systems for the United States Military Establishment. 

We think our company’s effort in this direction demonstrates that we consider 
ourselves to have a real responsibility in the national welfare and are ready to 
risk a relatively large amount of our private capital to discharge this responsibility 
superlatively well. 

In the summary of present facilities in use, areas of Government-owned bases 
represent space assigned for Northrop projects at existing bases where similar 
facilities are made available generally to other major airframe producers. 

Northrop is presently assigned 256,557 square feet at Palmdale, Calif., 32,726 
square feet at Edwards Air Force Base, Calif. and 129,985 square feet at the 
Long Range Missile Test Center area at Patrick Air Foree Base, Fla. 

Northrop’s principal offices and operations are carried on at Hawthorne, Calif., 
with additional work at Anaheim, Ontario, Palmdale and Edwards AFB, Calif., 
and at Patrick AFB, Fla. Personnel now totals approximately 21,500 and 
weekly payroll amounts to about $2,327,000. 

Northrop’s present principal production is the manufacture of the Scorpion 
F-89 all-weather interceptor for the United States Air Force. F-89’s are in use 
at bases of the Air Defense Command where they stand alert against enemy 
air attack. They are also in common use under the rigorous and demanding 
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conditions in the polar regions, with the Alaskan Air Command, Northeast Air 
Command, and the Icelandic Air Defense Force. 

As mentioned earlier, the F—89 is the only airplane in the Air Force inventory 
which was specifically designed as an all-weather interceptor from the time the 
first lines were laid down on the drawing board. 

It is testimony to the integrity and value of this design that this aircraft is 
still fulfilling a vital mission even though 10 years have passed since its original 
design. 

Current models are armed with 104 folding fin air-to-air rockets, making it the 
heaviest armed such craft in service. 

A new model, the F—-89H, is now going into operational use. This aircraft is 
the first operational interceptor to carry the new Falcon air-to-air guided missiles. 
These missiles, which are able to seek out an enemy bomber and guide themselves 
to the target, increase the defense superiority enormously. 

A former Assistant Secretary of the Air Force has stated publicly that use of 
these new weapons ean, for the first time, place the advantage in air combat 
with the defense. Even so, a model of the F—89 with still greater combat potential 
is well advanced in the planning stage. 

During a research program stretching over the past 1 years Northrop has 
also developed for the Air Force the SM-62 Snark. This pilotless bomber, the 
first intercontinental missile to be disclosed by the Air Force in actual ‘“‘hardware’’ 
stage, is now undergoing proving at Patrick Air Force Base. Northrop’s work 
has included the development of the airframe itself, a system of long-range 
rsuidanece and work in ground support and handling equipment. 

The airframe and the guidance system of the Snark have been tested and 
proved to an unexampled degree and this pilotless bomber is believed to be 
the closest approach, in point of time, to an operational intercontinental missile 
available in the United States inventory. 

The Snark program thus represents real pioneering in the intercontinental 
missile field. It is unfortunate that in the public eve this accomplishment has 
been lost to some extent against the romantic background of the intercontinental 
ballistic missile which will come some time in the future. 

The intercontinental ballistic missile is a fearful weapon. It is not, however, 
the complete answer, in our opinion. We feel there is still an important defense 
job for the high-speed cruise-type missile like the Snark, which is relatively simple 
and inexpensive, and flexible enough to be used in a variety of ways over a variety 
of ranges. We are proud that we have been able to work with the Air Force in 
developing the Snark for the United States and we are glad that at this point in 
time, as far as we know, the Soviets do not have anything like it. 

It is corporate policy to survey continually the areas in which Northrop knowl- 
edge and experience can serve the National Defense Establishment. 

An outstanding product of this policy was the corporate effort which some 
years ago resulted in the creation of Northrop’s Anaheim, Calif., plants, now wholly 
owned by the company and operated as the Northrop-Anaheim division, 

Northrop’s Anaheim facility represented the first entry into large-scale opto- 
mechanical manufacture on the west coast. Previously all such production had 
taken place east of the Mississippi River. 

Northrop’s prior experience in optical and ordnance research made possible the 
establishment of this division, which originally served as a production source 
solely for the United States Army Ordnance Corps fire-control instruments. 

Through energetic pursuance of the broadest possible diversification program 
its value to the Military Establishment has been further increased. This was 
accomplished by acquiring the ability to handle a variety of projects, including 
manufacturing and research and development activities for all four military 
branches in the diversified fields of optics, armament, guided missiles. airframe 
components, and other specialized products. 

We have been competing with much larger companies with many of our products 
at Northrop-Anaheim. We have continually surveyed our organization and 
personnel to cut costs, improve quality and still maintain high levels of production. 

Rangefinders for the United States Army’s tanks, periscopes and telescopes for 
155-mm. self-propelled howitzers, optical windows for guided missiles, and 
armament devices are just a few of the products for which Northrop-Anaheim 
has established and maintained rigid production schedules with the highest 
possible quality. Anaheim now has 1,400 skilled personnel working in more than 
350,000 square feet of modern company-owned facilities. 
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SUMMARY OF OPERATIONS 


Following is a brief summary of the sales, Federal income taxes and net profits 
of Northrop since its inception in 1939. 





| 
== | Percent, 
Earnings | Federal | wot earp- — = | Federal 
Period 5 years to July 31 Sales before taxeson | ~ “in _ grey taxes on 
taxes | income es Sales” | income to 
| | | earnings 





SERS ST See oe $280,228 | $16, 048 


& 


7L.0 


$11, 390 $4, 658 66 | 
378 (: | ©@ 


___ SRE ee ae ee 154, 888 | 1 2,825 | 1 3, 203 | 1) 
SET LATE SRE ee 863, 577 | 48, 136 | 25, 284 22, 852 2. 65 52. 5 





RA tes 1, 298, 693 61, 359 | 37, 052 24, 307 1. 87 | 60.4 








1 Denotes loss. 


It cannot be assumed that Northrop has operated on the basis of a guaranteed 
profit. The net loss experienced during the 5-year period ended July 31, 1950, 
was caused by a very substantial loss sustained on the Government—Air Force— 
fixed-price contract mentioned earlier. 

It is interesting to note that the percentage of net profit to sales for the 15-year 
period amounted to only 1.87 percent. 

The net profit of $24,307,000 was utilized as follows: Expenditures for plant 
and equipment (before retirements), $11,987,000, or 49.3 percent; cash dividends 
paid to shareholders, $5,020,000, or 20.6 percent; retained in the business for 
working capital, $7,300,000, or 30.1 percent. 


PRINCIPAL PRODUCTS AND CONTRACTS 


Northrop’s major contractual agreements cover the F—89 series of aircraft and 
the intercontinental guided missile program. In addition, the company continues 
to work on numerous comparatively small contracts. 

The contract for the original development of the F—89 airplane was a cost-plus- 

fixed-fee contract under which work was authorized to proceed on May 3, 1946, 
although the contract was dated somewhat later. 
The first production contract for the F—89 airplanes was a cost-plus-fixed-fee 
contract, awarded after the prototype airplane demonstrated superiority over its 
competition. The fixed fee earned on this contract has averaged, before provision 
for Federal income taxes, +.25 percent of the total costs incurred. 

The guided missile work has been performed principally under two different 
cost-plus-fixed-fee contracts. Work under these contracts was first authorized 
to proceed on March 3, 1946, and December 20, 1950, respectively. The fixed 
fees on these contracts have averaged, before provision for Federal income 
taxes, 4.36 and 3.45 percent, respectively, on the estimated total costs to be 
expended under the contracts 

Under cost-plus-fixed fee contracts the amount of fee to be earned on the per- 
formance of the contract is fixed and agreed to by representatives of the United 
States Government and the contractor at the time the contract and supplements 
thereto are negotiated 

Under the fixed-price type of contract, with price redetermination and incentive 
provisions, which was used in ordering additional F-89 aircraft, the final price 
per airplane is not known until the contract has been practically completed, the 
costs audited and approved by representatives of the United States Govern- 


ment and fir 








4 












al price negotiations made. 
rhe company has been awarded three contracts of this type for F-89 aircraft. 
In addition to airplanes, each contract calls for a considerable quantity of spare 





parts, special tools, technical data, and so forth 

The target price of each of these contracts has been redetermined but incentive 
or final price determinations have been made for only one of the contracts. The 
amount of this contract as redetermined and including all changes was $138,- 
249,320. This amount represented an estimated cost of $128,011,999 plus an 8 








percent profit of $10,237,321. he final cost of this contract was determined in 
the negotiations to be $105,996,462 or $22,015,537 less th the estimated cost 
he contract amount The contract profit of $10,237,321 will be 





ieral income taxes to $4,913,914. 
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The $22,015,537 savings in costs will be distributed $17,612,430 to the Govern- 
ment and $4,403,107 to the contractor under the 80-20 percent provisions of the 
contract. Federal income taxes will increase the Government’s participation to 
$19,902,045 or 90.40 percent of the savings. The contractor’s participation will 
be decreased to $2,113,492 or 9.60 percent of the savings. 

After deduction for Federal taxes on income, the contract profit on this contract 
amounts to 4.07 percent and the contractor’s participation in the savings in costs 
amounts to 1.75 percent of the final contract price. This is an aggregate of 5.382 
percent of the final contract price. 

In subsequent contracts the redetermined prices were reduced in line with our 
improved cost experience. The redetermined airplane unit price, exclusive of 
engineering changes, under the first contract was $663,856. The prices under the 
second and part of the third contracts were $441,438 and $421,032 respectively. 
The third contract also called for F—89 airplanes of a new and different version. 
Because of the additional engineering and development costs required to increase 
the combat capability of these airplanes, the redetermined price was $506,284 
per unit. 

COMPENSATION OF OFFICERS 


As typical examples, the aggregate salary and incentive compensation of the 
officers of this company who earned in excess of $20,000 during each of the years 
1946, 1950, and 1955 is compared below with the sales volume for the same years. 








Salaries and 
compensation 
as above 


é 
Number of 
officers 
included 


| 
| Totalsales | Percent to 
| volume total sales | 





Year ended Juby 31: 






1946, salaries. ....---. Vi wheeweace =o! | 89, 583 $25, 982, 797 0. 34 | 3 

TOE, GUM 5S dss cad dtrdds cates cacewel 202, 916 | 3, 876, O86 . 46 6 

1055; GOMNNS. 25-20 - = ete VS 458, 282 | 256, 541, 780 .18 13 

1955, incentive compensation. --..-..------ -| 195, 500 , 541, 780 . 07 12 
| | 





The salary of each officer of the company, when approved by the board of 
directors or the executive committee is submitted to the Air Force contracting 
officer for approval. ‘The salary paid to each officer of Northrop has been ap- 
proved by the Air Force contracting officer. This approval does not include the 
incentive compensation paid to the officers of the company during the year 1955. 

The total amount of salaries paid to 13 officers of this company during the year 
ended July 31, 1955, amounted to $458,282. It is estimated that about $152,000 
or 33.26 percent of this amount will be paid to the Government for Federal income 
taxes. This leaves a total of about $306,000 of salaries which may be termed 
“take-home pay” for 13 officers of this company. 

The total incentive compensation paid to 12 officers of the company during the 
year 1955 amounted to $195,500. It is estimated that about $110,000 or 56 per- 
cent of this amount will be paid to the Government for Federal income taxes. 
This leaves a total amount of about $85,000 of incentive compensation which may 
be termed “‘take-home pay” for 12 officers of the company. 

It is estimated that the highest-paid officer of this company will be required to 
pay approximately 47.5 percent of his salary and 73 percent of his incentive com- 
pensation to the Government for Federal income taxes for the year 1955. 

All of the above tax computations are based on the assumption that the salary 
is the first income and is therefore calculated at the lower rates, and the incentive 
compensation is the second portion of the income and is calculated at the next 
lower rates. 

INCENTIVE COMPENSATION PLAN 


The fiscal year ended July 31, 1955, was the first year than any bonus or incen- 
tive compensation was paid to any officer or employee of this company. 

Incentive plans have been generally accepted as sound business practice in 
United States industry, and their effect in increasing efficiency is felt to be well 
established. The purpose of Northrop’s plan is to create an incentive for company 
personnel to promote the success of the corporation by providing an opportunity 
for those who have contributed to its successful operations to participate in the 
results of their efforts. 
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The plan aims at 
1. Focusing the attention of personnel on profits and the continuing 
growth of the company; 
2. Increasing efficiency, lowering costs, and enhancing profits; 
3. Encouraging teamwork throughout the organization in the achievement 
of a common task; 
4. Encouraging continuity of management thinking and action over the 
vears; and 
5. Improving the company’s ability to attract and retain competent key 
personnel, ‘ 

The plan was prepared by McKinsey & Co., a leading firm of management 
consultants employed by Northrop for this purpose. On November 18, 1954, 
Northrop shareholders approved the plan in its entirety by a vote of 631,824 to 
11,956. 

Application of the formula approved in the plan to the 1955 fiscal year pro- 
duced a maximum amount of $1,782,385 that would be permissible to distribute 
as incentive compensation for that year. The board of directors of the company 
appointed a committee of nonofficer directors, who could not participate in the 
plan, and assigned to it the responsibility of— 

1. Establishing the amount of incentive compensation that, in its opinion, 
should be distributed for the year 1955; and 

2. Fixing the amount of incentive compensation that should be paid to 
each officer and key employee of the company who, in its opinion, was 
deserving of such consideration. 

The committee determined that $594,500 should be distributed as incentive 
compensation for the year. This amount was equivalent to 33.3 percent of the 
maximum amount permissible under the plan. 

The committee also determined the personnel who should be ineluded in the 
plan and the amount to be paid to each, with the result that the amount was 
distributed among 12 officers and 149 supervisory and other personnel. 

The efficiency and cost reduction accomplished through this plan benefits the 
Government in lower direct and overhead charges to Government contracts. Up 
to the present date, the Government has not recognized the incentive compensa- 
tion as an allowable contract cost. 


STOCK OPTIONS FOR OFFICERS AND KEY EMPLOYEES 


The following is a brief summary of the terms of this plan: 

1. The number of shares which may be sold pursuant to options granted under 
this plan shall not exceed 57,500 and no one person shall be granted options for 
more than 8,625 shares except as provided for in paragraph 6, following. 

2. This plan is administered by the board of directors or a committee appointed 
by the board of directors. No person eligible to receive options under the plan 
shall serve on the committee. 

3. Options may be granted only to officers and key employees of the corpora- 
tion and of its present and future subsidiaries. 

4. The purchase price per share of the stock subject to each option granted 
pursuant to this plan is 100 percent of the average price per share of all sales of 
this stock on the New York Stock Exchange on the date such option is granted 
except as provided in paragraph 6, following. The purchase price must be paid 
in full in cash upon the exercise of the option. 

5. The holder of an option must remain in the continuous employ of the cor- 
poration or of a subsidiary of the corporation for 6 months from the date the 
option is granted before he can exercise any part of the option. Each option 
shall be exercisable thereafter during the term of the option (which shall be not 
more than 5 years from the date the option is granted). Not more than one-fifth 
of the total number of shares subject to the option may be purchased during each 
year, but any shares not so purchased in any year may be purchases in subsequent 
years during the term of the option in addition to the shares which may otherwise 
be purchased in that year. 

6. In the event of any change in the outstanding common stock of the corpora- 
tion subsequent to the date of the adoption of this plan by the board of directors 
by reason of a stock dividend, recapitalization, merger, consolidation or splitup, and 
the like, the aggregate number and class of shares available under the plan and 
the maximum number of shares as to which options may be granted to any indi- 
vidual and the number of shares subject to each outstanding option and the 
option prices shall be appropriately adjusted by the board of directors or the 
committee. 
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7. The plan shall terminate on December 1, 1957, and no option under it shall 
be granted thereafter. 

The purpose of the plan is to stimulate stock ownership in this company and 
to attract and retain high-caliber personnel in executive and key positions. 

On November 12, 1952, the shareholders of this company approved the plan by 
a vote of 339,119 to 32,297. 

The options to purchase stock that have been granted under this plan were 
not granted as additional compensation and have not been recorded as such in 
the accounts of this company. Therefore, no costs of any kind relating to this 
plan have been charged against any Government contract. 


CONSULTATION OR ADVISORY FEES PAID 


Men with a high degree of special knowledge and experience are required from 
time to time for the solution of specific problems at Northrop. In general, men 
with talent of this quality command exceedingly high rates of compensation. It 
is most economical and practical, therefore, to employ them on a part-time basis. 

The cost of consultant services which is charged to Government contracts, 
either direct or through overhead, is covered by consultant contracts which have 
been approved by the Air Force contracting officer. If the service provided by 
a consultant relates to a specific contract, the cost is charged directly to the con- 
tract. If the service is of general nature, the cost is charged to overhead. 


NET WORTH 


“Net worth” is a term used to express the shareholders’ equity in the company 
and is computed by deducting all known and recorded liabilities from the book 
value of the assets. This method of arriving at net worth is in accordance with 
accepted accounting practices and procedures. However, there are additional 
values which, if taken into consideration, would increase the amount of net worth 
to be considered when comparing earnings to net worth. 

For example, many assets such as land, buildings and, in many cases, machinery 
and equipment, would be valued at considerably more than the book value if 
such assets were appraised at today’s replacement cost less appropriate deprecia- 
tion. 

In our particular case the land owned is recorded in the balance sheet at cost, 
approximately $900,000. A conservative appraisal of this land today would 
amount to about $3,750,000, an increase of $2,850,000 which is not reflected in 
the net worth as shown by the balance sheet. 

There is, of course, another very valuable asset which cannot possibly be 
reflected in the net worth on the balance sheet. This asset is the experience and 
know-how of a trained organization such as Northrop has at the present time. 

In veiw of the above, any method of arriving at the percentage of profits to 
net worth without taking into consideration other values, would produce an 
unrealistic result. 

Unrealistic as it may be, the percentage relationship of our net profits for the 
1953, 1954, and 1955 fiseal years to the book net worth at the beginning of each 
of such years is set forth as follows: 








| 
1953 | 1954 | 1955 
Paces eee. <= 
ce ee ee a ee eee a $9, 469,948 | $12,044, 948 $15, 245, 491 
Net profit eit ditch ceca aria bin tdi uacteciotabtbas sd Gducxtenat ine ase 4 peaolkaae 3, 064, 145 | 3, 592, 103 10, 517, 884 


29. 82 68. 99 


Percent of net profit to beginning net worth____........--.----| 32. 36 





One of the principal factors making possible the rate of profit to net worth is 
the number of times the company is able to turn over its net worth in a year’s 
operations. By way of illustration, the total expenditures made in 1953 were 
$165,228,953, excluding Federal income taxes. This represents a net worth 
turnover of 17 times. The expenditures of $150,727,749 in 1954 and $233,323,005 
in 1955 represent a turnover of net worth of 12 and 15 times, respectively. 

Similarly the working capital at the beginning of each of the 1953, 1954, and 
1955 years was turned over during such years 23, 20, and 26 times respectively. 
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GOVERNMENT-OWNED FACILITIES 


At July 31, 1955, this company had the use of Government-owned facilities 
with a reported cost of $22,938,742.15. This amount represents the undepreciated 
cost of these facilities, and is made up of land and land improvements, $237,246.17; 
buildings and building installations, $8,860,869.40; and machinery and equipment, 
$13,840,626.58. Of this latter amount, approximately $5,860,000 was supplied 
by the Government and presumably came from Government storage. 

Of the above amounts $4,759,261.87 was expended for facilities at the Govern- 
ment’s own base at Palmdale, Calif., and consists of land and land improvements, 
$132,817.65; buildings and building installations, $3,883,412.69; and machinery 
and equipment, $743,031.53. 

Net earnings of this company for its 15 years of operation ended July 31, 1955, 
have been summarized at $24,307,000 and during the same period, expenditures 
for plant and equipment amounted to $11,987,000. 

If the Government had not furnished the facilities and the company had been 
required to acquire them out of its own funds at a cost of $22,938,742, then Nor- 
throp would have expended, in total, over $10 million in excess of the net profits 
earned during the 15-year period. 

It is true, of course, that a certain amount of this cost would have been returned 
to the company through depreciation charges, but even then the unreimbursed 
cash outlay would have exceeded the net profit. The depreciation incurred 
would have resulted in additional contract costs to the Government. 

This company paid rent from September 1, 1942, to March 31, 1948, amounting 
to $552,820 to the Government, or one or more of its agencies for the use of facili- 
ties furnished. This rent was charged to overhead expense, which was distributed 
to all contracts that were being performed at the time that the rent was incurred, 
with the final result that the rent or the greater part of it that the company had 
paid to the Government was eventually reimbursed to the company by the 
Government. 

During the high peaks and low valleys that are experienced in this type of 
business from year to year, it would not be good business for this company to plan 
its equity capital in amounts sufficient to buy for its own account all the required 
facilities that are necessary for the performance of the peak load of Government 
contracts, because: 

1. It must be remembered that at all times, all Government contracts are 
subject to termination by the Government for its convenience, at a moment’s 
notice, and the termination proceedings do not provide that the contractor will 
be reimbursed for all the facilities acquired for the performance of the terminated 
contract. This would place the company in the position of having spent its 
own funds for equipment and facilities which, due to the termination of Govern- 
ment contracts, might be idle and of no use to the contractor unless or until 
more business was obtained. 

2. In low valley periods, when perhaps all of the equipment and facilities 
cannot be used, it is the policy of the Government not to allow as a contract cost 
the depreciation on idle equipment and facilities unless it can be clearly shown 
that it is necessary to hold such items as standby equipment and facilities. 

It is evident from the foregoing information that it is the experience of this 
company that the net profit earned on the performance of Government contracts 
is not sufficient to enable it to acquire with its own funds all the facilities required 
for the efficient performance of such contracts. 


Mr. Héserr. Thank you very much, sir. 

Mr. Courrney. Mr. Chairman and Mr. Collins or Mr. Pagen, 
whichever one of you cheose to answer the particular question within 
vour field. 

Mr. Couurns. Yes. 

Mr. Courtney. At this point we will place in the record the 
statistics relative to the company’s operation for the 4-year period 
under consideration. You will verify these figures with me- 

Mr. Héserr. Mr. Courtney, may I interrupt you there? 

Mr. Courtney. Yes, sir. 

Mr. Héserr. At this time we have always asked the president to 
give his background, in order that we have a coherent record. 

Mr. Courrney. I am sorry. 
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Mr. Coxutns. I was born in Des Moines, Iowa, and educated in 
public schools. I had a bachelor of science degree in economics at the 
Wharton School, University of Pennsylvania. I worked for the 
Continental-Illinois National Bank of Chicago, in the credit depart- 
ment, and new business department, and left there when I was an 
assistant to the president. 

I went to California in the latter part of 1928 and became a vice 
president and general manager and treasurer and director of the 
Lockheed Airplane Co. 

I lost my interest in that during the depression, and shortly after 
that formed a company called Collins-Powell Co., which company 
acted as sales engineering company for the Elastic Stop Nut Corp., 
of Union, N. J. We developed the self-locking devices which are used 
on all aircraft. 

I was also a vice president of that company and a director. 

In 1939, I believe it was, I, along with Mr. Powell, formed a com- 
pany called the Radio Plane Co. We built radio-controlled aerial 
targets for all three services, all during the war. I think we built 
something like over 40,000 of them. 

During that period we also formed a company called the Holga 
Metal Production Co., of which I am chairman of the board, and that 
company manufactures metal furniture, steel filing cabinets, and engi- 
neering drafting equipment, and so forth. 

In 1952 we sold our interest in the Radio Plane Co. to the Northrop 
Aircraft Co. At that time I went on the board, but remained as the 
president of the Radio Plane Co. 

Mr. Courtnry. The board of Northrop, you mean? 

Mr. Couns. Yes; board of Northrop, and retained my presidency 
of the Radio Plane Co. 

In 1954, upon the death of Oliver Echols, the then president, I 
was elected president of Northrop and have held that position since 
that time, as well as being president of the Radio Plane Co. 

Mr. Hésertr. When did General Echols die, Mr. Collins? 

Mr. Couuins. 1954, in May. 

Mr. Hésert. How long had he been president of the company? 

Mr. Couurns. About 5 years. 

Mr. Hépert. About 5 years. What time did he go to the company 
after his separation or retirement from the Army? 

Mr. Couurns. He had spent several years as the president of the 
Aircraft Industries Association, from the time he left the services 
until he came into the Northrop Co. 

Mr. Héperr. What was his financial arrangement with the North- 
rop Co.? 

Mr. Couuins. Salarywise? 

(Mr. Hébert nods.) 


TESTIMONY OF MR. ROLAND PAGEN, VICE PRESIDENT AND 
TREASURER, NORTHROP AIRCRAFT, INC. 


Mr. Pacen. $60,000 a year. 

Mr. Hézerr. $60,000 a year salarywise? 
Mr. Pacen. That is right. 

Mr. Hfésert. Not otherwise? 

Mr. Pagen. That is right. 


74721—56——_88 
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Mr. H&éspert. No contract? 

Mr. Pacen. That is right. 

Mr. Hépert. On a year-to-year basis? 

Mr. Pacen. That is right. 

Mr. Hésert. He could be a holdout or you could be a holdout. 
It was a year-to-year basis? 

Mr. Couurns. That is right. 

Mr. Hésert. Your company is 99.9 percent Government? 

Mr. Cotuins. That is correct. 

Mr. Hé&perr. As I understand it from your statement, Mr. Collins, 
the company was not a commercial success? 

Mr. Cotuis. This was before my time. We developed an air- 
plane, a three-engine airplane which was to be used on small fields— 
a feeder line airplane—and also to be used in Central America and 
South America. But as you know, at the end of the war, many 
C—47’s and C-—46’s were thrown on the market. 

Mr. Héserr. That is what you mentioned in your statement here? 

Mr. Cotuins. That is correct. 

Mr. Héserr. The influx of the surplus material? 

Mr. Couuins. That is correct. 

Mr. Hésnerr. The influx of the war material. 

Then it is a fair statement to say that your company would not 
have been a commercial success if the Government had not stepped in 
at that time? 

Mr. Couurns. No, I wouldn’t say that. I think at that time the 
company probably made a poor choice in the type of airplane it 
wanted to build, but when the airplane was originally conceived, as I 
understand, it appeared to be one that would have a ready market 
especially in the Central American-South American fields. 

Mr. Hé&serr. You would not say that the Government came to 
your rescue or bailed you out? 

Mr. Couurns. No, I don’t think the Government has ever bailed 
the Northrop Co. out. 

Mr. Héserr. you would not say, either, that the Government has 
contributed to your ultimate success? In other words, if the Govern- 
ment had not come in, do you consider that Northrop would still be 
in business as a successful commercial venture? 

Mr. Couns. As a commercial venture? 

Mr. Hféperr. Yes. 

Mr. Couuins. | can’t answer that because I had nothing to do with 
the company at that time. 

Mr. Héperr. Who can answer it? 

Mr. Pacen. The company did a lot of Government business prior 
to the time that it had built this one airplane for commercial purposes, 
and it continued to do Government business while it built this one 
airplane for commercial purposes. 

Mr. Hénerr. How long were you with the company? 

Mr. Pacen. I have been about 12 years with the company now. 

Mr. Hénerr. Then you are in position to answer the question. 
Would you say in your opinion that if the Government contracts 
had not been enlarged, that Northrop would have been a commercial 
success? 

Mr. Pagen. I would say this, that Northrop had not gotten into the 
commercial business to any great extent. It only built one airplane 
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for commercial business. They were doing Government business prior 
to that time, during that time, and after that time. 

Mr. Héserr. Let’s divorce the Government at that time. Could 
Northrop have existed on its lone commercial airplane? 

Mr. Pacen. We didn’t have experience in that. I can’t answer 
your question. 

Mr. Hfépert. What is your opinion? Do you think Northrop 
could have made a success of one lone airplane as a commercial success? 

Mr. Pacen. No, I don’t think it could. 

Mr. Héserr. It could not have. The fact that the Government 
has come in has stabilized Northrop and allowed it—or rather assisted 
in its progress to success; that is a fair statement, is it not? 

Mr. Couurns. | would like to inject this, and I am still going on the 
record as I know it, but not through experience. 

This same airplane is also presented to the Air Force as a com- 
mercial rescue transport airplane. Before the contract had gone too 
far there was considerable—there was a cancellation of the contract 
and at a very great loss to the Northrop Co. It was during the period 
when they were retrenching all expenditures. The amount I can’t 
say because— 

Mr. Héserr. That was post-War II period? 

Mr. Couuins. That was post-War II, yes. But the Government 
didn’t come in and help Northrop at that time. As a matter of fact, 
it nearly breke the company from the standpoint of cancellation of 
this one particular contract. Is that correct? 

Mr. Pacun. That is generally correct. 

Mr. Héperr. Then the fact does remain, however, that what started 
out as a commercial venture is now 99.9 Government? 


TESTIMONY OF MR. ALLEN C. MORGAN, ASSISTANT SECRETARY 
IN CHARGE OF CUSTOMER RELATIONS AND CONTRACT AD- 
MINISTRATION, NORTHROP AIRCRAFT, INC. 


Mr. Morean. No, sir. It did not start. I think that it is not 
clear. It did not start as a commercial venture at all. It started——— 

Mr. Couuins. It started as a military? 

Mr. Moraan. Yes. 

Mr. Hépert. It started to get Government business. 

Mr. Pagen. It had Government business long before it built the 
commercial airplane. 

Mr. Hépert. That is correct. 

Mr. Pacsn. Then it built this airplane when it was very low on 
Government business. 

Mr. Héperrt. In other words, it was organized to get Government 
business? 

Mr. Pagen. Very definitely, sir. 

Mr. Moraan. That is right. 

Mr. Couurns. Northrop is strictly Government. 

Mr. Héperrt. Strictly Government? 

Mr. Couurns. Strictly Government. 

Mr. Hésert. That is all. Mr. Courtney. 

Mr. Courtney. Mr. Chairman, so we may get the financial 
statistics on the company—you follow me, Mr. Pagen? 
Mr. Pacen. Yes. 
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Mr. Courtney. Please, as we go through. 

Your fiscal year commences on the 31st of July in each year; is 
that correct? 

Mr. Pacen. That is right—the 1st of August of each year. 

Mr. Courtney. The Ist of August. So the figures we read will 
have reference to that date. 

At the beginning of your fiscal year, August 1, 1951, you had out- 
standing 574,039 shares of stock of a stated value, or par value, of $1 
a share; is that correct? 

Mr. Pacen. That is correct. 

Mr. Courtney. And at that point you had paid-in capital, addi- 
tional paid-in capital, of $2,852,758, with a surplus account of $6,- 
043,151? 

Mr. Pacen. The figures are correct. 

Mr. Courtney. At the conclusion of 1955, which is something over 
the fiscal year period, at the end of last year, you had outstanding 
1,508,514 shares of a par value of $1 each. Would you just briefly 
explain the reason for the increase in the number of shares? 

Mr. Pacen. Additional shares were issued. 

Mr. Courtney. That is an additional stock issue? 

Mr. Paacen. Yes. 

Mr. Courtney. Which numerically increased the number of 
shares? 

Mr. Pacen. And some of the shares were increased on account of 
a stock split, 2-for-1 stock split. 

Mr. Courtney. Part was a stock split and part was a stock divi- 
dend? 

Mr. Pagen. That is right. And part was sold for cash. 

Mr. Courtney. Yes, sir. At that point you had $2,861,210 in 
additional paid-in capital, with a surplus of $20,927,374? 

Mr. Pacen. That is correct. 

Mr. Courtney. As you have explained, the Government has been 
your prime customer. In 1952, 99.79 percent of the sales were to the 
Government; in 1953, 99.69 percent; in 1954, 99.97 percent; and in 
1955, 99.98 percent. 

Mr. Pacen. Those figures are correct. 

Mr. Courrney. In the first 3 years you paid $1 a share dividend 
on each of the 3 years, that is, in each of the 3 years, and in 1955 
a dividend of $1.60 in cash per share, plus the issuance of a stock 
dividend of 742,188 shares. 

Mr. Pacren. That was a stock split, not a stock dividend. 

Mr. Courtney. A stock split. Was that split made on market 
value or at par? 

Mr. Pacen. It was made on 2 for 1. 

Mr. Courtney. Two for one. 

Mr. Pacen. For every share that was turned in, two shares were 
issued for it. 

Mr. Courtney. Covering the same period, the net worth of the 
company in July of 1952, commencing their fiscal year, was $9,469,948, 
with a net worth at the close of 1955 of $25,297,099. 

Mr. Pacen. That is right. 

Mr. Courtney. Of the Government property at the end of calendar 
vear 1955, you had $23,853,196 of stated value. 

Mr. Pacren. That is correct. 
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Mr. Courtney. That value was determined by the Government. 

Mr. Pacen. Part of it was determined by the Government and 
part of it was determined by our purchases for the account of the 
Government. 

Mr. Courtney. And has not been depreciated? 

Mr. Pacen. That is the undepreciated value. 

Mr. CourtNEY. So we may know the nature of the property repre- 
sented by that $23 million, is that represented largely in the space to 
which Mr. Collins has referred to? 

Mr. PaGEn. Yes. 

Mr. Courtney. Plant? 

Mr. Pacen. That is right. 

Mr. Courtney. I think you stated, Mr. Collins, that you had 
something like 697,000 square feet of Government-owned plant? 

Mr. Couuins. That is right. 

Mr. Courtnry. As compared with 2,233,000, in round figures, of 
company-owned plant? 

Mr. Couuins. That is correct. 

Mr. Courtney. And the $23 million figure relates to that Govern- 
ment-owned plant? 

Mr. Couurns. But that also includes machine tools 

Mr. Courtney. I am coming to that, yes. 

Mr. Couurns. Yes. ; 

Mr. Courtney. The balance of the $23 million outside of the space 
is represented in machine tools and other equipment? 

Mr. Pacen. Buildings, building installations, machinery, and 
equipment. 

Mr. Courtney. No rental has been assessed against the Govern- 
ment-owned space or tools in this period? 

Mr. Pacen. No rent was assessed during this period. However, 
starting with September 1, 1942, carried on through March 31, 1948, 
the company paid $550,820—$820,000 rental to the Government for 
equipment. 

Mr. Courtrnry. For equipment? 

Mr. Pacen. For the facilities. 

Mr. Courtney. For the facilities? 

Mr. Pacen. Yes. 

Mr. Courtney. And equipment? 

Mr. Pacen. That is right. 

Mr. Courtney. That rental agreement was terminated at some 
point? 

Mr. Pacen. March 31, 1948. 

Mr. Courtney. Would we understand that generally you have had 
the use of these same properties over the period of—what did you give, 
1945? 

Mr. Pacen. 1948. 

Mr. Courtnry. 1948 on to the present time? 

Mr. Pacun. That is right. 

Mr. Courtney. Of company-owned property used in the perform- 
ance of your work, you have a cost figure of $11,331,739, with depre- 
ciation and amortization of $5,272,648. Was that depreciation and 
amortization accumulated over a longer period than the 4 years in 
question? 
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Mr. Pacen. That is accumulated since the date of the acquisition 
of the property. 

Mr. Courtney. Total—— 

Mr. Pacen. The total accumulated to date. 

Mr. Courtney. The total accumulated depreciation and amortiza- 
tion. Leaving a company-owned valuation less depreciation and 
amortization on its property of $6,059,081; is that right? 

Mr. Pacen. That is correct. 

Mr. Courtney. Now, Mr. Pagen, or whoever will answer the 
financial questions of the company, will vou state generally how you 
allocate the items of overhead, general administration, contributions, 
and the like? 

Mr. Pacren. We have 3 burden centers, 1 for manufacturing, 1 for 
engineering, and 1 for administration. 

The manufacturing burden is distributed over all the work, straight 
dollar labor costs, straight time dollars, used in the manufacturing 
department. 


The engineering is distributed on the direct labor, straight-time 
dollars on engineering. 

And on the administrative, it is distributed on the accumulation of 
both manufacturing and the engineering, straight-time labor dollars. 

Mr. Courtney. The distribution of the general administration 
burden is on the basis of labor dollars? 

Mr. Pacen. That is correct. 

Mr. Courtnny. Regardless of whether they are engineering or 
manufacturing. It is the total of both? 

Mr. Pagen. It is a combination of both. 

Mr. Courtney. A combination of both? 

Mr. Pacren. That is right. 

Mr. Courrnery. And it is distributed percentagewise? 

Mr. Pacen. That is right. All contracts are treated on the same 
basis. 

Mr. Courtney. All contracts are treated on the same basis. 


Within the general administration account, do you include salaries, 
contributions, and the like? 


Mr. Pacun. That is right, we do. 

Mr. Courtney. In your company, do you distinguish between cor- 
porate office and the expenses that are directly assessable to a contract, 
or do you lump the sum under general administration? 

Mr. Pacen. It is all distributed in one account, general adminis- 
trative expenses. 

Mr. Courtney. Do you have an incentive compensation plan now? 

Mr. Pacen. Yes, we do. 

Mr. Courrney. Will you explain the formula or the plan to the 
subcommittee? How do you determine the amount and how do you 
distribute it? Just in general terms and then we will be specific. 

Mr. Pacen. The incentive compensation plan was first installed in 
the vear 1955. 

Mr. Courtney. That is, it became effective in 1955? 

Mr. PaGcen. Yes. 

Mr. Courtney. For the vear 1955 or 

Mr. Pacen. That is right. 

Mr. Courtney. Or the year 1954? 

Mr. Pacen. For the vear ending July 31, 1955. 
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Mr. Courtney. 1955. 

Mr. Pacen. It was submitted to the stockholders for a vote and 
the stockholders voted in favor of this incentive plan in its entirety 
by a very large majority. There was a committee of the board of 
directors appointed to administer the plan. 

The formula that was provided for in the plan would provide a 
figure that could have been distributed as an incentive compensation 
for the year ending July 31, 1955, in the sum of $1,782,385. The com- 
mittee gave the matter a great deal of study, on this plan, and they 
agreed that the amount to be distributed should be $584,500, which 
is equivalent to about 33 percent of the total amount that could have 
been distributed under the formula of the plan. 

The committee then determined to whom the incentive compensa- 
tion should be paid and how much should be paid to the ones they 
considered. 

No one who may have been entitled to receive any incentive com- 
pensation was allowed to serve on the committee. 

Mr. Courtney. To determine the compensation? 

Mr. Pacren. That is right. 

Mr. Courtney. Or the incentive? 

Mr. Pacrn. That is right. 

Mr. Courtney. To be paid to that individual? 

Mr. PaGENn. That is right. 

Mr. Courtney. Can you round out for us in numbers the total who 
are authorized to participate in the first of these incentive payments? 

Mr. Coturns. Twelve officers. 

Mr. Pacen. Twelve officers and one hundred and forty-nine general 
supervision. 

Mr. Courrnry. One hundred and forty-nine 

Mr. Pagren. One hundred and sixty-one. 

Mr. Courtney. Supervisory employees? 

Mr. Pagan. Yes. 

Mr. Courtney, A total of 161? 

Mr. Pacen. Yes 

Mr. Courtney. Do you know whether or not any contracts of yours 
have been determined or redetermined since this plan has been opera- 
tive and these amounts have been determined? 

Mr. Pacen. One contract has been completed and the prices have 
been a 

Mr. Courtney. These figures which you have arrived at on in- 
one compensation as well as on salaries were considered in the 
determination of that contract? 

Mr. Pagen. Yes, sir. 

Mr. Courtney. Were any of the salaries or was any of the incentive 
objected to, if you know, in the redetermination? 

Mr. Pacen. The incentive compensation—check me on this, will 
you—has not been approved or recognized as a cost by the Air Force. 

Mr. Courrney. It has not been? 

Mr. Pacen. It has not been recognized or approved as an allowable 
cost in the contract as of the present time. 

Mr. Courtney. As of this time, is that right? 

Mr. Pagren. That is Ge 

Mr. Courtney. Mr. Chairman, there has been a difference in 
reporting on the part of this company with reference to salaries and 
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accounts here for the various years. The report for fiscal 1955, 
which is given to the committee, is substantially larger and covers a 
greater number of employees than those for the previous years. 

However, we can take the various officers by year. 

For the year 1952, the salary account of management as reported 
was $205,541. 

Mr. Pacen. Correct. 

Mr. Courtney. For the year 1953, $230,516; and for the year 
1954, $328,725. 

It appears, as Mr. Collins has testified, that he became an active 
officer in the company as of 1955, and so he appears first in that year. 

Could you give us the total salaries at this point for comparison? 
The officers for 1955, salary and incentive. 

Mr. PaGeEN. Salaries for the officers for 1955 amounted to about 
$458,000. 

Mr. Courtney. And the incentive. 

Mr. Pacren. The incentive amounted to $195,000. 

Mr. Courtney. And you said there was a total of something in 
excess of $500,000 distributed throughout the company? 

Mr. Pacen. That is right, $595,000. 

Mr. Courtney Let me go back just for 1 minute on this incentive. 
I take it that your formula calls for a percentage which shall not be 
exceeded in determining the total amount of incentive? 

Mr. Pacen. That is right. 

Mr. Courtney. But you in the year in question did not reach that 
percentage. 

Mr. PaGcen. Only one-third of it. 

Mr. Courtney. Only one-third of it. 

Mr. Coxturns. No; we declared it. We reached way above it. 

Mr. Pacen. No; we only—well, as I said before—— 

Mr. Courtney. What is the formula? Maybe we can get to it 
that way. 

Mr. PaGcen. Under the formula, there was an amount of $1,782,000 
that could have been distributed as incentive compensation. 

Mr. Courtney. How did you determine that $1,700,000? 

Mr. Pacen. It is 10 percent of the profits before taxes. 

Mr. Courrney. Ten percent of the profits before taxes is the 
basis 

Mr. Pacren. Yes; but wait a minute, after deducting 10 percent of 
the net worth, also before taxes. 

Mr. Courtney. After deducting 10 percent of the net worth before 
taxes. 

Mr. Pacen. Yes; and out of that, vou would have had a fund of 
$1,782,000. 


Mr. Courtney. Right. But you actually, by management deter- 
mination distributed only 500-—— : 


Mr. PaGen, $594,000. 

Mr. Courtney. Roughly one-third. 

Mr. Pagen. One-third. 

Mr. Couuins. If I may correct that, it was not management 
decision. That was the decision of a group of the board of directors 
who have no—I mean that are not in the management. 

Mr. Courtney. Some executive committee authorized to adminis- 
ter the planning. 
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Mr. Couturns. That is right, but none of them officers of the 
company. 

Mr. Pacen. The committee was appointed by the board of 
directors. 

Mr. CourtNEy. So we may understand the payment of officers 
of this company. Mr. Collins, Whitley C. Collins, as president and 
director for the year 1955, a salary of $82,083.33, with a $42,500 
bonus. 

Mr. Collins, is that bonus payable in the year in which it is awarded 
or is it distributed over a number of years? 

Mr. Couns. Paid within the year. 

Mr. Courtney. Paid within the year? 

Mr. Couurns. That is correct. 

Mr. Courtney. Would that be true with respect to all the others? 

Mr. Couuins. That is correct. 

Mr. Courtney. Do you have any further or additional means of 
compensation from the company by reason of being president, other 
than what appears here on this sheet? 

Mr. Couutns. No. 

Mr. Courtney. Such as future arrangements of any kind? 

Mr. Couutns. No; or contract. 

Mr. Courtney. William C. McDuffie, chairman of the board, 
$32,083.33, with a $17,500 bonus, or $49,583.33; Roland J. Pagen, 
vice president, treasurer, and director, $40,291.67, with a $20,500 
bonus, making $60,791.67; John W. Myers, vice president and director, 
who resigned June 1955, $57,687.49. That is total compensation. 

Kenneth P. Bowen, vice president for manufacturing: $40,291.67, 
with a $20,000 bonus, or $60,291.67; Edgar Schmued, vice president 
for engineering, $45,541.67, with a $22,500 bonus; George Gore, 
secretary and corporation counsel, $24,708.33, with a $7,500 bonus; 
John R. Alison, vice president for administration, $33,145.83, with a 
$17,500 bonus; Robert R. Miller, vice president and assistant to the 
president, $26,320.28, with a $16,500 bonus; A. C. Morgan, assistant 
secretary, $26,000 salary and a $10,500 bonus. 

S. W. Towle, Jr., assistant—S. W. Towle, Jr., assistant, District of 
Columbia office—that means Washington office? 

Mr. Cotuins. Washington office. 

Mr. Courtney. A salary of $17,796.67, with an $8,000 bonus; 
Charles Cilley, assistant treasurer: $16,589.48, with a $7,000 bonus; 
F. J. Baum, assistant secretary, Dayton: $15,742.62—Dayton, Ohio? 

Mr. Couuins. Dayton, Ohio. 

Mr. Courtney. In salary, with a $5,500 bonus. That is the 
officer complement of the company? 

Mr. Pagen. That is right. 

Mr. Courtney. The others appearing on this sheet are also 
company employees not within the managing group and all earning 
in excess of $20,000. 

Mr. Couurns. That is correct. 

Mr. Courtney. For the year 1955. 

Mr. Chairman, may this whole statement be placed in the record 
at this point? 

Mr. Hépertr. Without objection, it will be placed in the record at 
this point. 

(The document above referred to is as follows:) 
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Salaries in excess of $20,000 





| 1952 1953 1954 

John kK. Northrop, president and director __._- ad $51, 979. 25 — Cadet ts 
Oliver P. Echols, chairman of board and general manager -- | 60, 000. 00 $60, 000. 00 $62, 071. 43 
Roland J. Pagen, vice president, treasurer, and director_- 31, 187. 50 33, 250. 00 36, 208. 34 

John W. Myers, vice president and director (customer 

relations) (resigned June 1955)__-_-_- “ ieee 31, 187. 50 33, 250. 00 36, 208. 34 
Kenneth P. Bowen, vice president, manufacturing_- : 31, 187. 50 33, 250. 00 36, 208. 34 
Edgar Schmued, vice president, engineering - feed ‘ > 26, 666. 67 41, 380.95 
George Gore, secretary, corporation counsel. . ’ : : mS ‘ 20, 388. 82 
W.J. Cerny, assistant to president __ d ‘ ; ahi 21, 000. 00 23, 847. 24 
R. R. Nolan, manager, Anaheim division_____- '. ~—— 23, 099. 96 23, 899. 52 
C. B. Spencer, factory manager, Hawthorne_-. é BE EE Atak Bgl Sag 0, 293. 5 
W. F. Ballhaus, chief engineer _- Sy se tod ; za S 28, 218. 94 
Total - - sebaoes . 205, 541.75 230, 516. 63 328, 725. 44 





Officers salary and bonus in excess of $20,000 for 1955 


1955 





Incentive 


Salary compensa- Total 
tion 

Whitley C. Collins, president and director___---_--- $82, 083. 33 $42, 500 $124, 583. 33 
William C. McDuffie, chairman of board _--___- 32, 083. 33 17, 5300 49, 583. 33 
Roland J. Pagen, vice president, treasurer, and director 40, 291. 67 20, 500 60, 791. 67 
John W. Myers. vice president and director (customer rela- 

tions) (resigned June 1955) - ‘ pare 57, 687. 49 57, 687. 49 
a P. Bowen, vice president, manufacturing... aed 40, 291. 67 20, 000 6), 291. 67 

Edgar Schmued, vice president, engineering - 45, 541. 67 22, 5300 68. 041. 67 
George Gore, secretary, corporation counsel ‘ - 24, 708. 33 7, 5300 32, 208. 35 
John R. Alison, vice president, administration __-. * 33, 145. 83 17, 5300 50, 645. &3 
Robert R. Miller, vice president, assistant to pre sident_.- ; 26, 320. 28 16, 500 42, 820. 2s 
A. C. Morgan, assistant secretary 2 26, 000. 00 10, 500 34, 500. 00 
S. W. Towle, Jr., assistant secretary (D.C. office) .__- 17, 796. 67 8, 000 25, 796. 67 
Charles Cilley, assistant treasurer : oe 16, 589. 48 7,000 23, 589. 48 
F. J. Baum, assistant secretary (Dayton) - eis 15, 742. 62 5, 5300 21, 242. 62 





Mr. Courtney. Now under ‘“‘Contributions,’’ question 12, for the 
4 years under consideration, the aggregate payments for the fiscal year 
1952 have been $43,181.97, of which $29,522.47 was paid to the Air- 
craft Industries Association; $2,643 to the Research Institute of 
America; to the Institute of Aeronautical Sciences, $4,000; to the 
California Manufacturers Association, $1,250; to the Los Angeles 
Chamber of Commerce, $1,045. 

Mr. Chairman, for the year 1953, there were additions to these 
named organizations, and the total for 1953 was $47,459.75. For 
1954, it was $41,309.35. 

For the vear 1955, again to the end of the company’s fiscal year, 
which is July 31, to the same organizations we mentioned before 
Aircraft Industries Association, $21,883; Research Institute, $3,680; 
Institute of Aeronautical Sciences, $4,500; California Manufacturers 
Association, $2,604.17; Los Angeles Chamber of Commerce, $1,000 
National Association of Manufacturers, $1,382; Merchants and 
Manufacturers Association, $2,400; and the Palmdale Chamber of 
Commerce, $1,000; making $46,085.31. 

And that is distributed through the general administration and 
overhead? 

Mr. Pacen. That is right. 

Mr. Courtney. Account of the company? 

Mr. Pacen. Yes. 
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Mr. Courtney. Aad will appear in some form and in some distri- 
bution against the various contracts that we have under consideration? 

Mr. Pacen. That is right. 

Mr. Courtney. With respect to question 31, retired military 
personnel. 

During 1955, you have under the heading, ‘‘Consultation or ad- 
visory fees,”’ Mr. Walter S. Diehl, with a fee of $29,218.58. Will you 
tell us, please, what services are rendered by Mr. Diehl? 

Mr. Pacen. That fee is for the period from 1952 to 1955. That 
is the total fee. 

Mr. Courtney. Yes, I should have read it that way. 

Mr. PaGen. Yes, sir. 

Mr. Courtney. The total fee for the 4 years in question. Will 
you explain, please, what that fee is for? 

Mr. Pacen. Captain Diehl was an outstanding aerodynamist in 
the Bureau of Aeronautics. He was retained by us in the year 1951 
in the field of engineering and research. The contract provided that 
he was to work primarily with our engineering department and advise 
us as we might require in any appropriate engineering and research 
matters. 

Mr. Courtney. Did he have anything to do with sales or manage- 
ment? 

Mr. Pacen. No. The contract also provided that he was not to 
appear on our behalf before any Government agency, to give back- 
ground or advice. He was not to be required to represent the com- 
pany at any meetings. Captain Diehl’s services were solely of a 
technical nature. His services were discontinued on August 5, 1955. 

Mr. Courtney. Mr. E. C. Whitehead, for the 4 years in question, 
total fees of $68,763.80. Will you please state what services were 
rendered? 

Mr. Pacen. General Whitehead 

Mr. Couns. General Ennis Whitehead. 

Mr. Pagcen. He was first employed by us in August of 1951 as an 
advisor to top management in the field of long-range planning for 
company products, with particular reference to air-defense matters. 

Mr. Courtney. Did he have anything to do with the sales of any 
of your products to the United States? 

Mr. Pagen. Nothing whatsoever. 

Mr. Couuins. He also is a consultant for other companies. 

Mr. Hé&pert. Did you say for other companies? 

Mr. Couurns. Yes. 

Mr. Courtney. And from what services—in what service does 
he hold a retired status? 

Mr. Couuins. He was from the Air Force. 

Mr. Courrnry. Air Force? 

Mr. Couuins. Yes. 

Mr. Hésertr. You mean other aircraft companies? 

Mr. Couurns. No, he is consultant for the Maytag Co. of Newton, 
lowa, and I don’t know what his other connections are. 

Mr. Courtney. This fee is for the 4-year period? 

Mr. Couturins. That is correct. 

Mr. Courtney. And is it paid on a per diem basis or 

Mr. Pagen. It is paid on a monthly basis. 

Mr. Courtney. Monthly basis. As billed? 
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Mr. Pacen. By contract. 

Mr. Courtney. By contract. 

Now, Mr. F. Reed, $27,168.77 in fees in the 4-year period. In 
what service does he hold a retired status and what does he do for 
your company? 

Mr. Pacen. Colonel Reed was first employed by us in May of 
1953 as a consultant in the field of ordnance and aircraft armament. 
The contract specifically provided that he was not to engage in any 
negotiations with or represent the company in the sale of anything to 
or assist in the prosecution of any claim against the United States 
Government. 

Mr. Courtney. You have a written contract with him? 

Mr. Pacen. We have a written contract with him, which has been 
approved by the Air Force. 

Mr. Courtney. And with the others? 

Mr. Pacen. All of them are covered by a consulting contract and 
all such contracts have been approved by the Air Force representatives. 

Mr. Courtnry. Now, Mr. I. H. Owen in the 4-year period, con- 
sultation fees, $8,595.90. 

Mr. Pacen. Mr. Owen was first employed by us in November of 
1953, to assist full time in investigation of our quality control. 
Subsequently his employment was continued as a consultant in the 
field of aircraft and missile quality control and inspection. 

Mr. Courtney. Mr. Oliver P. Echols, formerly the president of 
the company, you have already identified. His salary of $182,071.43 
appears in your account under question 31 and has been distributed 
over these various contracts? 

Mr. Pacen. That is right. As mentioned before—— 

Mr. Courtney. The other is Mr. S. W. Towle, Jr., with a salary in 
the 4-vear period of $25,796.67, and he has now become an officer of 
the company? 

Mr. Pacen. He is assistant secretary of the company and Wash- 
ington representative. 

Mr. Courtney. And a Washington representative. In what de- 
partment does he hold a retired status? 

Mr. Couurns. Air Force. 

Mr. Hesertr. What was that name, Mr. Courtney? 

Mr. Courtney. 8S. W. Towle, Jr. 

I want to ask you about your accounting. His name appears again 
with a salary of $44,823.93. 

Mr. Pacen. It was asked for as an officer of the company. It was 
also asked for as a retired personnel. So consequently, it appeared in 
both places. 

Mr. Courtney. What did he get in total—$44,000 or $25,000? 

Mr. Pacen. Well, he got—for 1952 he got $12,950, and in 1953 he 
got $15,600, and in 1954, he got $16,273— 

Mr. MorGan. He appears in two places here. 

Mr. Courtney. He appears in two places, Mr. Pagen. 

Mr. Pacen. Well, in 1955, it was reported as an officer of the com- 
pany. I just don’t know why it is in there twice, but—take that 
$25,796 for the July— 

Mr. Courtney. Would you add it or deduct it from the $44,000? 

Mr. Pacen. Add it. 

Mr. Courtney. Add it to the $44,000? 
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Mr. Pacen. That is right. 

Mr. Courtney. And his duties are in Washington? 

Mr. Pacen. That is right. 

Mr. Courtnty. Will you explain, please, what he does for the 
company? 

Mr. Couurns. It is necessary for us to maintain an office in Wash- 
ington to coordinate with the various branches of the Government 
and to distribute information which is necessary for us to pass to the 
various agencies of the Government. It is also necessary for us to 
maintain a headquarters here for liaison information. 

Mr. Towle has nothing to do with sales or with the forming of 
contracts or the policies of the company. 

Mr. Hépertr. Does he have any expense account in addition to 
what his salary is? 

Mr. Couurins. He has a small expense account; yes, sir. 

Mr. Héperr. What do you call small? 

Mr. Couurns. I can’t tell you what the amount is, but I don’t 
think it is exorbitant. 

Mr. Héserr. What do you call exorbitant? 

Mr. Coutuins. It depends upon your mode 

Mr. Hérerr. It depends upon who is putting out the money and 
who is getting it. 

Mr. Morean. Mr. Collins, it isn’t a fixed expense account. 

Mr. Couiurs. It isn’t a fixed expense account. We have no fixed 
amount. 

Mr. Hf&perr. He has an open expense account. 

Mr. Cotuins. He has an open expense account. 

Mr. Courtney. Mr. L. F. Harmon, and in what department does 
he hold a retired status and what are his duties? 

Mr. Pacen. He resigned. He resigned in 1954. He was hired by 
us in August 1948. 

Mr. Courtney. Under a written contract? 

Mr. Pagen. No. He was fully employed. He was on a salary 
basis. 

Mr. Courtnry. And where was he located? 

Mr. Pacen. He was located in our headquarters in Hawthorne. 
[ might read this. In August 1948, Colonel Harmon submitted to 
the Air Force an affidavit similar to the one Colonel Towle submitted. 
In October, he received a letter from Colonel Coffield saying that 
clearance could not be granted because his affidavit did not contain 
adequate information concerning duties with the company and 
requesting that a supplemental statement be made dealing with the 
question of whether he was engaged directly or participating in behalf 
of Northrop in procuring or helping to procure Government contracts, 
or such other activities which reasonably or directly are aimed toward 
forming a basis for such contracts. 

Mr. Courtney. We understand, then, the Air Force objected to 
your retaining him? 

Mr. Pacsun. In December—— 

Mr. Courtney. In this status. 

Mr. Pagen. No. In December 1948, Colonel Harmon submitted a 
supplemental affidavit describing his duties and pointing out they 
were not of a sales or contract negotiation nature. He was assistant 
to the president in handling general administration work, systems 
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work, and procedure work, and was in no way related to sales in any 
shape or form. 

Mr. Courtney. Would he have anything to do with the inter- 
pretation of contracts by either the Air Force or vour company? 

Mr. Pacey. He had nothing to do with contracts. 

Mr. Courtney. During this period he received a salary of $71,736? 

Mr. Pacen. That is right. He left the company in 1955. 

Mr. Courtney. Al! of those sums that we have read with reference 
to the various individuals have been included in general overhead and 
are assessed against the contracts in question? 

Mr. Pacer. That is right, sir. 

Mr. Hésnerr. Mr. Courtney, before you go into contracts, are you 
finished with this phase? 

Mr. Courtney. Yes. 

Mr. Héserr. Will you please tell me what your total sales were in 
1952? 

Mr. Pacen. The sales in 1952 were $187,161,000. 

Mr. Héperr. 1953? 

Mr. PaGen. $170,714,000. 

Mr. Héserr. 1954? 

Mr. PaGen. $158,238,000. 

Mr. Hésperr. 1955? 

Mr. PaGen. $256,541,000. 

Mr. Hénert. I notice you have here Mr. John W. Myers, customer 
relations. I understand that he is no longer with the company. 

Mr. Pacen. That is right. 

Mr. Hésert. That is not the gentleman familiarly known as the 
Hughes one? 

Mr. Couurns. Not the same one. 

Mr. Hésert. I wanted to get the record straight. 

Mr. Couturns. That is the first thing he will always say when you 
introduce him. 

Mr. Hésertr. I can understand why. Who has replaced Mr. 
Mvers as customer relations man? 

Mr. Coxiurws. John Alison. 

Mr. Hésertr. Where does he appear, his name appear? 

Mr. Coiuins. He came up from administration. 

Mr. Héserr. I see. And he gets $50,000—$50,645. 

\s | understand it, customer relations deals with your customer, is 
that correct’ 

Mr. Cotiins. That is correct. 

Mr. Héserr. And your sole customer is the United States 
Government” 

Mr. Coiuins. That is correct. 

Mr. Hérerr. It cost vou $50,000 to have this man represent you 
with the Government, vour sole customer, right? 

Mr. Couns. That goes into many facets. It is just not calling 
on the customer. It goes into many divisions. They report to him. 
For example. we have a field service division where we maintain a 
group of experts that live with the squadrons in the field and see that 
their products are maintained properly and giving them up-to-date 
information. He also has charge of all the printing of the manuals, 
which is a rather sizable job. 

Mr. Héserr. | realize he must have a very large job, because he 
needs four assistants, as I see here. 











Oa Aandi a 


AIRCRAFT PRODUCTION COSTS AND PROFITS 2693 


Mr. Couuins. Well, there are four divisions. 

Mr. Héserr. You have, then, Mr. Towle, who is 

Mr. Couutns. Mr. Towle reports to me. 

Mr. Hépert. He reports to you? 

Mr. Couturns. That is right. 

Mr. Héserr. Mr. Buchner, the director of contract administration. 
He gets $22,494. And Mr. L. H. Smith is the manager of the customer 
service, and he gets $21,966. 

In connection with Mr. Towle in the District of Columbia office- 
he is retired Army or retired Air Force? 

Mr. Couuins. Air Force. 

Mr. Héserr. Retired Air Force. He gets $25,000. He is the 
gentleman that maintains the Washington office? 

Mr. Couuins. That is correct. 

Mr. Héperr. And has this expense account also? 

Mr. Couurns. Yes, sir. 

Mr. Hénertr. And you need him very, very much, undoubtedly, 
or else you wouldn’t have him there? 

Mr. Coturns. That is correct. 

Mr. Herert. Mr. Collins, could you tell me or tell the committee, 
rather: In 1952, the total sales of $187 million in round figures, and 
then drop in 1953, with a total sale of $171 million, and with $158 
million in 1954, and $256,500,000.in 1955. 

Mr. Couuins. Yes. 

Mr. Hésert. Your personnel jumped from 11 people to 44 people 
receiving $20,000 or more, on an increase in sales up to $256 million. 
Why this sudden jump? 

Mr. Couurns. I don’t think it is a sudden jump. I think it is a 
natural evolution in the increase in the pay of individuals that have 
been with the company over a period of time. 

You gave—we did not give you the list of the people that made, in 
the 1952-53 period, less than $20,000. 

Mr. H&éserr. I know that. 

Mr. Couurns. But the majority of those people probably went from 
fifteen, eighteen thousand, to over the twenty thousand dollar figure. 

Mr. Hépert. I recognize that. But it jumped from 1954 to 1955, 
four times. And yet your sales only increased some 

Mr. Hess. $100 million. 

Mr. Hépert. Less than that. About $70 million. 

Mr. Pagen. I might say, Mr. Chairman, that the sales for those 
vears are not representative of the work that is done. 

Mr. Hésert. I know that. I know there is a reason for it. I 
just want to know the reason. 

Mr. Pacen. Prior to that time, we were working on a cost-plus- 
fixed-fee contract. Then we got into the fixed-price incentive-type 
of contract, on which we built an inventory of something in excess of 
$90 million, I believe it was, by the end of the year. That was in 
inventory, instead of in sales. But the work was done. 

Mr. Hépert. They really weren’t paid for what they were worth for 
3 years. They were building on the future, is that right? 

Mr. Pacen. They were building airplanes, these airplanes here 
that went into the inventory. 

Mr. Hfépert. They were giving labor of love, with the hope that 
virtue would be rewarded in the ultimate? 
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Mr. Couurns. No. 
Mr. Pacey. On the cost-plus-a-fixed-fee contract, as soon as you 
spend any money it becomes a sale. On a fixed-price contract, you 
don’t record anything in sales or in profits until the actual airplane 
has been delivered. Then the costs are piling up in inventory. We 
have something in the nature of $90 million built up in our inventory. 
[ think it was for that year, approximately that figure. 

Mr. Couiirns. But the functions were still going on on the same basis 
if not at a higher tempo. 

Mr. Hféserr. They were performing the same duties? 

Mr. Couiurns. That is right. But the reporting was different as 
far as sales were concerned. 

Mr. Heserr. Of course, I can only take the figures you gave us. 
For 3 years, 1952, 1953, and 1954, you have 11 people going over 
$20,000, and then in 1955 it jumps up to 44 people going over $20,000. 
In addition to that, you have $993,000 in salary and $384,000 in your 
incentive bonus. Almost a third of the amount, of the total salary, 
you pay out in bonuses, also. You think that was in keeping with 
your increase in sales? 

Mr. Couuins. I think—— 

Mr. Héserr. Your answer is affirmative, of course, because you 
have done it. I just want to ask you the question. 

Mr. Couttins. I think it is in keeping with the type of business we 
are doing and the type of personnel that we are maintaining within 
our organization, with the idea of building for the future. 

Mr. Hésert. General Echols, at $62,000 a year—you managed to 
keep it down. I think you, Mr. Collins, went up to $124,000 a year, 
and everything went up in proportion to the new president and the 
chairman of the board, correct? 

Mr. Cotiins. Well—— 

Mr. Hésert. There was a new look, wasn't there? 

Mr. Cotirns. I don’t know whether it was a new look or not, but 
there were a few changes in the policy of the company. 

Mr. Hésert. Obviously. 

Mr. Coiuins. At the same time, the sala ry of Mr. Echols and the 
salary which I was receiving at the Radio Plane Co. combined was 
less than the total amount that was paid during Mr. Echols’ term 

Mr. Hépert. You said you bed new personnel and new people. Of 
course, you had a new combination. 

Mr. Courtney. 

Mr. Courtney. Mr. ¢ Chairma n, if we will then proceed with this 
Air Force contra AF. 33(600)6560, so we may ascertain your method 
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Mr. PaGen. It has since been redetermined. 

Mr. Courtnry. Very good. Can you give us the unit cost and the 
profit per plane on this contract as finally determined since this report 
has been received? 

Mr. Paaun. The redetermined price per airplane was $566,000. 

Mr. Courtney. And this is the F—89, is it not? 

Mr. Pagen. That is right. 

Mr. CourtNnny. $566,000—what is that, Mr. Pagen? 

Mr. PaGcen. $566,000. 

Mr. Courtney. Even? 

Mr. Pacen. No, $207.19. 

Mr. Courtney. With a profit as determined by you after redeter- 
mination-——— 

Mr. PaGen. Per airplane of $73,586.75. 

Mr. Courtney. And that in percentage is what? 

Mr. Pacen. About 14.9 percent. 

Mr. Courtney. May I ask what the original negotiated percentage 
was, if you know? 

Mr. Pagen. Eight percent. 

Mr. Courtngy. Eight percent. It resulted in 14 percent finally 
when the incentive was added to it? 

Mr. Pagen. It was an 80-20 split. 

Mr. Courtney. The split was 80-20? 

Mr. Pagen. That is right. 

Mr. Courtnry. Now your 20 percent, then, raised this 8 percent 
originally targeted, to 14.9 percent? 

Mr. Pacen. That is right. The 8-percent profit amounted to 
$10,237,321, before taxes. The incentive amounted to $4,403,107 
before taxes. 

Mr. Courtnry. This figure is before taxes? 

Mr. Pagen. That is right. That is for the airplanes only. The 
total contract figure was 13.8 percent. You were talking about the 
airplanes alone. 

Mr. Courtney. I am talking about the unit costs of the airplanes 
alone, 

Mr. Pagen. That is right. 

Mr. Courtney. The total profit? 

Mr. Pacen. That is right. 

Mr. Courtney. By way of your contract was 14.9. 

Mr. Pagen. That is right. 

Mr. Courtney. What is this other figure? 

Mr. Pacen. The contract as a whole was 13.8 percent. 

Mr. Moraan. Including spare parts and other items. 

Mr. Courtney. Spare parts? 

Mr. Moraan. Spare parts and the special tools and the other items 
that go with an airplane contract. 

Mr. Courtney. That would have to be adjusted to get your total 
costs on the total performance? 

Mr. Morean. That is right. 

Mr. Courtrnry. Under this contract. 

Mr. Morgan. That is right. 

Mr. Courtney. Those figures are final as of today? 

Mr. Moraan. That is right. 

Mr. Pacen. Yes, sir. 

74721—56——89 
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Mr. Courtney. The gross value of the contract, according to the 
figures here, appears to be $143,868,582.53. Is that a final figure? 

Mr. Pacen. That was before redetermination. 

Mr. Courtney. What was it after redetermination? 

Mr. Pacen. The total contract after redetermination was 
$120,636,890.93. 

Mr. Morcan. I believe there is a step missing in there. TI believe 
vou have your original, tentative target, do vou not, sir, of one- 
hundred-and-some-odd million? 

Mr. Courtney. I have question No. 6: 

Total sales price agreed upon to date, July 31, 1955, includes an adjustment 
for the redetermination of prices, but does not include any adjustments under 
the incentive provisions of the contracts, as such determinations have not yet 
been made, The amount at July 31, 1955, is $143,868,582.53. 

Mr. PaGen. $143,868,000 was the figure we had at July 31, prior 
to redetermination. 

Mr. Courtney. And that it became $20 million, in round figures 

Mr. Pacen. That is night. 

Mr. Courtney. The figure vou have just given. 

Mr. Pacen. That is right, of which the Government got 80 percent 
and we got 20. 

Mr. Courtney. Of the $20 million? 

Mr. Pacen. That is right. 

Mr. Courtney. In distributing vour overhead and administrative 
costs, the total administrative costs assigned against this contract- 
IT don’t know whether this would be a final figure or not, but it is 
$1,739,912 of administrative costs as vou have defined them. ITs that 
a final figure? 

Mr. Pacen. That figure you have there would be at July 31 

The contract was not completed until a later date. I don’t have 
those figures. 

Mr. Courtney. Have we got a final determined figure on any one 
of these contracts? 

Mr. Pacer. I don’t have it by breakdown. 

Mr. MorGan. Does Mr. Courtney understand that when we are 
speaking of the final determination we are speaking about negotiation 
before final closeout has been done? There are actually a few odds 
and ends of dollars to be cleaned up on the contract and there is still 
a burden to be determined. 

Mr. Courtney. All we want to find out, Mr. Pagen, is what these 
figures represent, so when we quote you we will quote you accurately 

Mr. Pacen. Those figures vou have in the report represent the 
situation on the contract at the time we were requested to report at 
July 31, 1955. 

Mr. Courtney. And that is all? 

Mr. Pacer. That is all 

Mr. Courtney. Do vou have a contract reported in here which 
was redetermined on July 31, 19 

Mr. Pacer. This is the only contract that has been redetermined 
and that was not redetermined until—do vou remember? 

Mr. Morcan. You mean the actual closeout on this one? 

Mr. Pacren. Yes 

Mr. MorGawn. January 1956, this vear. 
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Mr. Courtnry. We would understand that there has not been one 
of your contracts redetermined within the 4 years, so we could have a 
final figure, excepting such as you have just given now? 

Mr. Pagen. That is right. 

Mr. Courtney. Mr. Chairman, rather than pursue that at this 
point, since we do not have a final figure and the costs would not be 
representative, and since this contract has been finally determined 
between the Air Force and yourself, and we do have final figures 
which will be representative on distribution, perhaps the company 
would substitute a final—the final figures for this exhibit, of this 
contract, 6560. 

Mr. Pacen. We will not know the final figure until probably in 
November of 1956. 

Mr. Courtney. I am not looking for the final figure. Iam trying to 
vet the redetermined target price as of now, which I understand you 
have agreed upon. 

Mr. Pacen. I just gave you that. 

Mr. Courtney. But you don’t have it here in the book. I don’t 
have the distribution of costs. 

Mr. Paacen. No. 

Mr. Courtney. And as they would be readjusted by that figure. 

Mr. Couns. You want this brought up to date? 

Mr. Courtney. I merely want the relationship between the $120 
million finally determined and the costs as you would distribute them. 

Mr. PaGen. We don’t have it here, but we can prepare one for you 
and send it to you. 

Mr. Courrnry. Can you prepare that? 

Mr. Pagcen. Yes. 

Mr. Courtngy. We are simply trying to find out what your 
accounting practice is and how these contracts are administered, 
that is all. 

Mr. PaGen. We will be glad to prepare that and send it in to you. 

Mr. Courtney. So that will be a better picture of the company’s 
picture than the ones that we have. The other models you are 
building all have an ‘‘X” on them so I presume they are experimental 
models. 

Mr. PaGcsun. They are not finished yet, the rest of the contract. 

Mr. Courtney. Let me ask you this: Have you determined the 
percentage of profit to sales in the 4 years in question, and could you 
give us those figures? You have given us the sales figures. What is 
the percentage of profit to sales? 

Mr. Pacen. For the year ending July 31, 1953, the percentage of 
the net profit to sales is 1.79 percent. 

Mr. Courtney. 1.79. That is after taxes? 

Mr. Pacen. That is right. For the year 1954, it was 2.26 percent. 

“Mr. Courtnry. And for the latest one? 

Mr. Paacen. For the year 1955, it was 4.10 percent. 

Mr. Courtney. Before taxes or after taxes? 

Mr. Pacen. After taxes. 

Mr. Courtney. After taxes? 

Mr. Pacen. For the 6 months ending January 31, it was 2.37 per- 
cent. So our profits are coming down. 

Mr. Courtney. Have you been renegotiated during any of this 
period that we have discussed? 
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Mr. Pacen. We have been renegotiated through 1952. 

Mr. Courtney. Through your fiscal year 1952? 

Mr. PaGcen. Our fiscal year 1952. 

Mr. Courtney. Were any of the figures or any statistics changed 
by reason of any renegotiation? 

Mr. Pacen. No. Weare subject to renegotiation for the years 1953, 
1954, 1955, and 1956, so far as we have gone. 

Mr. Courtney. Then we need give no effect to statutory renegotia- 
tion in the consideration of these figures? 

Mr. Pacen. We know nothing about what they might be, if any. 

Mr. Courtney. With respect to subcontracting, on the contract 
that we have just discussed, on which you are going to bring down to 
date, the total dollar amount of subcontracts on that contract was 
$23,225,532, as it appeared on the date of your report. Would that 
percentage roughly remain the same on your adjusted figures? 

Mr. Pacen. It will be increased. 

Mr. Courtney. It would be increased? 

Mr. PaGen. Yes. 

Mr. Courtney. Can you tell us generally what the percentage of 
subcontracting in dollars is to total dollar value of your contracts? 

Mr. Pacen. Of all contracts? 

Mr. Courtney. Yes, sir. The range—— 

Mr. Pacen. I don’t know that figure. I imagine—— 

Mr. Courtney. The high and the low or any way you wish to 
take it. 

Mr. Pacen. I think we are subcontracting about 35 percent—to 
35 percent. I don’t know the figure. I can get it for you. 

Mr. Courtney. 30 to 35 percent would be a correct average? 

Mr. Pacen. I believe somewhere in that general area. 

Mr. Courtney. I think that is all, Mr. Chairman. 

Mr. Hésert. Mr. Pagen, how many directors do you have in 
your company? 
' Mr. Pacen. Eleven. 

Mr. Hésert. Eleven that are not represented in this officer list, 
or 11 in addition? 

Mr. Couurns. Eleven total. 

Mr. Pacen. Total. 

Mr. Hésert. How many of those 11 are officers? 

Mr. PaGcen. Only two. 

Mr. Hésert. Only two are officers? 

Mr. Coturns. That is right. 

Mr. Pacen. Two, with Mr. McDuffie, are three. 

Mr. Coturns. Mr. McDuffie, plus Mr. Pagen and myself 

Mr. H&éserr. There are three? 

Mr. Couurns. Three. 

Mr. Héserr. Eight are not officers? 

Mr. Couurns. That is correct. 

Mr. Hférert. What fees do you pay your directors? 

Mr. Pacen. $250 for attendance at a meeting. 

Mr. Héserr. How many meetings do you hold? 

Mr. Pagen. One a month. 

Mr. Hésert. One a month? 

Mr. Pacen. Yes. 
Mr. H&ésert. That is all. Mr. Hess? 
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Mr. Hess. I wonder if you could give us your profits in 1953, gross 
profit after taxes? 

Mr. Pacen. Profit after taxes? 

Mr. Hess. Right. 

Mr. Pacen. You mean the money or the percentage? 

Mr. Hess. Money. 

Mr. Pacen. The profit for the year ending July 31, 1953, after 
taxes, was $3,064,145. 

Mr. Hess. Would you give us the percentage of that which was 
paid out in dividends? 

Mr. Paacen. I haven’t got that figure, but on an overall basis we 
have paid out 20 percent in dividends. 

Mr. Hess. Is that the customary thing for your company to pay 
out, 20 percent in dividends? 

Mr. Pacen. It has been. 

Mr. Hess. And 80 percent to be retained in business? 

Mr. Pagen. It has been up to July 31. Out of the profits to July 
31, we spent approximately 50 percent of the profits, the net profits, 
on machinery and equipment and fixed assets. We spent 20 percent 
in dividends and we retained 30 percent of our net profits for working 
capital in the financing of Government contracts. 

Mr. Hess. I see. I note your dividends in 1952 and 1953 and 1954 
were $1 a share? 

Mr. Pacren. That is right. 

Mr. Hess. During those years the highest percentage that you 
made, based on sales, was 2.26 percent? 

Mr. PaGEen. 1954 we made 2.26 percent. 

Mr. Hess. Yes. Then in 1955, you paid $1.60 dividend and you 
gave a stock dividend of 1 share for each share that was outstanding. 

Mr. Fogo. Two. 

Mr. Hzss. Two for one? 

Mr. PaGeEn. Yes. 

Mr. Hess. That is one for each share that you had. 

Mr. Couurns. That is right. 

Mr. Hess. Is that correct? 

Mr. Pagen. That is correct. 

Mr. Hess. In that year you made 4.10 percent? 

Mr. Pacren. That is right. 

Mr. Hess. On your sales? 

Mr. Pacen. That is right. 

Mr. Hess. You haven’t been renegotiated on that year? 

Mr. Pagen. No. 

Mr. Hess. So that in the event that the Renegotiation Board de- 
cides that that figure is too high, you are going to have to dip down in 
your surplus account, are you not, and get it back out of that? You 
can’t go to your stockholders and ask them to pay the dividend back. 

Mr. Pacen. We don’t think that we have earned any excessive 
profits. 

Mr. Hess. No, I realize that. 

Mr. Hféperr. Nobody does. But I will say this, that you got the 
highest profit as of now. 

Mr. Pagen. As I explained before, it is cumulative into 1 year. 
A lot of these sales that were in that year—as I say, there was a lot 
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of inventory built up in the prior year and it doesn’t represent—it 
represents a 2-year profit, or perhaps more than that in time. 

Mr. Hess. It is on sales, though. 

Mr. Hépert. It is on sales. 

Mr. Cou.rns. It is a difference in types of contract. That is the 
answer. 

Mr. Héserr. It is dollars and cents in the bank. 

Mr. Cou.tns. I mean, if we had stayed on our old contract, on a 
cost plus fixed fee, the profit would have been higher the previous 
year than it was—— 

Mr. Hess. That is also the year that you paid out $384,000 in in- 
centive payments. 

Mr. Pagen. That is correct. 

Mr. Hess. You didn’t need the incentive in that year in order to 
make 4.10 percent. 

Mr. Pacren. I might add for the record there that out of this profit 
in 1955 we made, there is about 80 percent of it originates from the 
ineentive-type contracts. 

Mr. Hess. Yes, but you made no incentive payments in those years. 

Mr. Pagen. 1955? 

Mr. Hess. 1955 you started to make your incentive payments. 

Mr. Pacen. That is in the same year. 

Mr. Hess. Yes. But I say you made that profit that year without 
incentive payments. There was no need for incentive payments. 

Mr. Pacen. We had the incentive profits in 1955. 

Mr. Hess. Yes. 

Mr. Pacren. That was the first year we had them. And that was 
the year we made this profit of 4.10 percent. 

Mr. Bares. Just one general question. Do you find any difficulty 
in borrowing money as a consequence of this delay in renegotiation? 

Mr. Pacen. We have not experienced that up to the present time, 
but the delay in renegotiation is quite bad because we have got 4 
vears now that we are waiting for renegotiation—1953, 1954, 1955, 
and of course, 1956. 

Mr. Barres. The same as all the other companies? 

Mr. Pacen. That is right. 

Mr. Barres. You haven't experienced any difficulty from that 
angle? 

Mr. Pacen. The question hasn’t been raised with us. 

Mr. Bares. Have the performance characteristics of the Snark 
been published? 

Mr. Cotiins. No. It is still classified. 

Mr. Bares. Then the article by Hanson Baldwin in Colliers is not 
oificial? It doesn’t travel 5,000 miles, it doesn’t go at the speed of 
five to six hundred miles, it doesn’t go up to 30,000 feet—all of that 
is not official? 

Mr. Coutts. I don’t say—whether they have clearance from the 
Defense Department, the Air Force, I don’t know. I mean, we, as 
contractors, are not allowed to discuss the performance of it: 

Mr. Bares. It is just amazing, Mr. Chairman, how many secret 
briefs you get and we haven't received one on this. 

Mr. Cottins. This was just released, the day before yesterday. 

Mr. Bares. It is always secret information, out of the newspaper or 


magazines. 
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Mr. Couns. This model is the first time this has been released 
and it was released the day before yesterday. 

Mr. Courtney. Put that in the record. 

Mr. Barss. Are they in production? 

Mr. Couutns. They are under test. 

Mr. Bares. That is all, Mr. Chairman. 

Mr. Héserr. Mr. Courtney, did you have a question? 

Mr. Courtney. I just thought, Mr. Collins, you might elaborate 
on the presentation of this model here, in view of your statements. 

Mr. Couuins. Elaborate on it? We were quite anxious to have you 
see it. We are very proud of this development. 

Mr. Courtney. No, but as to its release for publie view. 

Mr. Cou.ins. There was an article about it or a photograph of it 
in Life magazine, I believe. Where they got the picture, I don’t 
know. They did not get it from the Northrop Aircraft Co. 

Mr. Courtney. So the model may now be seen? 

Mr. Couuins. Just the exterior of the model. 

Mr. Courtney. We have a little difficulty with the interior. 

Mr. Hépert. You mean, Mr. Collins, by that, that you now put it 
on public exhibition after Life magazine published it? 

Mr. Coxuins. We have special permission to bring this here, Mr. 
Courtney. 

Mr. Hésert. From Life magazine or the Defense Department? 

Mr. Couurns. No. 

Mr. Hésert. No. No what? 

Mr. Couutns. We did not ask Life magazine. So maybe we should 
put it back. 

Mr. Hésert. Thank you, gentlemen, very much for appearing. 
We appreciate your cooperation. 

The committee will stand in recess subject to the call of the Chair. 

Our tentative plans are to return on the 19th, because the staff 
needs time to catch its breath from these figures and to compile 
certain statistics which the committee will need. We plan at this 
time to return on Monday, the 19th, at which time we shall have the 
representatives of the Navy, to be followed by the Air Force, and in 
order to keep the record clear, I understand that Mr. Courtney had 
the two services toss a coin to see who would be here first, so there 
would be no partiality. 

Thank you, gentlemen. 

Mr. Cotiins. Thank you. 

Mr. Courrney. Thank you very much. 

(Whereupon, at 3:30 p. m., the subcommittee adjourned to recon- 
vene at 10 a. m., Monday, March 19, 1956.) 


NortTHRop ArrcraFt, INc.— Answers to questionnaire 


Question numbers and answers to questionnaire—answers concerning contract 
\F33(600)6560 are applicable to all Northrop contracts except for differences 
shown, Repetitious answers and material are deleted. 

2. Contract No. AF33(600) 6560. 

3. Type of contract—fixed-price with price redetermination and incentive 
provisions. 

4. Date of contract June 19, 1952. 

5. Date when authorized to proceed November 6, 1951 

6. Total sales price agreed upon to date (July 31, 1955), includes an adjustment 
for the redetermination of prices but does not include any adjustments under the 
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incentive provisions of the contract as such determinations have not yet been 
made. The amount at July 31, 1955, is $143,868,582.53. 

7. The unit sales price of the airplanes as redetermined but exclusive of the 
numerous engineering changes, a large portion of which affect all and/or certain 
of the airplanes, was $663,856.08 at July 31, 1955. It is impracticable to attempt 
a statement of the unit sales prices of each of the voluminous number of individual 
spare parts and other items ordered under the contract. 

8. Costs and expenses as follows: This contract had not been entirely completed 
at July 31, 1955, and therefore all costs had not been incurred. The costs stated 
represent the expenditures to July 31, 1955. 

(a) Separate cost accounts have not been maintained for the cost of raw ma- 
terials fabricated. This amount includes, in addition to the cost of raw materials 
fabricated, the cost of purchased parts, instruments, etc., which are standard to 
the airframe industry in general as well as certain items manufactured to Nor- 
throp’s design, $27,798,677.91. 

(b) This amount for direct labor costs, includes manufacturing and tooling 
direct labor and excludes engineering direct labor which is set forth under (f) 
below, $18,353,510.01. 


(c) Factory and engineering overhead charged against this contract: 


Factory overhead $26, 248, 587. 72 
Engineering overhead 3, 473, 369. 24 





29, 721, 956. 96 

For the reason that performance of this contract has been made in more than 
one of our fiscal years, the percentages set forth represent the relationship of the 
overhead charged to this contract in each fiscal year to the total for such year: 





| Factory Engineering 
| overhead overhead 
| 





| 
Percent | Percent 

0. 1820 | 0. 6650 

2. 6631 6. 5507 

10. 7060 

4. 2091 


1952... 


Fiscal year ended July 31: 





(d) Administrative costs claimed against this contract, $1,739,912.63. 

For the reason that performance of this contract has been made in more than 
one of our fiscal years, the percentages set forth represent the relationship of the 
administrative costs charged to this contract in each fiscal year to the total for 
such year: 


Fiscal year ended July 31: Percent 


(e) Overtime charged against this contract—This amount represents the 
amounts paid in excess of regular pay rates for factory and engineering overtime 
worked, $300,352.30. 

(f) Amount of engineering costs charged against this contract—Direct engi- 
neering labor costs, $3,390,416.17. 

For the reason that performance of this contract has been made in more than 
one of our fiscal years, the percentages set forth represent the relationship of 
direct engineering labor charged to this contract in each fiscal year to the total 
for such year: 


Fiscal year ended July 31: Percent 
9: 0. 6608 


(g) Development costs charged against this contract—The model F-89 air- 
plane was developed under a prior CPFF contract and therefore no portion of 
such development costs have been charged against this contract. 
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sion operations. The percentages of total are as follows: 
Fiscal year ended July 31: 


MR Ra RG la EC . eo o e 


(i) Total dollar value of subcontracts—As set forth under (a) above a large 
portion of the company’s costs for other than company fabricated parts (prin- 
cipally for the acquisition of purchased parts and instruments) are not set forth 
separately in the accounts but are included with the costs of raw materials. 

This amount represents principally the cost of subcontract work which would 
ordinariiy be performed in an airframe manufacturer’s plant, $23,225,532.79. 

Subcontracts in excess of $100,000 include some contracts related to costs set 


forth under (a) above: 





(hk) Amount of research costs charged against this contract—Any research 
costs charged against this contract have been included in the amount of adminis- 
trative costs set forth under (d) above. Such research costs principally include 
engineering studies and preparation made in connection with bid proposals. 
The amount of such costs included above has been computed to be $256,711.44. 
The percentages of total would not be the same as those for administrative over- 
head for the reason that such costs have not been included in our Anaheim divi- 
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Percent 
0. 3463 
4. 2105 
32. 7609 
7. 3019 












































| Purchase 


Name and address 


order 


No. 








Amount 












Advance Gear & Machine Corp., Los Angeles, Calif_.................------.---- | 
Airesearch Macnufacturing Co., Los Angeles, Calif.............--....---..----.-- 
Alba Engineering Co., Inc., Los Angeles, Calif. . ............-.-.-----+-222------ 
Alison Division, General Motors Corp., Indianapolis, Ind_. 
De a adr ic ccpciweccemcnsccdeesecencecse 
Bohanan Manufacturing Co., Inc., Los Angeles, Calif............-...-.--------- 
The Connecticut Hard Rubber Co., New Haven, Conn_-_.._......------ PEERS 
Day and Night Division, Affiliated Gas Equipment, Inc., Monrovia, Calif 





Eclipse Pioneer Division, Bendix Aviation Corp., Teterboro, N. J-.......------- 
The Firestone Tire & Rubber Co., Los Angeles, Calif 


General Electric Co., Small Appliance Division, Bridgeport, Conn 
Generator Equipment Co., Los Angeles, Calif.......................--.--.------. 
Goodyear Aircraft Corp., Akron, Ohio-....-.....-.....--..-------- saaie enigstinahcate . 
Goodyear Tire & Rubber Co., Los Angeles, Calif 
Longren Aircraft Co., Torrance, Calif 
H. W. Loud Machine Works, Inc., Pomona, Calif. 


Menasco Manufacturing Co., Burbank, Calif..............---.-----.---------- = 
Minneapolis Honeywell Regulator Co., Minneapolis, Minn...........-.-.------ 


Monrovia Aviation Division, Carrier Corp., Monrovia, Calif 
Morrison Engineering Co., South Pasadena, Calif 
The New York Air Brake Co., New York, N. Y 
Pantex Manufacturing Corp., Pawtucket, R. I..............--.----------------- 
Pasadena Air Products, Inc., Pasadena, Calif... ...._..---- 
Pesco Products Division, Borg-Warner Corp., Bedford, Ohio 


Precision Sheet Metal, Inc., Los Angeles, Calif.............-.-.--------------- 
Rheem Manufacturing Co., Downey, Calif.._...........- 


Soler Aivomalt (ng Was SP CN ie os. nese acenne ne nnacusccncessesna 
hermalectrical Engineering Co., Van Nuys, Calif 
Thompson Glass & Paint Co., Los Angeles, Calif 
Thompson Products, Inc., Cleveland, Ohio 
Timm Industries, Inc., Los Angeles, Calif 
Topp Industries Inc., Los Angeles, Calif 


Vard, Inc., Pasadena, Calif 








Wm. R. Whittaker Co., Ltd., Los Angeles, Calif 


360095 
507094 
465321 
343013 
508681 
507162 
508665 
505023 
505024 
343043 
507016 
507008 
507014 
508502 
344513 
505014 
358340 
505060 
464031 
769004 
358000 
358001 
507154 
508585 
508587 
508591 
505574 
454149 
333259 
333177 
454148 
507004 
507005 
505015 
505072 
505065 
505071 
505093 
506500 
452008 
508678 
505850 
507002 
505025 
508603 
508624 
360063 
360066 

















507075 | 415, 917. 50 








S 


$111, 619. ( 
330, 240. 
103, 528. 
166, 700. 
137, 900. 
296, 119. 
151, 649. 5: 
2, 720, 944. 1 
445, 594. 24 
148, 699. 28 
113, 928. 00 
105, 750. 00 
103, 212. 00 
131, 348. 28 
194, 200. 00 
1, 687, 599. 47 
121, 000. 00 
102, 787. 48 
109, 087. 56 
123, 591. 62 
798, 570. 00 
174, 463. 74 
185, 760. 56 
104, 125. 50 
129, 941. 97 
100, 573. 89 
229, 588. 16 
102, 000. 00 
136, 880. 00 
113, 880. 00 
132, 940. 00 
237, 299. 40 
170, 385. 00 
539, 662. 41 
4, 214, 791. 43 
3, 285, 614. 96 
1, 283, 839. 23 
128, 563. 20 
435, 353. 27 
115, 658. 7 
109, 094. 18 
166, 153, 82 
258, 425. 81 
420, 478. 00 
202, 797. 00 
196, 614. 50 
138, 156. 00 
141, 224. 5 
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(j) (This item not listed on questionnaire.) All other costs not specifically 
requested to be set forth under (a) through (7) are summarized as follows: 


$518, 439. 08 
223, 398. 05 
Per diem allowances paid to employees and their families for mov- 
ing to the Air Force’s jet-aircraft center at Palmdale, Calif., in 
connection with performance of this contract 629, 100. 00 
Travel expense 111, 626. 79 
Other (net of credits arising from transfer of fabricated parts, etc., 
to followon contracts 1 205, 797. 08 


Total : __.. 1, 276, 766. 84 


1 Indicates reduction. 


(k) (This item not listed on questionnaire.) The total of the cost amounts 
set forth under (a) through (7) is $105,807,125.61. 

9. Salaries and bonuses of company oOfficiers in excess of $20,000 in any fiscal 
year charged to this contract and included in cost amounts set forth under question 
8 is $132,457.42. (See p. 2686 of testimony.) 

The following percentages represent the relationship of such charges to this 
contract in each fiscal year to the total for such year: 

Percent 
. 3463 
4. 2105 
. 7609 
. 3019 

10. Stock options have been granted to certain officers and emplovees of the 
company. Such options were not granted as additional compensation and have 
not been recorded as such in the accounts. No charges have been made against 
the contracts from either the grant or exercise of such options. 

11. The company does not have any commercial business and therefore does 
not incur any expenses which would be considered in the category of selling 
expenses. Practically all business done is with the United States Government 
and all expenses incurred are in connection with negotiation with representatives 
of the United States Government. 

12. The amount of contributions or dues paid to trade organizations of infor- 
mational media charged to this contract and included in cost amounts set fort! 
under question 8 is $19,526.11. 

The following percentages represent the relationship of such charges to this 
contract in each fiscal] vear to the total for such vear: 

Fiscal vear ended July 31: Percent 
0. 3328 
0757 


9339 


to trade organizations of p iblic 


£1,000 during the 4-year period 


2223222e % 
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13. The amount of consultation or advisory fees charged to this contract and 
included in cost amounts set forth under question 8 is $31,780.61. 

The following percentages represent the relationship of such charges to this 
contract in each fiscal year to the total for such year: 


Fiseal year ended July 31: Percent 
re ee Pe AN A CO ES 
a eee 


© geri Sr naam a eg Sa ae sin lamacin ecsae 
alti: SA, Mihm aes Sle 6. 4094 


Question 13—Consultation or advisory fees paid to any person or organization during 
the 4-year period ended July $1, 1955 





Fiscal year ending July 31— 
Name 





1954 1953 










































Walter 8. Diehl_--- . , 2 $10, 734. 96 $6, 333. 33 $6, 598. 11 

Ron Stever & Co_.......--- — : oe i s 4 

Paul 8. Vereklasen aaa ahead : 60. 00 255. 00 

E. C. Whitehead ____- 3 nti 20, 321. 21 17, 247. 62 16, 425. 37 14, 769. 60 

M. Bennet and R. De Simone acu | 4, 550. 00 2, 625. 00 

William M. Bennett or aC E | 2, 683. 33 bs 

Aircraft Builders Counsel. -_----......------ 1, 300. 00 | 1, 000. 00 1, 850. 00 1, 850. 00 

J. M. Frankland wa eens 1, 198. 41 

William T. Beau, Jr.....-.---- paleo nial eee ; 622.19 

E. Schmued_-_..._.--.-.-- a uieninneadas eee eee a 2, 324. 40 | Os 

oe errr - 35, 000. 04 35, 000. 04 17, 500. 02 

Dr. T. Theodorsen A LS - 3, 770. 30 925. 06 Zi | 

F. Reed ; i i eaenstitternctte te 14, 843. 91 12, 324. 86 

Jorrell Ash Co... aoe acadenbedia 7 ‘ 300. 00 

Kingdon Keer... . — enue . eights 375. 00 ‘, 

W. A. Fiedler wei ORE A_ eR ree BP 160. 00 

R. Singleton ipaatetghant abandon 5, 654. 07 250. 38 | 

John R. Marling Haunted ‘ ‘ , } 300. 00 

R. W. Krueger Rabeiatanivebaid : t 152. 00 : 

I. H. Owen paisa we we 6, 000. 00 2, 595. 90 : 

R. W. Krueger and A. Wylly- aeecgawanaun 598. 00 |. : 

C. 8. Anderson pita biwieindiogh] toad 135. 00 |_- secs SE TEE ee: a 

V. A. Tauscher...._.- . ; | 1, 000. 00 |__- : ss" ake — 

C. F. Lombard_.-- SS ee , 744. 30 | r : : : AR ERE 

McKinsey & Co vi stleeca ar 18, 161. 00 ss “ sain 
NS ast deinaksiadanedennadsaes 118, 262. 79 | 79, 647. 52 | 51, 128. 50 | 29, 551. 78 

| 


<~ inst ae | 











14. The aggregate amount of traveling expenses charged to this contract as a 
direct contract charge and ineluded in cost amounts set forth under question 8 
is $111,626.79. No entertainment expenses have been charged to anv of the five 
Northrop contracts. 

15. Profits recorded in the accounts to July 31, 1955, in respect of this con- 
tract, based on deliveries made and including a pro rata portion of estimated 
additional earnings under the incentive provisions of the contract, amounted to 
$14,226,733.78. 

16. Profit per airplane, including estimated additional earnings under the in- 
centive provisions of the contract, has been computed at $72,324.17. 

17. The amount of depreciation charged to this contract and included in cost 
amounts set forth under question 8 is $213,003.87. 

The following percentages represent the relationship of such charges to this 
contract in each fiscal year to the total for such year: 
















Fiscal year ended July 31: Percent 
re So ee cee eneme oe 0. 3463 
Ll) ae LN SPS ae ee waa : 4. 1952 


Se ee ae ee 29. 9997 


1955 ‘ eae ee . 42 7437 


18. This question is inapplicable as to each of the contracts for the reason that 
no amounts of this nature, other than that included in answer to question 17, are 
carried in the company’s books of account. 

19. The amount of amortization charged to this contract and included in cost 
amounts set forth under question 8 is $79,159.10. 
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The following percentages represent the relationship of such charges to this 
contract in each fiscal year to the total for such year: 


Fiscal year ended July 31: Percent 
Biber es ra: oth tet Se RD i ERD ERNE SPO Cl OD 0. 2075 
UI eh See ee ee 1. 2681 
a a ea a ne Rsainie Gib Gc ae 27. 3638 
a Raabe 20. Behe APs SS & ole.  aES ae Cee, 4, 4233 


20. This question is inapplicable as to each of the contracts for the reason that 
no amounts of this nature, other than that included in answer to question 19, 
~~ a in the company’s books of account. 

Change orders or modifications of this contract. 





Date | No. Scope 














Oct. 27, 1952 EE EREID EEE OT LOL E ASAE AE EE OETA: 
Nov. 14, 1952 | 2 | Decrease in funds allotted for spare parts_..........._. 
Feb. 12, 1953 | 3 | Numerous engineering changes___.................-.-- 
Feb. 13, 1953 | 4 | Increase in funds allotted for spare parts_-_-...............--.--..--.-- 
Mar. 3, 1953 | 5 | For Air Force records only re funds committed... _...-.....-...----.|.....--------- 
Mar. 10, 1953 | 6 ate “eh kei ii i ere 4, 609. 62 
May 19, 1953 | RS OES EET ON ae OR eee | 20, 652. 16 
wes ha OTS a Not 0 ibe te ERR APIS on 
June 2, 1953 9 | For Air Force record only re funds committed ___.............-.-...- Ear 6 es 
July 29, 1953 eee ee ET: FT ae a 
Aug. 7, 1953 a i EI ELE ELLE! ELI. BET Tt 
Sm I ne mnnacenepwhion | 284, 891. 55 
May 26,1954 13 | Additional mobile training units_...................-.....-.-...----- | 957, 614. 81 
ee RS ea 1, 061. 24 
Dec. 3,1953 | 15 | Confirmation of exhibits for special tools. .................-.-.-------|-------------- 
Dec. 4,1953| 16 Increase in funds allotted for training parts, ete. ..........-...-.----- 500, 000. 00 
Jan. 19, 1954 EL aa 710, 475. 22 
ee Re gO eee eR SEP ens ee ae 
Mar. 26, 1954 19 | Requirements of Air Force indoctrination team and changes_.......- 554, 528. 06 
Mar. 31, 1954 20 | Increase in funds allotted for special tools.....................-..---- 250, 000. 00 
July 22, 1954 ine Ee ee SN 
June 9, 1954 22 | Ceaaanes o. SSS SS eS |------------ 20 
June 30, 1954 ll BR ROE SE 5 4° 2s OR A RE Pepe eee ore emer aan 
Sept. 8, 1954 24 Gunsaed SR OEIEE LE ee er ee ee eee b ccinitstehiasietitadiain 
eS ae cai A aah cinch nin seineetinbigineooaiatie nell Linteesiideeiene 
Sept. 28, 1954 26 Adjustment for redetermination of prices._................-..-.--.--- | 11,010, 650. 52 
Oct. 19,1954 SEE 166, 613. 80 
Nov. 19, 1954 28 | Confirmation of exhibits of spare parts, special tools, ete__........--.|-.-.--.------- 
Dec. 13, 1954 OP Each a a eeneenane Bat a 
Dec. 30,1954 SSE EEE TEAS | 846, 343. 46 
Feb. 7, 1955 | 29-1 re of exhibits of spare parts, special tools, etc. __..........|}--..---..----- 
Apr. 1,1955 SRE UE ae = SE eaeparen Ny yee 
Feb. 17,1955 31 | janeneen —  * a eee 110, 110. 90 
| (ABELL LER OL TE OEY OT OO | 2,303, 374. 38 








1 Indicates reduction, 


22. State the percentages of Government sales against sales to other sources, 
made by the company annually, commencing in 1952 and continuing through 
1953, 1954, and 1955 to date. 

It is our understanding that “Government sales’ includes sales made under 
Government prime contracts and sales made under subcontracts to Government 
prime contracts. 

During the fiscal years 1952 and 1953 the company operated a school of aero- 
nautical engineering and aircraft and engine mechanics. The tuition and other 


revenue of the school have not been included in sales in computing the following 
percentages. 





Percent of Percent of 
Government ‘sales to other 





sales sources 
Fiscal years ended July 1931: 
1952 Poem Sectas hy char e-ciaateadibelpitigtealays bir ciaien sagan as imei 99.79 | 0. 21 
Ee ee eee Se a ew een MEL 99. 69 | 31 
ER a Se ae nae tt nS. SE ees Seana ee, aay 99. 97 | . 03 
SII? ciiaaiciidilinn doneediaanny ie dotted einacinin aeeeetodeh betiadieaiaiem ae eemecmnam aes at 99. 98 02 
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23. The net worth of the company at July 31, 1952, was $9,469,948.80. 
24. The net worth of the company at December 31, 1955, was $25,297,099.07. 
25. The capital stock of Northrop Aircraft, Inc., has a par value of $1 per share. 


Par value 
574,039 shares were outstanding at July 31, 1952____-_------------ $574, 039 
1,508,514 shares were outstanding at December 31, 1955___.-_------ 1, 508, 514 


26. The amount of dividends paid per share was $1 in fiscal year ended July 31, 
1952, and $1.60 in fiscal year ended July 31, 1955, after giving effect to the 2-for-1 
stock split made in November 1954. us 

During the 5-month period from August 1, 1955, to December 31, 1955, 2 
quarterly dividends of 40 cents a share each were paid, making an aggregate of 
80 cents a share. 

27. The amount of paid-in capital was $3,426,797.78 at July 31, 1952, and 
$4,369,724.52 at December 31, 1955. 

28. The amount of surplus (exclusive of paid-in surplus which is included under 
27 above): 





| 
| Dee. 31, 1955 | July 31, 1952 
| 











Earned surplus-.-_--------------- nop enecdnndsedkasaneenseuaseenesaveescses $19, 280, 363. 55 | $6, 043, 151. 02 
Other capital surplus. ..........-.---.----~---------2-seneneeeee----2-ee- 1, 647, 011.00 |------ . 
ee cna oer Recta OAT BASEL RRR 20, 927,374.55 | 6, 043, 151. 02 





Question 29.— The cost amount of Government-owned facilities on hand at the end of 
each of the fiscal years July 31, 1952-54 and through December 31, 1955 





| | 
oe . 
| Land and land | Buildings and | Machinery 








Year improvements building | and Total 
| installations equipment | 
1955_...------.------------------------- | $237, 246.17 | $8,850, 164.11 | $14, 765,786.63 | $23,853, 196. 91 
i. nes ore eee be eee ee 213, 310. 80 8, 484, 992.82 | 12, 742,303.57 | 21,440, 607.19 
1953. ......--------------------------- — 127,171.52 | 5,009,199.37 | 9,059,089. 70 | 14.195, 460. 59 
RE SER Sa See 76,276.81 | 2,240,704.30 | 8, 688,108.78 | 11,005, 089. 89 
| 





Government-owned facilities were first made available to Northrop Aircraft, 
Inc., under arrangements with the Defense Plant Corporation. The aeccounta- 
bility for such facilities was later transferred to the Office of Defense Plant under 
the Reconstruction Finance Corporation. At a later time the Department of 
Air Force assumed, by transfer, these facility obligations under their facility 
contracts with Northrop. - 

All of the company’s manufacturing operations, with minor exceptions, have 
been in the performance of Government prime contracts or subcontracts under 
Government prime contracts. Government-owned facilities generally have been 
used in the performance of all such prime contracts and subcontracts. Particular 
items of Government-owned facilities cannot be identified to the exclusion of other 
items of such facilities, as having been used in the performance of specific contracts. 

30. Rentals were paid to Defense Plant Corporation and/or Reconstruction 
Finance Corporation to March 31, 1948, from which date all facilities were rent 
free except as set forth in the two following paragraphs. The portion of the rentals 
paid applicable to the period August 1, 1945 (beginning of the first fiseal year 
during which contracts for model F-89 aircraft were in production) to March 31, 
1948, amounted to $373,502.82. 

Certain Government-owned office machines, prior to the time accountability 
therefore was transferred to the Department of the Air Force facility contracts, 
were the subject of a lease agreement (AF33(038)—2511) whereunder rentals 
computed, on a prorata of direct labor basis, as applicable to usage under con- 
tracts other than CPFF type contracts were paid. Such rentals aggregated 
$2,610.19. ; 

During the past several years facilities held under the Department of Air 
Force facility contracts have been used in the performance of subcontracts under 
prime contracts with agencies of the Government other than the Department of 
Air Force. They have also been used in the performance of some small non- 
Government orders. In connection with each such subcontract and non-Govern- 
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ment order, an estimate has been made of a fair amount of rental for such facilities 
used. The rental amounts, after approval by Air Force representatives, have been 
remitted to the Government. Such rentals have aggregated as follows: 


Subeontracts to prime contracts with agencies of the Government Rental 
other than the Department of the Air Force $4, 669. 80 
Non-Government orders 1, 891. 64 


31. The amount of salaries, bonuses or fees, or anything of value paid to retired 
officers of the United States Military Establishment of whom we have knowledge 
at this time, charged to this contract and included in cost amounts set forth under 
question 8 is $53,036.58. Portions of this amount are also included in answers to 
questions 9 and 13. 


Question 31—Salary, bonuses or fees, or anything of value, paid to reiired officers of 
the U. S. Military Establishment, of whom we have knowledge at this time, during 
our fiscal years ended July 31, 1952, through July 31, 1955 


Name Total 1955 1954 





Consultation or advisory fees: | 
Walter S. Diehl. _- .-| $29, 218.58 | $10, 734. 96 $6, 333. 33 | $6, 598 $5, 552. 18 
E. C. Whitehead ‘ 68, 763. 80 20,321.21 | 17, 247.62 16, 425. 37 14, 769. 60 
eee -.----| 27,168.77 | 14,843.91 | 12,324.86 |_.___ : tnt 
I. H,. Owen... > Eas 8, 595. 90 6, 000. 00 | 2, 595. 90 . is 
Salary: | | 
Oliver P. Echols F .--| 182,071. 43 -| 62,071.43 30, 000. 60, 000. 00 
8. W. Towle, Jr en 25, 796. 67 
Other salary: | 
Ss. W. Towle, Jr_. — 44, 823.93 ..| 16,273.93 | 15,600.00 | 12,950.00 
L. F. Harman. sibancisunwy ape 3, 285. 23, 028. 50 21,630.00 | 20,791.63 
{ 











NortuHrRop AIRCRAFT, INcC.—Question 32—Balance sheets 


} ' 
|July 31, 1952|July 31, 1953/July 31, 1954) Dec. 31, 1955 


i — . 


ASSETS | 
Current assets: | } 

ee : .--~~|$13, 880, 593 | $14, 617, 795 ($13, 621, 371 |$17, 871, 064. 99 
Accounts receivable, U. S. Government. .--| 2,088, 945 629, 328 1, 345, 706 4, 937, 237.05 
Accounts receivable, other a .-| 1,030,816 | 502, 505 644, 369 | 592, 006. 54 
Unreimbursed costs and fees under cost-plus- | | 

fixed-fee contracts ‘ aoe : 17, 935, 491 | 14, 789, 732 6, 875, 482 | 14, 235, 603. 91 
Refundable Federal and State taxes on income 72, 107 387, 570 | i 
Inventories under U. 8. Government contracts 8, 647, 339 841, 532 | 92,349,993 | 86,341, 791.05 
Less progress payments ae é ---- —1, 79), S10 | —13 508 268 | —70,304,452 | —61,653,284.63 


Less progress payments : — 41,504,381 | 37,260, 1% | 44, 532,469 | 62,324, 418. 91 
Other assets___..__. an B 1,019, 418 & A 7,5 71 | 1, 095, 341 | ~ 1, 033, 268, 80 





Property, plant, and equipment, at cost.._...........| 6, 903, 648 | 77 | 11, 331, 789..20 
Less accumulated depreciation and amortization ___.|—3, 538, 196 | —3, 979, 388 ' —4, 463.378 |—5, 272, 648. 12 


_ eee aaa te teccbonteih neon 3, 365, 452 3, 627, 989 3, 532,113 | 6,059, 091. 08 
Deferred charges. _......- pen 914, 977 1, 359, 315 . 720,871 | 1, 533, 901. 28 


Total assets Be tail icin tore ekohiedies soa Te a , 325, 36 50, 78 70, 950, 774. 07 
LIABILITIES AND SHAREHOLDERS’ EQUITY 


Current liabilities 
Notes payable ititsthenicacsnesitwaaedl AGG} 18 ee 
Accounts payable and accrued liabilities ..| 21, 105,031 | 14,310, 963 
Federal taxes on income, estimated ._.____- 5,090,000 | 3,726,000 
Portion of long-term debt payable within 1 year 1, 530, O88 | 1, 641, 920 





Total current liabilities 34, 725,119 29, 678, 883 | 35, 635,303 | 35, 801.6 
—— | —>-|-_  ——————————————SSaaI—— a ———— 
Long-term debt _. , 2,969,160 ' 1,401, 538 |_- 9, 852, 000. 00 
Shareholders’ equity 
Capital stock : alta | 642, 092 729, 857 , 508, 514.00 
Paid-in surplus ‘5 baw eae coined a ae 2 3, 237, 566 . 861, 210. 52 
Other capital surplus : : 457, 3: 1,647,011 | 1, 647,011.00 
Earned surplus ; 9, 631,057 | 19, 280, 363. 55 


, ees adewcse = 9, 489, O46 2, 044, 0448 


Total liabilities 47, 164,228 | 43,325, 369 
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ad 
Contract AF33(600)22313.— Answers to questionnaire 


2. Contract No. AF33(600)22313. 

3. Type of contract: Fixed price with price redetermination and incentive 
provisions, 

1. Date of contract: February 17, 1953. 

5. Date when authorized to proceed: August 22, 1952. 

6. Total sales price agreed upon: $130,574,452.66. 

7. Unit sales price: $441,438.03. 

8. This contract is in the process of production. The costs stated represent 
the expenditures to July 31, 1955. 

(a) Cost of raw materials fabricated by prime contractor, $32,459,692.76. 

(b) Direct labor costs expended by prime contractor, $17.072,973.00. 

(c) Factory and engineering overhead charged against this contract: 
Factory overhead $25, 033, 515. 27 
Engineering overhead Se nee 1, 744, 594. 95 

26, 778, 110. 22 

Percentages set forth represent the relationship of the overhead charged to 

this contract in each fiscal year to the total for such year: 


Factory | Engineering 
overhead overhead 
Fiscal year ended July 31; Percent Percent 
1953... 7 0. 0654 0. 6860 
1954... 4. 5444 2. 6366 
1955... mn 42. 7624 7. 1076 


(d) Administrative costs claimed against this contract, $1,657,707.04. 
Percentage of administrative costs charged to this contract: 
Fiscal year ended July 31: Percent 
0. 2770 
4. 0239 
1955 _ - 5A Te Rau ght. Ne Umirmita 30. 7129 
(e) Overtime charged against this contract, $83,493.73. 
(f) Engineering costs charged against this contract, $1,823,599. 11. 
Percentage charged to this contract: 

Fiscal year ended July 31: Percent 
1953 c 0. 6574 
1954 ae SoS ait, ee 
1955 7. 0973 

(h) Any research costs charged against this contract have been included in the 
amount of administrative costs set forth under (d) above. Such research costs 
principally include engineering studies and preparation made in connection with 
bid proposals. The amount of such costs included above has been computed to 
be $178,547.64. The percentage of total would not be the same as those for 
administrative overhead for the reason that such costs have not been included in 
our Anaheim division operations. The percentages of total are as follows: 

Fiscal year ended July 31: Percent 
1953 ilps Joh CO 0. 2887 


4. 1603 
31. 2958 
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(7) Total dollar value of subcontracts, $23,285,496.66. 
Subcontracts in excess of $100,000: 





Ts , | Purchase 
Name and address order No., Amount 





Advance Gear & Machine Corp., Los Angeles, Calif._._.___- " : 
Airesearch Manufacturing Co., Los Angeles, Calif | 


| 


Bertea Products, Pasadena, Calif 


Bohanan Manufacturing Co., Inc., Los Angeles, Calif 

Burbank Too! & Die Co., Burbank, Calif. 

Eclipse Pioneer Division, Bendix Aviation Corp., Eatontown, N. VT ae eA 
The Firestone Tire & Rubber Co., Los Angeles, Calif 


Generator Equipment Co., Los Angeles, Calif 


Goodyear Aircraft Corp., Akron, Ohio. _____- 
Goodyear Tire & Rubber Co., Los Angeles, Calif_. 


Great Lakes Manufacturing Corp., Cleveland, Ohio_- 

Hallamore Electronics Co. Division, the Siegler Corp., , Long Beach, Calif_- 
Hammond Manufacturing Corp., Pas: adena, Calif. 

Houdaille Hersey Corp., Buffalo, N. Y 

Lear, Inc., Grand Rapids, Mich 

Longren Aircraft Co., Torrance, Calif ___- 

H.W. Loud Machine W orks, Inc., P omona, RE Ghausanceetue 3 


Mechanical Products, Inc., Jackson, Mich. 
Menasco Manufacturing Co., Burbank, Calif 


Minneapoiis-Honeywell Regulator Co., Minneapolis, Minn_____- 
Monrovia Aviation Division, Carrier Corp., Monrovia, Calif......_-- 





Moog Valve Co., Inc., East Aurora, N. Y 
The New York Air Bri ike Co., New York, N.Y 


Pantex Manufacturing Corp., Pawtucket, R. I.___--- . 
Pesco Products Division, Borg Warner Corp., Bedford, Ohio___- 


Precision Sheet Metal, Inc., Los Angeles, Calif-- 
Rheem Manufacturing Co., Downey, Calif 


Specialties, Inc., Syosset, Long Island, N. Y 

Stone Manufacturing Co. paneerene, Calif_. 

Stratford Pen Corp., Ne w York, N. Y 

Thompson Glass & P aint Co. ~ ‘Angeles, Cc alif . 
Thompson Products, Inc., T apco Division, Cleveland, 


Timm Industries, Inc., Los Angeles, Calif. ___- 


Vard, Inc., Pasadena, Calif_.__- 


West Coast Tool & Engineering Co., Burbank, Calif_____- A 
Western Gear Works, Lynwood, C alif oii 
Westinghouse Electric Corp., Emeryville, Calif 

William R. Whittaker Co., Ltd., Los Angeles, C alif. 
Wiancko Engineering Co., Pasadena, Calif 

Zenith Plastics Co., Gardena, Calif 


SS 


659044 $139, 390. 
788924 136, 320. 
788080 331, 485. 
788102 145, 920. 
634025 142, 349. 
634467 120, 393. 
634469 120, 613. ! 
788028 325, 381. 
755001 118, 820 
659000 146, 400. 
661545 231, 600. 
661543 101, 640. 
651547 104, 400. 
490305 199, 640. 
650513 241, 750 
650521 170, 269. 
786006 , 928, 599. 2 
661533 124, 320. 
661537 112, 080 
788050 131, 950. 
689343 262, 424. 92 
782617 496, 992. 
788009 145, 180. 92 
789508 100, 942. 6 
786067 119, 198, 
769002 135, 611. { 
769003 122, 362. 92 
769005 142, 186. 
769006 150, 617 
651042 108, 821. 25 
788007 | 342, 643. ! 
659032 | 5AY, 950. 
659033 5A5, 490. 
659034 123, 746. 
789608 137, 586. 
786014 668, 445. 
786004 , 191, 443. 2 
789591 147, 120, 
634020 | 143, 100. 
788013 257, 555. 
634001 180, 576. 
788037 196, 748. 
788038 204, 517. 5 
7RHO010 566, 469. 
786012 585, 644. 2 
786003 | 3,110, 769. 
786002 3, 644, 827. 2 
786073 134, 530. 3: 
789554 173, 240. 
755002 118, 040. 
789593 | 135, 231. 36 
789585 | 196, 893. 
661522 | 231, 984. 
661523 112, 053. 
7R6019 109, 106. 
TR6H001 | 656, 240. 9 
659004 | 165, 048. 
659005 162, 653. 
755034 113, 975. 
788010 | 105, 394. 
651000 114, N00. 
788093 | 385, 000. 
789618 | 145, 804. 5 
659013 142, 918. 











(j) (This item not listed on questionnaire.) All other costs not specifically 
requested to be set forth under (a) through (7) are summarized as follows: 


Flight costs 

Vendors’ cancellation charges 
Travel expense 

Other 


Total 


$500, 516. 60 
73, 450. 95 
22, 225. 51 

302, 977. 59 


899, 170. 65 


(k) (This item not listed on questionnaire.) The total of the cost amounts 


set forth under (a) through (7) is $104,060,243.17. 


9. Salaries and bonuses charged to this contract, $214,815.89. 
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Percentage of such charges to this contract: 
Fiscal year ended July 31: Percent 
0. 2887 
4. 1603 
31. 2958 


12. Contributions or dues charged to this contract, $16,808.98. 
Percentage of such charges to this contract: 


Fiscal year ended July 31: Percent 
‘ . 2647 
. 2415 
. 3991 
13. Consultation or advisory fees charged to this contract, $31,966.66. 
Percentage of such charges to this contract: 
Fiscal year ended July 31: Percent 

De 3666 

7787 
3268 
14. Traveling expenses charged to this contract, $22,225.51. 

Profits recorded to July 31, 1955, in respect of this contract, based on 
deliveries made and including a pro rata portion of estimated additional earnings 
under the incentive provisions of the contract, $7,424,963.25. 

16. Profit per airplane, including estimated additional es arnings under the 
incentive provisions of the contract, $38,339.16. 

17. Depreciation charged to this contract, $195,435.65. 

Percentage of such charges to this contract to the total for such year: 


Fiscal year ended July 31: Percent 


19. Amortization charged to this contract, $94,765.31. 
Percentage of such charges: 
Fiscal year ended July 31: Percent 
De 0. 0869 
. 4792 
19. 2780 
21. Change orders or modifications of this contr a0: 





Date | No. Scope 





June 10, 1953 | | Increase in funds allotted for training parts, etc 
29, 1953 Amends provisions for special tools 
7, 1953 Engineering changes e aS : Sa icnties Goaeale a 
20, 1953 Increase in funds allotted for spare parts_- a s a 1, 900, 000. 00 
. 27, 1953 Engineering changes ET EES Ne 1, 318. 00 
21, 1953 a Lain Gat eee ; . : 20, 982. 40 
. 10,1954 Sos dee wink plmonmecsimaies | 17, 591. 04 
6, 1954 | | Nume rous engineering chi Anges. : . | 445, 421. 40 
r. 16, 1954 | : : 800, 000. 00 
18, 1954 | | Nume rous enginee ring oh ing es | 1,110, 808. 52 
y 17,1954 | | Increase in funds allotted for spare parts- -- | 3,000, 000. 00 
» 21,1954 | Numerous engineering changes : 9, 88S, 626. 40 
14, 1954 oe eae 
. 11, 1955 | Confirmation of exhibits for sp: ire parts, special tools, etc 
Confirmation of exhibits for spare parts- 
Confirmation of exhibits for spare parts, adieu tools, ete : 
Numerous engineering changes pA. 3, 303, 113. 80 
Adjustment for redetermination of prices ; mal ...---|! 42,548, 769. 28 
| Numerous engineering and technical order changes 424, 750. 10 
’ | Reduction in funds allotted for spare parts and special tools -__- 1 2, 000, 000. 00 
29, 1955 | | Engineering changes nhs : 160, 271. 96 
Engineering and technical order changes. -_- eiteseecgniasniega — ‘ 114, 352. 81 
EAT DATTA 


moh 


oo 


oa 


aon 


30 


a iecauhhudenbadenwiin eu ceccescccuscece= ; }1 23,787, 503. 50 





| 





1 aitiadien, seliiition. 


The amount of salaries, bonuses or fees, or anything of value paid to retired 


Pt of the United States Military Establishment charged to this contract, 
$26,845.80. 


74721—56 90 
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Contract AF33(600)26294.— Answers to questionnaire 


2. Contract No. AF33(600) 26294. 
3. Type of contract—Fixed-price with price redetermination and incentive 
provisions. 


1. Date of contract, November 12, 1953. 
5. Date when authorized to proceed, November 12, 1953. 
6. Total sales price agreed upon, $142,192,024.70. ie. 


7. The unit sales price of the airplanes for which price redetermination has been 
made is $421,032.16. The unit sales price of the airplanes for which no price 
redetermination has been made is $505,395.64. 

8. Costs and expenses: This contract is in the process of production. The 
costs stated represent the expenditures to July 31, 1955. 

a) Cost of raw materials fabricated by prime contractor, $17,704,344.01. 

(b) Direct-labor costs expended, $7,085,268.80. 

(c) Factory overhead and engineering overhead charged against this contract: 





Be Eee epee ane $10, 239, 818. 57 
Engineering overhead Soe ; 2 : 2, 732, 005. 94 
Total a ae PB a : .. 12.971, S34 5) 


Percentage charged to this contract: 


Factory Engineering 
overhead overhead 





Fiscal vear ended July 31 Percent Percent J 
oes 0. 5687 3. 1209 ; 
1955... 18. 7648 12. 9831 










d) Administrative costs claimed against this contract, $872,527.93. 


Fiscal year ended July 31: Percent 
1954 prion wk a nachos ak age get ered 1. 3706 
ID i lar cate eles pie arte ce eS Sk ae eee es ee ene 






e) Overtime charged against this contract, $174,568.97. 

f) Engineering costs charged against this contract, $2,902,871.82. 
Fiseal vear ended July 31: Percent 
1954 ; Se ES ea ee a a eae en ae eee 3. 1159 
Tee nn ty ae eee 12. 9643 


(A) Any research costs charged against this contract have been ineluded in the 
amount of administrative costs set forth under (d) above. The amount of such 
costs included above has been computed to be $91,975.63. The percentages of 
total are as follows: 










Fiscal year ended July 31: Percent 
1954 Fe a ed src sar i ea ge SE as Ses ca er i Ge ga clans os i a bared 1. 4223 
ee ene Fe ne ea eae ee TRAE 


:) Total dollar value of subcontracts, $6,007,949.07. 
Subecontracts in excess of $100,000: 








Name and address 
















Advance Gear € Machine Corp., Los Angeles, Calif MEN] $127, 651. 00 
Allison Division, General Motors Corp., Indianapolis, Ind MOT 121, 480. &) 
Bohanan Manufacturing Co., Inc., Los Angeles, Calif Mal 109, 749. 31 

he Connecticut Hard Rubber Co., New Haven, Conn r 1 5 






™ 





The Firestone Tire & Rubber Co., Los Angeles, Calif M2ii4 164. ORD. 00 
General Metals Corp., Adel Precision Products Division, Burbank, Calif 534005 144, 995. o 
Goodyear Aircraft Cor; Akron, Ohie “Our 457. 250. &S 





Goodyear Tire &€ Rubber Co.. Las Angeles, Calif TAS, 
Hallamare Electronics Co., Division of the Siegler Corp., Long Beach, Cali 458 122 316.7 
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: urchase 
Name and address 7 Amount 
order No. 


Hammond Manufacturing Corp., Pasadena, Calif 983088 $214, 588. 
OR3089 562, 200. 
rhe A. W. Hayden Co., Waterbury, Conn 840444 
Hughes Aircraft Co., Culver City, Calif ax s O36 
ADL3Y 
poe 
Lear Inc., Grand Rapids, Mich_--_. : 49053 
\fenasco ‘Manufacturing C o., Burbank, C alif_. , ‘ 845933 
845035 
845039 
845034 
845038 | 
Monrovia Aviation Division, Carrier Corp., Monrovia, Calif 869200 
S692 18 
869201 
69219 | 
fhe New York Air Brake Co., New York, N. Y 842183 
845001 
Precision Sheet Metal Inc., Los Angeles, Calif 6403 
869402 | 
Rheem Manufacturing Co., Downey, Calif__ 869002 
869012 
869013 
R8A9000 
Thompson Glass and Paint Co., Los Angeies, Calif--- — 
840421 
lhompson Products Ine., Tapeo Division, Cleveland, Ohio- -- 842056 
l'imm Industries Inc , Los en Calif... _. : 869404 
869405 
869419 | 
United Aircraft Corp : EEA: 845014 | 


Chance Vought Aircraft Division, Dallas, Tex__-_- 2 845095 11, 225. 50 


(j) (This item not listed on questionnaire.) All other costs not specifically 
requested to be set forth under (a) through (7) are summarized as follows: 


Flight costs _- Betas kya ge vars $7, 155. 21 
Vendors’ cancellation ch: urges ice 52, 038. 40 
Transfer of fabricated parts from other contracts __- 533, 829. 65 
Travel expense_ eee te 45, 241. 51 


Other _ : 671, 042. 13 


21) SS a eases mt itt aaa 1, 309, 306. 90 


(k) (This item not listed on questionnaire.) The total of the cost amounts 
set forth under (a) through 0) is $49,028,662.01. 


9. Salaries and bonuses o 
this contract, $115,660.83. 
Percentage of such charges to this contract: 


company offieers in excess of $20,000, charged to 


Viseal year ended July 31: Percent 
1954 : : 2 : ' bake ; 1. 4223 
1955 : . : 17. 1853 


Contributions or dues charged to this contract, $8,558.99. 

Percentage of such charges to this contract: 

Fiseal year ended July 31: Percen 

1954_ : 3323 

i ee a. oCee 

13. Consultation or advisory fees charged to this contract, $20,3 

Percentage of such charges to this contract: 

Fiscal year ended July 31: Percent 

1954___ ES ee ; Sa : L. 8450 

1955 _ - - o<sO ae y a = : 15. 9697 


Traveling expenses charged to this contract, $45,241.51. 
15. Profits recorded to July 31, 1955, in respect of this contract, $2,056.99. 
16. Profit per airplane has not been computed as no airplanes have been 
delivered. 
17. Depreciation charged to this contract, $102,630.05, 
Percentage of such charges to this contract: 



























2714 AIRCRAFT PRODUCTION COSTS AND PROFITS 




















Fiscal year ended July 31: Percent 
Tt oat, sla eines i Gand capiglells im Geeta ade 1. 2201 
ee gta acd Sa OS seo nc Ss as Wa ak a hd Bs en ie Se, sen ws ae 18. 1785 3 

19. Amount of amortization charged to this contract, $50,470.24. : 
Percentage of such charges to this contract: 
Fiseal year ended July 31: Percen 1 3 
Ne ee 1. 1846 
i ~ 
1955 emer ere ee ee wm ee ee mee em ee ww ee wm eee eee ee we ee ewe eee eee we ewe ee = 10. 5955 ; 
21. Change orders or modifications of this contract: 
——— a = 
Date No. | Scope Amount 

Mar. 22, 1954 1 Increase in funds allotted for spare parts... .. eau aaeaeiae | $7, 240, 450. 71 ; 

Oct. 11, 1954 2} Change in configuration, data and training parts. EES | : 

Oct. 18, 1954 3 | Engineering changes and test-support table _- ALES RO AOR g 

Nov. 1, 1954 4 | Increase in funds alloted for spare parts ae Magi piinalacititaede 

Nov. 2, 1954 5 | For Air Force records only re funds committed --_.._._.....-.-._- wan ARES ; 

Jan. 27,1955 6 | Numerous engineering changes......__.__. _.____..._.._-__________- |} 1,278, 56 
0 7 | Mobile training units and fire-control trainers__.__._._- eT eS 1, 039, 732. &8 4 

Mar. 18, 1955 8 | For Air Force records only re funds committed. __........_.____- Medi MEP 4 

Mar. 23, 1955 9 | Increase in funds allotted for spare parts. ..._.......____- ...----| 3,000, 000. 00 Fy 

Apr. 20, 1955 10 | Engineering changes. -- 2 EES a eee oe Rates j 

Aug. 19, 1955 11 | Confirmation of spare parts exhibits -- --....--.-.--- SIP |S es ; 

11-1 | Confirmation of exhibits for spare parts and training Parts | RR (ta. f 
12 | Adjustment for redetermination of prices___......_.-......-....-- |! 16, 423, 005. 27 
er Reduction in funds allotted to the contract... .................._.._. |! 18, 233, 960. 1F 
Rs wceakeneneeee Rips Se eehaneSeurSseeetadausémuccsdoasenseute 112, 644, 259. 79 














t Indicates reduction. 


31. Salaries, bonuses or fees, or anything of value paid to retired officers of 
the United States Military Establishment charged to this contract, $15,781.85. 





Contract W33-038-—ac—14541.— Answers to questionnaire 


2 Contract No. W33—038—ac—-14541. 
3. Type of contract—CPFF. 
4 Date of contract December 18, 1946 
5. Date when authorized to proceed May 3, 1946. 
6. Under a CPFF contract, the definitive contract and all subsequent chang: 
and modifications set forth the related amounts of fixed-fee and an estimat« 
costs to be incurred. Such estimates of costs cannot be exceeded in the 
gate without additions al contract changes increasing the aggregate of tl 
ates. A total sales price is therefore not agreed ae under a CPFF typ 
The estimated costs and the fixed-fee set forth in the contract amount | 
362 2.082 > 54. 
7. Unit sales price—Not applicable to a CPFF contract 
8. Casts and expenses: : 





ili Pe anne AIR cal Bid OLN BN cal BRS os ae 


(a) Cost of raw materials fabricated by prime contractor, $694.496.78 
b) Direct labor casts expended by — contractor, $1,310,974.53. | = 
ic) Fac tory and engit 1eering overhe rad ¢ rged against this contract 4 
. : ee q 
Factory overhead $1, 364, 151. 21 ’ 





Engineering over! 


> fr +h r h _ im earch 
Percentage of the overhead charged to this contract 1 eact 
total for such year 














6 
5 
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(d) Administrative costs claimed against this contract, $133,670.60. 
Percentage of administrative costs charged to this contract: 


Fiseal year ended July 31: f ercent 
Ne ie nae aebhnacosecencnen . 0, 2414 
Ts RE EE ESE Oe OE ee a ey Ce ee 6. 2580 
a ak cis ce le tl i eae ieee ara sio ms ninddimd mem ee maw 13. 6802 
I SERRE S fe SE ESS Ae en a ene ae oe ne er 3. 9189 
NAMIE els TE AIR Sic aan ot Rhee a . 322 


(e) Overtime charged against this contract, $41,617.52. 
(f) Engineering costs charged against this contract, $1,819,688.28. 
Percentage charged to this contract: 


Fiscal year ended July 31: Percent 
ea an wien Saves Naa eo nlinwinclin mae naieaiee's 1. 4191 
Ud each ag ee a tas aaa st ics nce a ec mn a 26. 7668 
Cg ge Re SN SE RE Sn ee ee ee 25. 7151 
se a oa ees 5. 1426 
ESRI SCR SE ES Fae ee ne nee eC ee ee . 0759 


(g) The model F-89 airplane was developed under this CPFF contract and 
therefore all of the costs represent development costs. 

(hk) Any research costs charged against this contract have been included in the 
amount of administrative costs set forth under (d) above. The amount of such 
costs included above has been computed to be $6,992.66. The percentages of 
company total would not be the same as those for administrative overhead for 
reason of adjustments made in Air Force settlements and, in 1 year, the Air Force 
required a semiannual allocation of overhead. The percentages of total are as 
follows: 


Fiscal year ended July 31: Percent 
a oc ins te es are en eure 17. 1286 
a ae i ae cnc Genes east cen creasatnents 8. 8015 
Re ae era oo eae nuk mmomcanawn . 0368 


(t) Total dollar value of subcontracts, $274,308.87. 

There were no subcontracts in excess of $100,000. 

(j) (This item not listed on questionnaire.) All other costs not specifically 
requested to be set forth under (a) through (7) are summarized as follows: 


I ie wien mittee tenes a who's $11, 787. 19 
Vendors’ cancellation charges... .........................-- as=~ @440077 
Vacation wages charged directly to contracts per Air Force agreement_ 134, 348. 69 





ed 5 hele a eae a, Ra DE PE TP 64, 258. 22 
oi wee) ee aE Rea Se er ne ee eee 39, 725. 57 
en else Grebe eons 256, 564. 44 


(k) (This item not listed on questionnaire.) The total of the cost amounts 
set forth under (a) through (j) is $7,091,856.29. 

9. The amount of salaries and bonuses of company officers in excess of $20,000 
charged to this contract, $39,690.95. 

Percentage of such charges to this contract: 


Fiscal year ended July 31: Percent 
Ii re ie ina dnwecuwecanune 0. 2414 
ee re ass me os aiming ic aoe wiowme 10. 4247 
Set Se i See Oe eee eo * 17. 1286 
a re cia SN ee nn oe cae 4. 9950 
Co scstnaeiearacdth catenin . 0336 


12. Contributions or dues, charged to this contract, $9,822.81. 
Percentage of such charges to this contract: 


k wie nag ended July 31: Percent 
ee a Sowa okra wom werniwemuin 0. 1436 
Viglen, bo ewe lp, on BE ay Se aS a a ee eae 4. 6754 
nll BS hE eee ae ad I a a a et 17. 3651 
oo elegy LA il ea Ee eee _.. 4.5256 
1950 


en ala es eh aes ea ee ele rina sa ren recs ve lean . 0364 
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13. Consultation or advisory fees charged to this contract, $926. 
Percentage of such charges to this contract: 


Fiscal year ended July 31: Percent 
Pe Bk Oe a eal ae Pe Re ee ee 26. 4487 

OS AS SES Rei bee Bo) A ene eran, 5 oan 
1 PIE SI rs 2, Se Re ee eee I ie ae Pn ac ORE aE Ey . 0754 


14. Aggregate amount of traveling expenses charged to this contract is 
$64,258.22. 

15. Profit realized under this contract after giving consideration to the expended 
costs for which reimbursement was disallowed, $174,527.41. 

16. Profit claimed per airplane—not applicable to this CPFF contract. 

17. Depreciation charged to this contract is $59,750.80. 

Percentage of such charges to this contract: 


Fiscal year ended July 31: Percent 
PRE ie eo SE ER eee 0. 4633 
ee ee a ee Re Ne de a a Rd hehe eu ea aa eRe 9. 3140 
hs ena eeaknein 14. 7290 
I Sa aa ae IN a 4. 2569 
| By Se peieetheeh oreeclen abaeiue., eentnnr Ree SEAL ap pelea ERR ty eee a . 0313 


19. Amortization charged to this contract, $3,634. 
Percentage of such charges to this contract: 


Fiscal year ended July 31: Percent 
(vate Fidei giants! ae Seeing yeaa eS a a ee a IEE 5 0. 4432 
| | @= pee GEE cay PRP”... Tip inilen: Seaetiereane Wi itca thee Wave Ve eaap ee Sie RES 6. 3328 
ers rg rae rate ee te ee nee ee mee Boren ce 12. 6485 
cre 4. 5469 
lace eee ee aa Rice ies AE ee ie . 0039 


Change orders or modifications of this contract: 





| ' 
| | 





Date | No. | Scope Amount 
| | 
July 3,1947 GE ET SEA E OE AE HT $1, 264. 07 
Sept. 17, 1947 Os weocgumere A EEE Ras EF, Se 
Oct. 3,1947! 3] Engineering changes EA DONE et CR Sal 8 oF ee ee 
Oct. 28, 1947 | Otis iene EAGLE TILIA EIEIO: GE! 
Nov. 3,197| 5|....-do GLA ELIE ASOLO ILA. 3, 675. 98 
Dec. 18, 1947 6 | Deviation from specification _. tide wmng mbeebh beh aikash hikaakees eo ued ee Hh aE 
Dec. 31, 1947 | SE Cn Me =. 
Jan. 13, 1948 | 8 | Engineering changes --- ini keene» sation te sion Geaioas-aareiae’ 8, 240. 62 
Apr. 1, 1948 | 9 | Additional flight testing and changes SWS snbdeeeee scteese | 53, 679. 05 
Mar. 4,1948;| 10 | Increase in allotment for spare parts_.-..............--.--.-.---.--- 8, 000. 00 
May 24,1948 | 11] Amendment to flight-test instrumentation........___-_- Serene Pere ae 
June 16, 1948 | 12 | Engineering changes... __- . oe ¥s AREA: Me ATE 
June 18,1948} 13 | _do Sacer S rt es bee 12, 766. 69 
June 16,1948} 14] Increase in funds allotted to contract..................-------.----- | 1,417,399. 12 
July 12, 1948 | 15 | Engineering changes. - | LES eS Oe. Se ee 
July 13, 1948 | 16 | Amendment to contract re spare Parts. . he kta ele ” ace inet re 
Aug. 4, 1948 } WW Engineering ee aeiads ; ‘ sé x wast 1, 457. 54 
Oct. 8, 1948 | 18 | : | : ive ea aE SARS FIRE AE, PROD ae 
Dec. 22, 1948 19 do. EE ‘ 
Feb. 21, 1949 20 | Bailment provisions re flight flutter tests __. > ideal 25, 398. 19 
Apr. 5,1949{| 21 | Confirmation of spare-parts exhibit hemeigeenanitee 
Apr. 28, 1949 22 | ante “eae Eee babar maces oaelakanhiike bdo wads ae Lioweer ts S 7, 286. 12 
May 4, 1949 23 ce Pee ozs ; aw dada calor dideacias gia 33, 538. 14 
May 5,1949| 24} ena decane de al a aliaaes ae cisistpia ee cinibae sone ant . aca 
June 1,1949 25 | I a a ee ae a a ee 10, 770. 39 
June 8, 1949 26 | |e pe EE SSS ea Ea a eb 6, 438. 99 
June 23, 1949 27 Addition: il funds allotted to contract ___.__- i le Sada _ 164, 123. 65 
Aug. 3,1949| 28 | do_- Seed ; : cee einbacakeuseraaen 101, 428. 29 
Nov. 8, 1949 29 | Engineering changes } 
June 28, 1950 30 | Confirmation of spare-parts exhibit : SAYS a ae ae 8 
Reduction of funds allotted to contract : ; 1 64, 495. 88 
ee ae 
Total i ; cudestetaniesou ee 





1 Indicates reduction. 
31. Salary, bonuses, or fees, or anything of value, paid to any retired officer of 


the U nite xd States Milit ary Establishment. No portion was charged to contract 
W33-038-ac-14541 as contract was completed prior to 1952. 





aba 





















ent 





ee ne 
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Contract AF33(038) 1817.—Answers to questionnaire 


. Contract No. AF33(038) 1817 

Tvpe of contract—CPFF. 

Date of contract, May 13, 1949. 

Date when authorized to proceed, December 14, 1948. 

6. A total sales price is not agreed upon under a CPFF type contract. 

At July 31, 1955, the estimated costs and the fixed fee set forth in the contract, 
adjusted for a reduction in the funds allotted to this contract which has been 
administratively made by the contracting officer, amounted to $400,319,057.98. 

7. Unit sales price—not applicable to a CPFF contract. 

8. Costs and expenses. This contract has been increased and its period of 
performance extended at various times through requirements for additional air- 
craft, spares and other types of changes. At July 31, 1955, this contract had been 
practically completed but not entirely completed. Some expenditures are yet 
to be incurred. The costs stated represent the expenditures to July 31, 1955. 

(a) Cost of raw materials fabricated by prime contractor, $76,791,586.85 

(b) Direct labor costs expended by prime contractor, $68,884,764.59. 

(c) Factory and engineering overhead charged against this contract: 


> Oe wh 


CE ig eo ca ne mennaweceduwes $93, 574, 459. 22 
Engineering overhead _-__-- Be OAT SERIE ae 2 Pees Lar wwwewuce Je Gae, Seol0s 
CO eee ae ee oie ree ee ee ed 111, 613, 340. 20 


Percentage of the overhead charged to this contract: 








Factory Engineering 
overhead | overhead 

_ ———— eee See ee 
Fiscal year ended July 31: Percent Percent 

a a ei i: dae 4, 2544 16. 8336 

< 51.3072 | 46. 3890 

87. 8726 | 58. 1275 

83. 3766 39. 1973 

65. 6374 30. 3677 

31. 7039 15. 8800 

1. 4937 | 2. 5719 








(d) Administrative costs claimed against this contract, $6,233,842.54. 
Percentage of the administrative costs charged to this contract: 


Fiscal year ended July 31: Percent 
A ee eee SESS Se ee eee eee 
SS A Se ee eee eee eee Bee alec a sg nes 
ee Oe eS ae eine nane ais saa wince Sees: Re 
I ree ec ee ee a Sl whew enw mas te eo 69. 4287 
eter A ee Eee Paredes ree .... 54. 5218 
So Mids 5 Re ee ee ss tn Saves me occa ecg a: Se 
ESD So 4 ES SS Se Pe ee eee ee a ee ee er 1. 7607 


(e) Overtime charged against this contract, $2,851,499.40 
(f) Engineering costs charged against this contract, $18,723,214.96. 
Percentage charged to this contract: 


Fiseal year ended July 31: Percent 
TES (RA RG ee ~ sen-= 17.9402 
1950 a ee 


ten Sr ae apes ¢ whoEohe 58. 3762 
Ins ayn krth-ng aly Det we ae 
See 
: ; 7 15. 8938 
1955 - cium “Roane 


(9) The model F-89 airplane was developed under a prior CPFF contract and 
therefore no portion of such development costs have been charged against this 
contract. 

(h) Research costs charged against this contract. The amount of such costs 
included above has been computed to be $672,760.82. The percentages of total 
are as follows: 
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Fiscal year ended July 31: Percent a 
I Gaia sais Ache aerate eB ean ee leds cn eae ina ae were 0. 3750 . 
| ASETEERSEES SS SES SRC 5 SEE ASE Sms ARE te pee EE We 50. 6200 i 
a ee 78. 2604 : 
ASSIS SR Seat ey BRST chee he acre be Fhe a ola atte nance, gh Bh arene ested tnd sh 74. 7103 4 
Mri Opi amc o8<-helinenat cyset ev ane rapes petal More peat emda aan a4 59. 7510 | 
Se eeneaalaenateats Ay Dee ay colt ailing teste + mtg he Et a pea ance, RR Ea 28. 5017 5 
MARAE lA ld OS Lt AS QL) i RR 1. 9651 i 

(7) Total dollar value of subcontracts, $78,238,568.90. i 
Subcontracts in excess of $100,000: ; 
Name and address Purchase Amount 
order No. 
4 
Airesearch Manufacturing Co., Los Angeles, Calif.......-.-...-.------..-------- 150989 $130, 634. 00 a 
190674 121, 464. 00 ; 
11842 126, 218. 00 ‘ 
390829 114, 295. 00 
286 183, 681.00 q 
11700 106, 362. 00 
11115 299, 520. 0° . 
11439 251, 910.00 q 

Allison division-General Motors Corp., Indianapolis, Ind.........-....------.--- 250172 162, 225.00 4 

I a TR tl mem ona enoemonainndt 96764 135, 120. 55 

ee ccaknabmuapansunmecccambans aeenee 1104 133, 711. 50 

1100 121, 758. 00 
1106 122. 522. 00 

Bohanan Manufacturing Co., Los Angeles, Calif. ..............-.--.-.----.----- 109602 302, 771. 15 

Burbank Tool & Die Co., Burbank, Calif. ............-........... RE ee 11015 134, 662. 50 | 

The Connecticut Hard Rubber Co., New Haven, Conn_--.--...-..--_- Sabaaty 96648 354, 754. 00 

Consolidated Tool & Products Co., "Los Angeles, chattel anual 111656 109, 692. 00 F: 

Day and night division, Affiliated Gas Equipment, Inc., Monrovia, Calif.-..---- 180010 | 4,634, 578. 94 § 

430684 112, 999. 34 
180697 865, 888. 92 ; 
181387 103, 063. 00 ¢ 
182774 320, 245. 38 : 
Eclipse pioneer division, Bendix Aviation Corp., Teterboro, N. J_.......-------- 94151 144, 376. 48 4 
The Firestone Tire & Rubber Co., Los Angeles, Oalif..........-....-...-.------ 108185 102, 240. 00 
108184 116, 352. 00 
108183 105, 774. 00 
108182 115, 005. 00 
108180 108, 000. 00 
General Electric Co., small appliance division, Bridgeport, Conn.............--- 94288 342, 200. 90 4 
94289 208, 562. 25 
Ce ee as PN IE oo hicrc nce pic cn darcccenacesnsenstcncenns 169815 138, 088. 43 : 
1 344, 039. 75 
12 109, 851. 85 ‘ 
13 481, 788. 41 ‘ 
15 789, 573. 67 4 
168 187, 944. 96 . 
1248 151, 815. 91 
1258 445, 972. 16 
1251 747, 391. 61 : 
180163 236, 113. 50 : 
181437 223, 914. 00 
430355 226, 812. 96 : 
Goodyear Tire & Rubber Co., Los Angeles, Calif.............-- IIR EI Re St 174291 111, 810. 00 3 
174293 112, 416. 00 
174292 102, 915. 55 4 
66 183, 078. 35 
647 116, 830. 78 
650 117, 474. 01 : 
110007 152, 944. 00 : 
110053 117, 573. 18 ! 
110059 133, 104. 00 ; 
110060 266, 680. 00 
Gray & Hulegard, Inc., Los Angeles, Calif................-.- Tee oh Labret ee B® 94188 107, 929. 00 
eee Ee i SS” a eee | 181080 378, 334. 05 } 
185626 740, 375. 93 
179143 465, 583. 00 b 
185627 234, 507. 05 q 
162784 | 1, 368, 955. 20 
179142 937, 775. 00 
174 | 1,745, 899. 98 ’ 
| 19C140 | 1,825, 273. 60 ; 
} 19C176 | 171, 119. 40 - 
| 180011 | 1,616, 015. 90 
181114 | 150, 263. 50 3 
} 19C175 | 2,823, 470. 10 4 
19C156 ‘= 24, 838. 00 : 
180569 5, 199. 00 
180012 Loar, 972. 79 
| 180698 230, 132. 42 | 
Leer, Ine. Greed Rawlia, Bit. go ccncccnsccccccnnceccscse SSN ER SO 13495 109, 412. 28 
13494 107, 539. 20 
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| Purchase | 




















Name and address | order No. Amount 
| 

H. W. Loud Machine Works, Inc., Pomona, Calif..........-.--.-------------- 172255 | $111, 290. 00 
172255 | 133, 955. 00 

| 172254 | 126, 564. 00 

172257 | 163, 314. 00 

172220 | 324, 216. 18 

Menasco Manufacturing Co., Burbank, Calif.............-.--------.----------- 150980 | 130, 737. 02 
| 300812 | 488, 457. 30 

5C1323 | 1,320,874. 11 

§C 1324 | 672, 061. 00 

352000 | 325, 804. 00 

110298 406, 290. 00 

Minneapolis-Honeywell Regulator Co., Minneapolis, Minn. -.-...-.----.-------- 166270 | 135, 868. 98 
4Cl151 | 105, 714. 52 

14038 114, 994. 89 

96626 261, 213. 12 

96627 112, 284. 02 

96628 228, 941. 26 

96629 | 135, 691. 35 

96632 | 148, 732. 47 

96633 | 237, 878. 41 

The New York Air Brake Co., New York, N. Y_---------- Bi ptiae wanlincus ‘ 300403 | 121, 243. 32 
Pasadena Air Products, Inc., Pasadena, Calif..............--.-----.---.--------- 168174 | 108, 900. 00 
168672 | 211, 500. 00 

Pastushin Aviation Corp., Los Angeles, Calif.......................-..--..--.--- 180924 | 145, 269. 25 
181193 | 399, 684.00 

Pesco Products Division, Borg Warner Corp., Bedford, Ohio...........--------- 108401 162, 470. 30 
| 109564 149, 797. 35 

Precision Sheet Metal, Inc., Los Angeles, Calif.............-.......-.--.------.-- | 1104 760, 640. 63 
| 180056 | 205, 574. 74 

180057 | 953, 318. 46 

Rheeni Mannfecterins Ge., Tiewuay, Oeil. oon secnccmcenesactscese<ncosecctinces 180125 | 136, 523. 71 
180124 1, 174, 644. 12 

1265 | 5,380, 945. 74 

1267 | 6,631, 159. 00 

1988 158, 953. 00 

1989 164, 793. 00 

180131 486, 900. 18 

180127 194, 048. 24 

180126 141, 557. 70 

180177 | 146, 622. 36 

181393 | 557, 202. 9s 

181460 | 107, 907. 52 
182562 499, 260. (0 
182605 578, 854. (0 
260303 134, 911. 40 
Bhodes Tail Gi, Fie i Ga a 5 cn stnecntetecenendnesessbngcense 108825 181, 592. 49 


Solar Aircraft Co., San Diego, Calif. 
Specialties Inc., Syosset, Long Island, N. Y 


Sperry Gyroscope Co., division the Sperry Corp., Great Neck, Long Island 
II enna I I in dd Sdbcesdenecncatarnenseccous 
Thompson Glass & Paint Co., Los Angeles, Calif...........--.-.--.--------- 


Thompson Products, Inc., Tapco division, Cleveland, Ohio 


Timm Industries, Inc., Los Angeles, Calif 


Vard, Inc., Pasadena, Calif 


West Coast Too] & Engineering Co., Burbank, Calif 
Wm. R. Whittaker Co., Ltd., Los Angeles, Calif 


Zenith Plastics Co., Gardena, Calif 


Lechvsdcstvdcesscnewnesenenussccsoosescmontns 148 
ER ES SE Rr a cmeieael 96641 


My. 4 


Dark MEP eee | 168085 


SEE ee eee | 108490 


108822 169, 811. 





110375 | 1, 263, 576. 


Perel chet wnnneonbens | §C0636 | 318, 376. 


14 


177, 202. 08 

166, 195. 77 

96654 | 107, 200. 52 

| 96661 | 143, 258. 65 
= 96004 | 161, 307. 34 
162632 | 229, 551. 27 
300774 | 287,735.04 
300826 | 283, 940. 12 
108928 | 167, 685. 30 
108929 | 120, 467. 70 
258 | 164,657.45 

1357 | 1,358, 978. 87 
110630 | 167, 685. 30 
110631 120, 467. 70 

45 


-| 5C1212 108, 170. 52 
5C0625 | 105, 412. 92 
30 

5C120 | —:118, 963. 80 
5C0635 | ‘117, 140. 60 
5C123 | 144, 149. 60 
108399 113, 392. 00 

_| 1103 | 585, 587.75 
| 182616 157, 562. 04 
| 180576 | 690, 100. 00 
ses | isha 
163, 720. 00 

108153 137, 112. 50 

| 109588 | 167,077. 50 
109713 101, 205. 00 

| 146, 574. 00 
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(j) (This item not listed on questionnaire) all other costs not specifically 
requested to be set forth under (a) through (7) are summarized as follows: 


Le eae ene a ee ee $1, 899, 631. 45 
Vongor cansellation charges. ... << <= <2. once cece ceteocuex 2, 386, 485. 71 
Vacation wages applicable to periods prior to Aug. 1, 1953, charged 
directly to contracts per Air Force agreement. —.........----- 4, 532, 104. 60 
CS ES EE Te ee ee ee ee 902, 846. 28 
Ue a a i a a a ieee a Bl 2, 026, 462. 80 
OI eh hk tea a 8 oe cto pia xi dae 11, 747, 530. 84 


(k) (This item not listed on questionnaire) the total of the cost amounts set 
forth under (a) through (j) is $375,084,348.28. 

9. Salaries and bonuses of company officers in excess of $20,000 charged to 
this contract is $611,498.97. 

Percentage of such charges to this contract: 


Fiseal year ended July 31: 


Percent 
re a ar a hs Te 9. 9188 
| RS 2s a ee ees ee Sa Ae ee ee 46. 1505 
Rg er fl erent eye, eyuarhenmesen = len i pemeloantel sirtenmet a Mety abt Nl p52 A. 78. 2604 
SEE ere nna (orn Bene! ea Te Seem A wenn re 74. 7103 
path Xu, JE) ea oie ieee ree eee ora 59. 7510 
Tee Aa ee eu Ree aGM aa aee eee or bas 28. 5017 
Oe ik alesis ea aati ie anita een Abe Jade, Se 1. 9057 
12. Contributions or dues charged to this contract are $128,067.82. 
Percentage of such charges to this contract: 

Fiscal year ended July 31: Percent 
1949_ ; A DEI SA Seay Be, CN OO eee SR ioe ~. 1 ee 
1950_ : PR ET eA Re OP ee a TO RE eR eT TS ee 50. 6565 
2 -- SEE a ee eee ny ere nee ee 
. == a PP Eee SP A PE Sat SN te SEO A ee ee nee Oe ee 76. 2383 
19063 ...<. aN a SA i ee OR ee 61. 6561 
El OR a an Dee eon a een - dmitaeh bs antcdeiaihe oe Gees 29. 1716 
I ia eg Be 1. 9373 


i3. Consultation or advisory fees charged to this contract is $66,299.94. 
Percentage of such charges to this contract: 


Fiscal vear ended July 31: Percent 
. ——— eee ae a espe seep meg sr 7. 0360 
1951 , ines ot fete Oe ee ee . 72. 7582 
_. SE Se eee ieuttiouies pwned baew ound dee 67. 7362 
| eeeerere : SN ee ee ae ee Oe Ser eae ee < 53. 5776 
No AM a ig aeaiintieteinn cians is ca vos cas isle aces Sas wa cc 12. 8293 
1955... -- eee sscihralen also ec hag ti aoe tana TE hee 1. 5590 


14. The aggregate amount of traveling expenses charged to this contract as a 
direct contract charge during the 7-year period of performance (fiscal years ended 
July 31, 1949 through 1955) is $902,846.28 

15. Profit claimed under this contract to July 31, 1955, is $16,528,071.31. 

16. Profit claimed per airplane—not applicable to this CPFF contract. 

17. Depreciation charged to this contract is $808,593.29. 

Percentage of such charges to this contract: 


Fiscal year ended July 31: Percent 
1949 Riis wbtieme a aes at . SB S213 
1950 ; : = 43. 1140 
1951 . : nme a . 69. 4824 
1952 : ne . 74. 7070 
1953 is SE OT eee TENS Nee 
1954 es wos : _..... 4. 4929 
1955 2 


. 9300 
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Amortization charged to this contract is $285,563.03. 
an of such charges to this contract: 


Fiscal year ended July 31: 
a 


at ee 
Date | No. 





Scope 








Percent 
7 9. 1019 
.« bs. O1Gi 
... t¢. 4803 
=~ 46 1682 
.-. 17%. 9065 
o< Sa. ann 
wide ee 


Amount 





Sept. 15, 1949 | 1 | Numerous engineering changes. 


Oct. 11,199 | 2] Flight test program 
Nov. 3, 1949 3 | Numerous engineering _ape. 
Nov. 17,1949 4 do. tees 
Dec. 19, 1949 5 do_. : ane 
Jan. 3, 1950 6 Sf : 
i 4) a 
Do_. | 8 | do. 
Jan. 9,1950| 9} do.- 


Jan. 16,1950 10 | Extension flight test program - 

Jan. 20, 1950 11 | Additional spare parts- 

Jan. 17,1950 12 | Numerous engineering fons. 

Feb. 21, 1950 13 Fn hee = Biaadline meet Pe: 1 

Mar. 20, 1950 14 Ae 

Mar. 31, 1950 15 | Flight test and instrumentation. ae 

Apr. 18,1950 | 16 | Additional aircraft, spare parts, etc___- 

May 4,1950 17 | Tests on afterburner control and changes. 

June 19, 1950 18 | T _ program, mobile training systems, s nant parts and engineering 
changes 

Additional aircraft, spare parts, etc... 

Numerous engineering changes - 

Factory familiarization training __- 

Numerous engineering changes - 

Additional aireraft, spare Lem, etc... 

Mobile trainer sy stem - toa 

Empennage assemblies. ___- ‘ , 

Flight tests, instrumentation, parts | and changes. _- 

Additional aircraft, _ _— ete... 

Deviations - 

Engineering changes. --__---- 


Feb. 27,1951 19 
Aug. 23, 1950 20 
Oct. 18, 1950 21 
Jan. 4,1951 22 
May 22, 1951 23 
May 15, 1951 24 
Feb. 6,1951 25 
Mar. 20,1951 | 26 
June 30,1951 | 27 
May 23,1951 | 28 
June 16,1951 | 29 
June 18,1951 | 30} Technical data 
Aug. 13,195] 31 | Confirmation of spare parts exhibits _ 
Aug. 30,1951 | 32) do 
Sept. 12,1951 | 
Oct. 17,1951 | 34 
Nov. 19,1951 | 35 
Nov. 28,1951 | 36 | 

& 

+ 

ui 





Numerous engineering changes__--- 

For Air Force record only re funds committed 

Confirmation of training parts exhibit 

Confirmation of spare parts exhibit _ - - 

Numerous engineering changes - 

Additional funds allotted for special tools 

Amends property provisions of contract to provide for certain 
instrumentation and test equipment. _- : 

Confirmation of spare parts exhibit 

Numerous engineering changes , 

Confirmation of spare parts exhibit 


3 


Dec, , 1951 | 37 
Jan. ,1952 | 38 
Dec. 26, 1951 


iw 
S 


Jan. 21, 1952 


= 


y 
ss 


Jan. 29,1952} 42] 


Feb. 25, 1952 | 43 | Deviations 

Mar. 12,1952 | 44 | Confirmation of spare parts exhibit- 

Mar. 19, 1952 45 do 

Mar. 25,1952 | 46! Engineering changes, service bulletins and kits 

Apr. 2,1952 | 7 | For Air Force records only re funds committed 

Apr. 9, 1952 48 | Engineering changes. service bulletins and kits 

Apr. 7, 1952 49 | Confirmation speci: ul tools exhibit 

May 22, 1952 50 | Engineering changes, service bulletins and kits 

June 9, 1952 51 | Engineering changes 

May 29, 1952 52 | Engineering study 

May 26, 1952 53 | Changes to mobile training units 

June 3, 1952 54 | Microfilm data 

May 19, 1952 55 | Additional funds allotted for spare parts 

May 26, 1952 56 | Additional funds for aircraft on order 

June 3, 1952 57 do 

June 10,1952 58 | For Air Force record only re funds committed 

Aug. 15, 1952 59 | Confirmation of spare parts exhibit 

Oct. 9, 1952 60 | Engineering changes, service bulletins and kits 

Oct. 15, 1952 61 | Confirmation of spare parts and special tool exhibits 
_ Do 62 | Engineering changes, service bulletins and kits 

Nov. 7, 1952 63 do 

Dee. 11, 1952 64 | Amends delivery schedule and previous change orders. 
Jan. 7.1953! 6515 ngineering changes and time compliance technical orders 


See footnote at end of table, p. 2722, 





1 $1, 231. 92 
144, 141. 42 
16, 452. 81 
83, 490. 53 
51, 418. 62 
102, 248. 42 
88, 966. 01 
109, 505. 70 
67, 055. 50 


| 1, 810, 878. 00 


| 





404, 146. 10 


102, 604. 15 
500, 000. 00 


97, 044. 37 


288, 382. 35 


870, 578. 04 


18, 477. 77 
4, 953. 11 
25, 456. 91 
1, 624, 122. 00 
6, 749, 577. 43 
37, 836, 112. 40 


3, 885, 560. 95 


135, 788. 00 
287, 312. 54 

1 1, 574, 388. 30 
18, 994. 47 
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Amount 


Feb. 24,1953 | 66 | Engineering changes, service bulletins and kits_. | $601, 409. 91 
Feb. 25, 1953 37 | Engineering changes, service kits and flight instrumentation pro- si 
gram -| 3, 278, 810. 42 
| 
| 
' 
| 


| | | 
Date | No. | | 





June 17, 1953 i Data and modification of F-89 aircraft, om tests and ferrying 
planes from Air Force bases.__- : 

Feb. 26, 1953 19 | Additional funds allotted for spare parts _---_- 

Mar. 23, 1953 Numerous engineering changes 

Mar. 27, 1953 | | Confirmation of exhibits for spares, special tools, ete _- 

Mar. 30, 1953 ; Confirmations of spare parts exhibits 

Apr. 1953 | Decrease in funds allotted for spare parts 

June 1953 | Numerous engineering changes and service kits__ 4 

July 1953 | Engineering changes and amends data requirements.___ 

Canceled. 

1953 Confirmation of exhibits for spare parts, special tools, etc _ - 

1953 For Air Force record only re funds committed 

1953 Amends provisions for special tools. __ _- 

1953 . Numerous engineering changes.____ 

1953 Confirmation of exhibits for spare parts, special tools, ete. 

1953 Engineering changes, service kits and bulletins...” _. er 

1953 Contract change notifications. -_..................2........-- 

3 i° Numerous engineering changes_______- peipe as eines “i 504, 073 
Decrease in funds allotted for spare parts_____- aaa ler ceaiaiecies , 000, 000 
Engineering changes and change in flight test Program. pe dikneee obs 7, 388 
Numerous engineering changes aieneaiedaats eee Ser 3, 766 92 
Decrease in training parts___- ales ete ! 255, 000 
ter ~ anes spread changes__._.- ar Ec. Wt 1, 309, 770 


ees apes. 53, 539 
do. 


i 9, 042, 499. 
Confirmation of exhibits for spare parts, special tools, etc . 
Additional funds allotted for special tools -_- 

Confirmation of exhibits for spare parts, special tools, etc_. : eee d,.o2). - 
Decrease in funds allotted | 1135, 277 
Numerous engineering changes 

Additional funds allotted for special tools 

Confirmation spare parts exhibit 

Amends retention of records clause 

Numerous engineering changes._._..............-.......-.-.-.- 
sent ~oamens ofspare parts exhibit 


27, 491, 114. 80 
3, 000, 000. 00 
475, 271. 47 


CE de 


N 


June 
June 
July 
Sept. 
Sept. 
Oct. 
Sept. 
Oc tL. 


no 
a 


Soa cBN 


a_i 
on 
_ 





Decrease in funds allotted for spare parts and other changes.-...... y 
Confirmation of exhibit for special tools 
Settlement of price renegotitaion with a@subeontracter _- Bs. 1 1, 558, 248. 
Confirmation of exhibits for spare parts, special tools, etc wan 
Numerous engineering changes___- £ 342, 929. 
Confirmation of exhibits for special tools_____- 

Confirmation of exhibits for spare parts, a teols, ete.......___- 
. 11,1955 Engineering changes____..__._.......- 

Not issued as at July 31, 1955 
6, 1955 


y 27, 1955 





116, 000, 000 00 


349, 357, 558, 71 











| Indicates reduction. 


31. Salaries, bonuses, or fees, or anything of value paid to retired officers of 
the United States Military Establishment charged to this contract is $192,627.20. 
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Government 
sales 


Aircraft production—Salary and bonus, 1956 


Companies 


Officers 
Number |__ 
of officers | 

| Salary | Bonus 








Percent 


a 


| Grumman 





North American_------- 


Glenn L. Martin 


0 ae 


Fairchild__._--_-- 


McDonnell. - 


Chance Vought________- 


Lockheed. - - 


, 250 | $399,000 
,416 | 73,000 
,758 | 95,885 | 
,072 | 175,500 
, 437 | eciil 
, 625 
93,019 |__ 
29, 624 | 
040 | 
820, 675 
396, 905 | 
458, 246 


Total 


$993, 250 
494, 416 
580, 643 
616, 572 
520, 437 
271, 625 
793, 019 
561, 624 
319, 040 
898, 222 
570, 905 
653, 746 


89,000 | 
77, 547 

174, 000 | 
195, 500 | 








Government | 
sales | 
| 


Percent | 
99.66 anal 
99.7 _- rh 


80.9 


96.7 Seen 


Companies 


President Chairman of board 








| | 
Salary Bonus | Total | Salary Bonus | ‘Total 





North Ameriean 
Glenn L. Martin 


Fairchild 
Grumman 
McDonnell 
Douglas 
Republic 
Chance Vought 
Lockheed 
Convair 


_| $110,000 | $80,000 | $190,000 | $150, 000 





| | 
| 


| os 


$114,000 | $264, 000 


140, 000 | 


74, 375 


99.98.__-_---. Northrop - __-.-.- 














) President and chairman of the board. 
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Aircraft production—Costs and profits 


iceeges.= Samant ; on 4 


Profit = 

































; Pe ie aes ie Stated Additional! S 
Company Total sales iene: y a waine paid Be 
onenst Before After capital 
sales taxes taxes 
North American Percent Percent, Percent 
1942 $315, 270, 85x 97.0 6.4 2.5 3, 435,033 | $3, 435, 033 $3, 109, 938 
1953 | 634, 688, 154 99.2 6. 2.0 . : 
1954 645, 821, 018 99.5 &.1 3.4 : ; 
1955 814, 676, 329 99.6 8.2 4.0 3, 485, (33 3, 435, 033 3, 199, 934 
Qienn L, Martin 
1952 143, 999, 382 0.5 4. 4.03 1, 913, 974 1,913, 974 15, 62/), 212 
WAR 208,006 538 = 3 7 7. 2f : . a 
1954 2), 729, 973 0.6 7 7. 41 is ae 
1955 1 S@2, 342 9.7 7 3. 78 2, 570, 415 2, 570, 415 25, 915, 044 3 
Boeing | : 
1952 739,010,214 | 99.6 5.8 1. 69 1, 623, 981 5, 412, 270 8, 142, 064 q 
1953 O1s, 245, O46 99.8 5. S7 2.01 z , 
lust 1, 033, 176, 265 oy. \. 48 3.13 9 
19S5 853,827,722 | 99.7 7.34 3. 5 5, 470, 075 9, 052, 531 i 
Fairchild: i 
1952 ’ 141,642,708 | 99.4 7. 38 2.22 2, 310, 207 6, 227, 724 334, 328 Af 
1953__ 170, 135, 266 | 99.3 &. 25 Stee Renta CS sf 4 
1954 140,428,318 | 99.4 6.18 2. | Eee Sere Cnt de ee 4 
1985 154,412,491 | 90.4 5. 87 274 3, 032, 146 . 663 7, 490, 814 
Grumman 
1952 — 220, 447, 193 99. 47 8.34 2.43 2, 000, 000 | 10,000, 000 . 
1953 - 240, 857,669 | 99.42 9.97 7 eee ae ee a 3 
1954 ios ial 235, 318,223 | 98 59 10. 10 > 9 eee Ee eee aes i 
ee... i 213, 353,47 | 99 9. 96 4.57 | 2,200,000 | 17, 600, 000 oe é 
McDonnell } : 
1962 — ae 309, 655, 984 | 100.0 7.46 3. 56 682, 120 3, 410, 000 1, 977, 641 
1953 TEE! 443, 187, 431 | 100.0 a 248 4 
194 568, 279, 122 | 100.0 6. 59 2% ‘ 
TIS, 367.939 100.0 7.49 2. & 3 
$49, 269, 104 86.0 TSS 
THO, S47, S47 aS 743 
TS4, 399, 991 82.6 2. 517 ; 
T72, SIS, 968 S29 2526 | 3,689,790 | 30,748, 250 S11, 685 
99.5 6.6 2.0 1, 105, 946 1, 105, 946 1, 966, 038 
o7 ¢é 7 70 
9.2 5.7 27 Ie Le ae 
O55 9.9 5.7 28 1, 472, 013 1, 472, 013 13, 816, 021 
Chance \ iz 
a4 42 00), Oe 2 9 23 4 10), 00D 100, 000 17, 2, 3 
146, O00, 000 2.9 7.0 .2 1, 079, 619 1, 079, 619 16, 282, 684 
Lock 
3 438, 122. S14 4.2 2.1 2, 271, S58 2. 271, Ss 11, 14. 377 
: <2). 447. O00 e ‘ 6 aS eee ee 
732. S72. ss 4 s 3.3 3 - 
73, S89, OO ~o.9 6 3.25 2. SSD, 4 2.53), 3s 2A, O44, S52 
‘ y 
2 x) A OF 4.3 47 27 
37D. 7G. Ok ~27 4.7 2s 
4 2 S17. ON 2 3 7 
2 “ a 1 = 
No 
2 ST ™ 0 7U — is S74 O39 S74. OG 2 852. 758 4 
TO. 714. Oe wy 2 1.7 4 
4 34, 238. Ot 2 oO ; 2.26 ° : 
" 26 MLO WS 7 4.10 LSS.514 «1 SR SM 2 S61. 210 
— - -- oo - 4 
s y $ a at 372: 
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Aircraft production—Costs and profits—Continued 


Dividends 


| 















7 ( = 
EB Company Earned | Net worth |— ——T pthey Rental | Contri- 
, es | surplus iat butions 
; Cash Total |Stock| Property 

| Per- 
North American: cent 
1952 $50, 895, 779 |$57, 440, 750 | $1. 25 = $82, 619 
1953 1. 50 139, 49¢ 
SS 2. 75 61, 915 
1955 88, 141,513 | 94,684,484 | 4. 50 $95, 413, 948 | $432, 395 101, 449 
Glenn L. Martin: | 
95 26,482,922 | 11, 051, 264 None 
j 1 | None | 183.77 
: 1954_- | 1.00 +10 Sd, 140 
1955 ; 23, 659, 251 | 52, 144, 710 1. 50 esting +5 | 41, 470, 000 ~ 
Boeing: 
1952 Bs 53, 998, 612 | 67, 552,946 | 2. 67 | 140, 21 

% 1953 es : | 3.50 147, 758 
Sy 1954. - apenee la | | 3. 158, 163 

a 1955 z 104, 644, 856 | 119, 167, 922 32 }|.- 150, 037, 824 = 169, 112 

Aa Fairchild: 

; 1952 ‘ : 14, 588, 137 | 21, 150, 189 . 60 1, 386, 124 1, 197 32, 335 

k, 1953 - - - jedGocakigedsscnalcacteadvexoah | sae | Ree 2, 291 42, 071 
1954_ ; te EEE idea . . 80 2, 136, 941 4,782 29, 846 
1955 _- : 21, 200,000 | 35, 640, 477 . 55 1, 588, 267 +5 | 38, 938, 956 4, 072 30, 000 

Grumman: | 

1952. .- 22, 834, 889 | 32, 834, 889 2.00 = 210, 000 94, 975 
1953 ED URAL AA! 2. 00 1 ns RE RLR Sf 168, 566 
1954 aha os Sp Yee wescseee-| 146,278 
1955 é 27, 147, 626 | 44, 747, 626 2. 00 - +10 | 51, 586,000 |__-...... 115, 216 

4 MeDonnell: 

7 1952 ahi 6, 810, 497 | 12, 198, 738 1.00 — . | 23, 628 

3 Ee EE Se Ge Pee oe 1.00 __ ? a 23, 628 
1954 _. ae 1. 00 196, 897 |) 93’ 628 

4 1955 oe oe 18, 166,920 | 24,055,999 | 1.00 |_.-_- (3 37, 322, 187 | 23, 628 

E Douglas: 

BS = wciin 51, 407, 521 | 81, 407, 521 3. 75 4, 500, 000 75, 903 
+ SERA aes Beha see ise Mee 6.50 | 7,811, 212 52, 98, 345 

¥ I eee MS = ---| 6.50 |15, 953, 715 57, 872 107, 588 

5. 1955_......-.....| 102, 787,332 |134, 347, 267 | 4.00 /14, 759, 160 167, 816, 369 81, 000 55, 443 
q Republic: 
‘a Tre 15, 975, 800 | 19,047,784 | 1.25 j|...._.._. +10 |. 151, 973 

; Eee = AED ae NEES = 5 een +10 j 145, 270 

Sete 2 he AEE Se +10 106, 847 
ae 27, 518, 118 | 42,806,152 | 3.00 |__--- +10 | 1,292,956 \._.__- 106, 711 

3 Chance Vought: 

4 | SEER _.| 17,362,303 | .80 Sachias - : 891, 530 27, 484 

3 Seamer 8, 808, 892 | 26,171,195 | 1.60 |_-__- 38, 707, 924 | 891,530 | 14,004 
Lockheed: | 

1952 41,971, 752 | 55, 397, 997 ee aa +10 218, 948 102, 043 

1953 . B 1.875 | +5 396, 009 81, 135 

F 1954 2.60 405, 503 75, 458 

be 1955 68, 902, 391 | 97, 777, 427 200 1..;. 102, 321,000 | 271, 354 57, 070 
x Convair: 

4 1952 = be 4, 156, 748 43, 181 
: 1953. ___- me ee 4, 302, 376 47, 459 

=| 19544. __ i : : , 890, 698 41, 309 
i ae c 147,094, 150 |. 46, O85 

iy Northrop: 

& 1952 6, 043, 151 9, 499, 948 Ree }. 43, Isl 
. ee - wadlen : ‘ i? 1.00 |. 47, 459 

ee Bs ot ‘ : 2 1.00 41, 308 
Ce cacesaton 20, 927, 374 | 25, 297, 099 a pe (5) 23, 853, 196 |. 46, 085 
“d | 





1 Tax credits previous years. 

? Loss. 

’ +2 for 1 stock split. 

‘ Became division of General Dynamies April 1954. 
5 +742,188 shares. 
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MONDAY, MARCH 19, 1956 


Hovusr oF REPRESENTATIVES, 
CoMMITTEE ON ARMED SERVICES, 
SUBCOMMITTEE FOR SPECIAL INVESTIGATIONS, 
Washington, D. C. 

The subcommittee met at 10 a. m., Hon. F. Edward Hébert (chair- 
man of the subcommittee) presiding, with the following members 
present: Messrs. Gavin, Cunningham, Bates, and Nelson. 

Mr. Hésert. The committee will come to order. 

Members of the committee, continuing the inquiry which the com- 
mittee is making into the procurement of aircraft by the military, we 
have with us this morning the representatives of the Navy Depart- 
ment who will be followed by the representatives of the Air Force. 

We have with us this morning Mr. Fogler, who, I presume, has a 
prepared statement. 

Secretary Foaier. I do have, Mr. Chairman. 

Mr. Hésert. Mr. Fogler, if you will identify yourself for the re- 
porter and proceed in your own way. 


TESTIMONY OF RAYMOND H. FOGLER, ASSISTANT SECRETARY OF 
THE NAVY FOR MATERIAL 


Secretary Foaier. Raymond H. Fogler, Assistant Secretary of the 
Navy for Material. And Mr. Chairman, if it is agreeable to the com- 
mittee, I suggest that immediately following the reading of my state- 
ment, that Admiral Russell, Chief of the Bureau of Aeronautics, read 
his statement. 

Mr. Héperr. As you wish. 

Secretary Foaier. I am pleased to have this opportunity to furnish 
to your committee information concerning the aircraft procurement 
of the Department of the Navy, which I trust will be helpful to you 
in connection with your inquiry into this matter, 

Today I want first to list certain special characteristics of the 
aircraft industry, which cause many of our procurement problems 
particularly our pricing and facility problems. Historically, the 
needs of national defense have governed the rate of aircraft production. 
During periods of military buildup, or war, aircraft production has 
been high; at other times it has fallen to low levels. Since the truce 
in 1953, the needs of the cold war have kept our aircraft purchases 
at a level which is relatively high. We are still engaged in a race 
for weapon superiority. Accordingly, the needs of national defense 
continue to be a controling factor in the aircraft industry. 

In terms of its financial growth, the aircraft industry is still young, 
although its sales are very large. Other industries with more stable 
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markets and with more normal conditions attending their growth 
have had many years to accumulate profits and to build up their own 
capital. This is the conventional means by which American industries 
have grown financially strong. 

The risks which individual firms face in producing military aircraft 
are substantial and numerous. In the field of military aircraft the 
industry has but one customer, and that a highly demanding one 
the Department of Defense. A contractor who fails to produce a 
satisfactory military product is in serious jeopardy of losing his 
competitive position for the production of good aircraft. For 
example, before a production model becomes obsolete, the manu- 
facturer must develop and offer a new model to meet new require- 
ments. If he cannot do this, and if his new model does not outperform 
those of his competitors, he has little chance to continue in production. 

Many industries develop their products through cautious engineer- 
ing advances. Because airpower is one of the most dynamic, rapidly 
changing commodities the Navy procures, military aircraft producers 
cannot be allowed the luxury of cautious development. © Militar) 
requirements for improved aircraft performance demand that. in the 
shortest possible time aeronautical engineers develop and put into 
practice the most modern technological advances. 

Despite the problems of the aircraft industry that I have described, 
and despite occasional failures, it is of the utmost importance that we 
all realize that the industry has consistently met our demands for 
superior aircraft, and for constant improvement in performance. 

Now, having listed some of the more important problems of the 
aircraft industry I turn to our handling of aircraft procurement. 

In our procurement, we have two fundamental objectives: first, to 
obtain the best aircraft at the lowest overall cost to the Government, 
and second, to insure the maintenance of an industry capable of sud- 
den, major expansion. The characteristics of the aircraft industry 
create a specialized problem in pricing. For aircraft, in most con- 
tracts, it has not been possible to use most of the techniques, like 
formal advertising, we normally employ for buying other commodities. 
We do use, however, three techniques which experience has shown can 
be very effective. There are careful negotiation, selection of the 
appropriate type of contract and sound contract administration. 

The greatest portion of the cost of aircraft and engines te the 
Government is made up of the contractor’s costs. Hence it is essential 
that we provide him with incentives to reduce such costs by achieving 
maximum efficiency in the use of his labor, engineering talent, and 
materials, by designing for low-cost manufacture and by arranging 
the facilities most effectively to achieve reduction in his manufacturing 
cost. Such incentives can be achieved by only allowing the contractor 
a higher profit for a better job and, conversely, a lower profit for a less 
efficient job. 

We make extensive use of incentive type contracts, which enable 
the contractor to enlarge his profit by reducing the overall cost to the 
Government. We think that such contracting is the most desirable 
under the conditions. We consider it would be very unwise to 
eliminate or substantially reduce such incentives. 

We think that the services have been generally successful in nego- 
tiating an equitable balance between contractor costs and_ profits. 
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The data which has been presented to your committee by the aircraft 
industry seems to us to support this conclusion: All things considered, 
we believe that the services have performed a very satisfactory job of 
pricing military aircraft. 

I now turn to the subject of Government-furnished tools and 
facilities for aircraft manufacture. Because we have made sudden 
demands on the industry which were vastly in excess of any long- 
range or continuing requirements, it has been necessary for the Gov- 
erment to assist the aircraft industry by providing a large proportion 
of the production tools and facilities needed by the industry. 
Historically, this has not been decided as a policy but has been required 
because of the emergency of war. If relatively stable periods like 
the present continue, we intend to work away from this situation as 
rapidly as practicable. 

The current policy of the Secretary of the Navy is expressed in 
instruction 4860.31 of October 18, 1955. It is entitled “Acquisition 
of Industrial Facilities in Aid of Current Procurement.” Paragraph 6 
of this instruction reads in part: 

(a) The Navy buys end products—supplies and services for the operating 
forces. The Navy does not, as a matter of policy, buy the 
used to furnish these supplies and services. 

(b) It is the policy of the Navy to award supply contracts to those firms able 
to furnish supplies and services without the acquisition of industrial facilities 
at direct expense to the Government. 


industrial facilities 


Additionally, paragraph 13-102.3 of the Armed Services Procure- 
ment Regulation states: 

It is the general policy of the armed services that contractors will furnish all 
facilities required for the performance of Government contracts. 

It is clear that our present objective is to encourage the industry 
to use its own capital to the maximum extent possible. The aircraft 
companies are privately owned and privately operated and we believe 
that to the greatest degree possible, consistent with the needs of the 
Government, they should own their tools and facilities. 

Lest there be any misunderstanding I wish to leave with vou my 
conviction that it will be necessary for some time to come for the 
Government to furnish part, and in some instances possibly all, of 
the new facilities needed in airframe and engine contracts. “Further 
in the event of another national emergency, it will undoubtedly be 
necessary to furnish greatly increased quantities of production tools 
and facilities. 

{ am not so unrealistic as to expect immediate or complete solutions 
to all our problems in the field of aircraft procurement. Airpower is 
costly. Nevertheless, we must maintain our technological superiority 
in aircraft as well as in other military items. We are determined to 
do so at the lowest possible cost to the taxpayer. To that end we 
welcome the opportunity to discuss these matters with you and we 
shall appreciate your recommendations. " 

Admiral Russell, Chief of the Bureau of Aeronautics, and others 
from the Navy are here to give you additional information and to 
answer your questions. And Mr. Chairman, if it be your wish 
Admiral Russell will proceed with his statement. ; ’ 

Mr. Héperr. Very good, Mr. Secretary. We are very happy to 
hear you, Admiral. i 
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TESTIMONY OF REAR ADM. JAMES S. RUSSELL, CHIEF OF THE 
NAVY BUREAU OF AERONAUTICS 


Admiral Russeit. Mr. Chairman, my name is Rear Adm. James 
S. Russell. I am Chief of the Navy’s Bureau of Aeronautics. 

As you know, sir, the Bureau of Aeronautics is the agency within 
the Navy which is charged with the development and procurement of 
aircraft to meet the requirements of the naval operating forces. Hay- 
ing followed with great attention and interest the proceedings of this 
committee in the past several weeks, we are looking forward to the 
guidance which may be forthcoming from its deliverations. 

The responsibility for procuring aircraft adequate to maintain 
superiority in the air over naval forces at sea, and for providing such 
forces with attack aircraft with the aerial performance to ensure their 
getting through to their targets, is a very grave responsibility. It is 
also a grave responsibility to procure the best in antisubmarine, recon- 
naissance, and other type aircraft, which perform a multitude of very 
essential tasks in the Navy. 

In the development and procurement of high performance military 
aircraft, we are in competition with the output of a regimented people; 
the output of a police state. This output, in recent vears, has been 
good both in quantity and in quality. We are in a race for superior 
weapons which requires the utmost in effort and coordination between 
Government and industry. 

The problems faced in developing today’s high performance combat 
plane are many times greater than they were even a decade ago. 
Looking at one element of performance, namely speed, it took 36 years 
to go from the Wright brothers 24 knots of 1903 to the world’s official 
speed record of 407 knots in 1939, which stood until 1945. 

in the past 10 vears, we have gone from 534 knots to the 1,000 
knot record which the Fairey Delta made a few days ago. 

To design a World War II fighter took about 100,000 engineering 
man-hours; to design a present-day fighter requires roughly 1% mil- 
lion engineering man-hours, or 15 times more—and engineers are 
scaree. 

A decade ago the skin, or covering, of a fighter wing was aluminum 
sheet, seldom more than eight one-hundredths of an inch thick; and 
the skin was riveted over a framework of ribs and stiffeners. Today’s 
high speeds demand extremely thin wings whose thickness te width 
is about in the same proportion as a safety razor blade. To preserve 
the strength of such thin wings, the skin may be as thick as an inch 
at the wing root tapering to one-sixteenth at the tip, and for light- 
ness and strength and taper, the stiffeners and wing skin are carved, 
or sculptured, out of a solid block of aluminum by an expensive 
milling machine. 

Flying at higher supersonic speeds the friction or compressien of 
the air heats up the airplane. Thus, having broken the sound barrier, 
we are fast approaching a heat barrier where the airplane will get 
so hot as to seriously weaken its aluminum structure—so we must go 
to other materials such as titanium and stainless steel—and to 
elaborate systems for cooling the interior of the airplane. 

In World War II, by simply opening the canopy, unbuckling his 
harness and diving over the side, a pilot could leave a crippled aircraft. 

\s speed increased, an ejection seat became necessary, a seat beneath 
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which a charge of gunpowder was available to catapult seat and pilot 
free of the airplane. With supersonic speeds becoming commonplace, 
survival by ejection is becoming questionable. We must soon furnish 
the pilot a capsule in which he is completely enclosed, a capsule which 
can be separated from the airplane, then slowed down and floated to 
earth by parachute. 

Such complexities extend to other parts of the aircraft weapons 
system—electronics, powerplant, armament, navigation and flight 
instruments, and communications. 

So it can be seen that the design, development, and manufacture of 
military aircraft is not an easy job; it is a challenge, and it requires the 
application of the best engineering and scientific talents the country 
can muster. This is the nature of the job, and this is the job we look 
to American industry to perform. 

Navy airplanes have certain added complexities; they differ from 
those of the Air Force because of the purpose and operational environ- 
ment of the Navy planes. They base on ships at sea, fly from the 
surface of the sea, or perform special missions over the sea. They are 
subject to the corrosive effects of salt spray. Carrier-based planes 
must be designed to absorb the shock of catapulting, the rapid decelera- 
tion of an arrested landing, and the loads imposed by a pitching flight 
deck. The aircraft must be small and usually the wings fold so that 
a maximum number may be carried and operated from ships at sea. 

Against this background of complex design and varied and demand- 
ing operational requirements, the Bureau of Aeronautics procures 
airplanes and aeronautical equipment for the operating forces of the 
Navy. 

In our procurement actions, we are governed by the laws of Congress, 
particularly the Armed Services Procurement Act of 1947 (Public 
Law 413, 80th Cong., with amendments) and by directives based upon 
these laws issued by the executive agencies of the Government. 

Foremost among the latter, the Secretary of Defense guides our 
procurement action by the Armed Services Procurement Regulations. 
And I hold here, sir, a copy of the Armed Services Procurement 
Regulations. 

Within the Navy Department, these regulations are extended in 
more detail in the Navy procurement directives. And I hold here, 
sir, a copy of the Navy procurement directives. These latter are 
similar to the Air Force procurement instructions (AFPI), but it 
should be recognized that Navy procurement covers a somewhat 
different field in that in includes ships, their equipment, naval ord- 
nance, and other items peculiar to the naval service. 

Where appropriate, the Air Force procures items, airplanes for 
example, for us, and we buy other things through the Army. Simi- 
larly, we procure many items for the Air Force, and also for the Army. 
Our requirements are coordinated with the other services. Plant 

cognizance for inspection and on-the-job contract administration 
rests with a single service. 

Cross servicing in material inspection is practiced. We utilize, 
where available, Air Force and Army auditors in obtaining audits. 
In short, our procurement procedures are quite thoroughly integrated 
among the services, and, certainly in the area of aeronautical equip- 
ment, our procurement policies and practices are consistent in every 
important detail with those of the Air Force. 
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The Bureau of Aeronautics, in its purchasing procedures, recognizes 
free enterprise as the bulwark of the American economic system and 
that competition serves to insure best quality for least cost. How- 
ever, in the case of aircraft, aircraft engines, and certain major com- 
ponents, competition is usually limited to that among designs. The 
great cost of carrying a design on to a prototype or production article 
bars true competition and introduces as a substitute negotiation. 
Here we try to preserve the principles of free enterprise and provide 
every inducement to produce superlative quality at a minimum cost. 

In this area our contract types range, in order of increasing incentive 
from “cost with no fee,” through “cost with fixed fee,” “incentive 
fixed price,”’ to ‘‘firm fixed price.” 

A “cost, no fee” contract provides the supplies or services at actual 
cost with no fee or profit to the agency furnishing the supplies or 
services. An example of such a contract is one with Northwestern 
University whose aerial measurement laboratory is providing certain 
analytical studies to be used in the design of an armament control 
system. Here the contractor, an educational institution, does have an 
incentive of sorts because the knowledge gained in pursuing the con- 
tract will enhance the educational and research objectives of the 
university. 

A cost-plus-fixed-fee contract provides supplies or services at 
actual cost plus a fixed fee. The fixed fee is determined at the time 
the contract is established. An example is a contract with the General 
Development Corp. for a research and development program to obtain 
a lightweight, high strength airship envelop fabric for the K type anti- 
submarine airship. The fixed fee here represents a payment to the 
contractor for the diversion of his engineering skills and his time to 
this particular project. 

The incentive-fixed-price contract uses a target cost which will 
bring the contractor a certain fee. If the contractor, through his 
production know-how and administrative acumen, can produce at a 
cost less than the target cost, he will share the savings with the 
Government. If, on the other hand, his performance carries him be- 
yond the target cost, he loses a portion of his profit in increasing 
amounts until a ceiling cost is reached beyond which he must continue 
performance to complete the contract and bear all costs. An example 
of the use of the fixed price incentive contract is in the procurement of 
a carrier-based antisubmarine aircraft. Here the contract provided 
for delivery of a quantity of aircraft at a firm target price of approxi- 
mately $200,000 per unit. 

There was a starting profit of 9 percent of target cost, the contractor 
shared 15 percent in variations from target costs and was limited to 
125 percent of cost ceiling. This particular contract resulted in an 
overall saving to the Government of about $5% million exclusive of the 
contractor’s 15 percent share in reduced cost. 

t Under the firm-fixed-price type contract, supplies are furnished at 
a specified firm price with no provision for adjustment. An example 
is'the procurement of a follow-on order of aircraft in which experience 
has been gained to the point where an acceptable firm price could be 
determined. 

* Mr. Chairman, I have with me Rear Admiral Murphy, who is 
Assistant Chief of the Bureau for Procurement, and Mr. Tassin, 
Assistant Director of Contracts Division, to answer questions in 
detail, sir. 
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Mr. Hésert. Thank you very much, Admiral. 
Now, Mr. Secretary, and Admiral Russell. 
You, Mr. Secretary—I want to address this observation to you. 
The committee, as you know, convened for the purpose of making a 
study of the cost of procurement of military aircraft, the production 
schedules being employed and the profits derived by the manufacturers 
from Government contracts. 

The evidence so far shows that this industry exists solely and only 
by Government contracts and that without Government contracts, it 
faltered and failed and that subsequently the entire income of the 
industry is from the taxpayers of the United States. ‘That is, speaking 
wilitarywise. 

When we speak of private enterprise, I would understand it to be 
an enterprise where American investors have a substantial interest. 

As it is, it shows the investment of the Government is $800 million 
to $200 million on the part of the companies. And on top of this, the 
income of most of the companies we have considered here today, with 
only two exceptions, has been 99% percent of the taxpayers’ money. 

What this subcommittee wants to know is this. Are you satisfied 
that this industry has been using it wisely and ploughing it back 
into the future, about which you have been talking, or is the money 
being paid out without restriction whatsoever in salaries, in bonuses, 
in advertising, and including, in one instance, the setting up of a 
charitable trust fund, if you please. 

Is the industry investing in its capital plant to be prepared in the 
future, about which we are all concerned? 

You say you are satisfied with your procurement, that the Navy is 
getting the best overall cost for the Government. How do you ex- 
plain, then, to the subcommittee, the fact that in one instance you 
deal out over $100 million worth of property free and the next con- 
tractor that comes along, he pays a rental? How do you explain the 
fact that the initial contract prices in your planes will in some instances 
be 20 percent over the target cost? How do you say that the data 
presented before this committee—I mean judging from the data before 
the committee, you have struck an equitable cost? 

These are some of the subjects to which this committee has expected 
you to direct your attention. The subcommittee has listened pa- 
tiently to the story as related by industry, and the story that appears 
before us does not indicate a very creditable performance on the part 
of the procurement division of the Government. 

There is a difference, in my opinion, between the financial conditions 
of the company doing business with the Navy Department, on all 
the same kind of contracts. I note you tell us that you intend to 
work away from the situation where there will be such a Government 
heavy investment in heavy facilities. 

What have you done to see that some of this income is plowed 
back into facilities and tools? 

Several companies are the exception to this. But what have you 
done to police the plowing back? 

The answer to your proposition is this. If this is the highly com- 
petitive business which you say it is and which the companies say it 
is, you have the power by contract, if by no other way, to build this 
industrial plant on a stable basis and to protect against the valleys 
as well as promote the peaks. 
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Would vou, for example, say the Government bureaus are ineffective 
because they do not have big salaries commensurate with the burden 
which they bear? 

For all practical purposes, these companies and their officers are 
also Government officers. Do Government officers depend on bonuses, 
incentives, and high salaries fixed by themselves, in order to do the 
job? 

These are some of the questions which I hope you might address 
yourselves to for consideration by the committee. 

I might say here, Mr. Secretary. that we appreciate having you 
here. The committee and I do realize that in the enormity of the 
position which you hold and the conscientious effort which you are 
making every day to discharge that responsibility, that it 1s quite 
impossible for you to have all the details at your fingertips. I per- 
sonally feel that you come here before this committee this morning 
at a very distinct disadvantage, because you have come her only to 
answer questions which are based on briefings which have been given 
you, which would be physically impossible for you to have known 
intimately, the details which have been presented here. 

I want to let you know that I, for one, share with you a feeling for 
the position which you now occupy at the witness stand. 

Now to you, Admiral. I suppose, Admiral, it is a good old Navy 
custom to pass the buck. But this is something you just now forget 
in your statement, that there is no buck to pass. 

You are here telling this committee that everything you do is gov- 
erned by the Armed Services Procurement Act of 1947, and you carried 
with you the two bulky volumes to demonstrate to the committee. 

Admiral, and Mr. Fogler, and you Navy people and all the people 
in the Defense Department, were before this committee, or rather the 
full committee, in January and February, discussing the fact that the 
Armed Services Procurement Act of 1947 to all intents and purposes 
and practicality, is in reality suspended and has been suspended in 
effect since December 16, 1950, at the beginning of the Korean 
emergency. 

Everything you do, practically everything you do, is done not 
under the law of the Congress, or rather the directive of the Congress 
that you would have the committee believe by the statement you 
made, but it is beg done under departmental directives. I think 
if you would examine these directives of your procurement policies, 
you would find that the interpretation of the law is superceded by the 
regulation of the Navy. 

That is one of the reasons why Mr. Vinson, the chairman of the 
full committee, has introduced and passed thr ough the House, H. R. 
8710, to put you back under the Armed Services Procurement Act, 
so at least Congress can know what is going on. 

Let us look at these directives. What do these directives provide 
and what do they accomplish? 

These directives instruct the Navy Department to look back to 
find out if the company is ploughing its earnings back into the busi- 
ness. Do these directives reduce the Government investment in 
tools and facilities out of the earnings on these Government contracts? 
What do these directives provide for with respect to salaries, incen- 
tives, contributions? What do they do about charitable trusts 
created by some of these operations? 
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What do they do about the subject of advertising, for example? 
The press office at the Pentagon complains bitterly that service per- 
sonnel are being siphoned off by private industry in the technical 
field of aviation. The Secretary has touched on it this morning in 
his statement. The service papers show that the contractors whom 
you employ are advertising in service papers, with money derived 
from Government contracts, to wean and lure your own technical 
people. 

What attention are you paying to that subject? What attention 
are you paying to the large spread between contract prices and target 
prices, to say nothing of final determinations? 

Nearly every contract we have before us—and you have copies of 
all of them, which have been supplied by the companies—show that 
you are Overpaying on the initial contract from 10 and in some 
instances, as high as 20 percent. 

You refer to the fact that you are operating under congressional 
instructions. Do you think Congress instructed you to overpay on 
these contracts and to advance capital? 

Do you contend, Admiral, that under these procurement policies, 
the Congress has instructed you to use a yardstick for one firm and 
another yardstick for another? 

Do you think Congress has instructed you to have a salary range 
allowable from $35,000 to the president of one company, to $230,000 
to the president of another company? 

Do you think that Congress has instructed you to authorize a salary 
of $90,000 for one president and then pay him $45,000 as an incentive 
to do his $90,000 job? 

Do you think Congress instructed you to permit the establishment 
of a charitable trust to make a country day school supported out of 
Government moneys? 

Do you think that Congress wanted you to conduct an endowment 
campaign for the private colleges of the country? 

These are some of the things we want you to address yourself to. 
These are specifics and not generalities. These are on the record, to 
say nothing of the information that is contained in the numerous 
answers to our questionnaires. 

We want to know what your plans are for setting up a system that 
has at least some degree of uniformity about it and not a dissertation 
on the complexities of aircraft construction. 

Mr. Atwood, the president of North American, who was here the 
first day, went beyond your very illuminating papers and even had 
diagrams to show us of the great problems in the construction of 
aircraft. We know all that. But Congress is willing to pay for it. 
But we want our moneys well spent and we want everybody in the 
business treated alike. 

[ was very much disappointed this morning in the generalization of 
the two statements which came before this committee. The Navy 
has had representatives here since the very beginning. They have 
been very attentive and have listened attentively to the presentations 
made. In addition, the departments have been furnished with the 
copies of our questionnaires—that is correct, isn’t it, Mr. Courtney? 

Mr. Courtney. That is correct. 

__Mr. Hiperr. They have been furnished with all the answers. 
Chis hearing is now going into its fifth week. And it certainly appears 
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to me that the Navy Department could have come up here with a 
little more specifics instead of so many generalities. The Navy 
knew the answers we wanted. I hope the committee is not going to 
be put in the position of having to extract teeth in order to get answers. 
However, I will say this, that the committee will sit here until it does 
get the answers. 

In view of the statements which the Chair has made, I would 
wonder if the representatives of the Department of the Navy would 
like a little time or a little recess to reflect, or are they prepared to 
answer the specific questions which we will ask. 

Mr. Fogler, are you prepared, and Admiral Russell, or would you 
like to go back and try to find out some specific answers instead of 
glowing generalities? 

Secretary Focgier. Mr. Chairman, I certainly appreciate your 
comment in regard to my inability to answer a great many detailed 
questions, and it is certainly a fact. 

Mr. Héperrt. I have the greatest sympathy for you, Mr. Fogler, 
in the position you occupy. 

Secretary Foauer. I do believe, Mr. Chairman, the gentlemen can 
answer at least the great majority of your questions and if we are not 
able to answer, we will certainly get the information. 

There is one matter that I would like to differ with you about. As 
I remember the hearing before Chairman Vinson, not once was it ever 
mentioned that any contract was made illegally. Every contract was 
made—— 

Mr. Héserr. Wait now, Mr. Secretary. 

Secretary Focuier. Yes. 

Mr. Hépert. Let us—don’t indicate in any way 

Secretary Focier. But you indicated, Mr. Chairman 

Mr. Héserr. I didn’t say anything illegal. I haven’t used that 
word or indicated anything illegal. On the contrary—— 

Secretary Fogter. Every contract was made under the provisions 
of the Armed Services Procurement Act. 

Mr. Héserr. You are so right. And at no time did anybody, 
certainly in the hearings before the committee, indicate that anything 
was being done illegally. The intriguing thing about the whole 
proposition is the amazing resourcefulness which the departments 
have, to live within the law but defeat its purpose. I think it is 
definitely a challenge to the Congress, to write a law the objective of 
which can’t be defeated. And mind you, I am not one who blames 
the Department for taking full advantage of the law, but I blame 
the Congress for being inadequate to write a law which leaves so 
many loopholes that its own mission can be evaded. Because we do 
have now government by loophole, particularly as far as the Defense 
Department is concerned. 

It was to remedy that fault that Mr. Vinson did introduce his bill, 
which brought back into perspective the intent of the Congress. 

Now don’t put me in the position of saying anything is illegal. 
I shudder when I hear so many Members of Congress and members 
in responsible positions, in answer to the practices of the Department, 
slough it off with the excuse, “It is inherent in the executive.” | 
don’t believe anything is inherent in the executive that the people 
do not want and the Congress doesn’t want, and it is about time 
somebody does something about it. I don’t believe it is inherent— 
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I don’t believe it is illegal, that the Department of Defense and the 
Bureau of the Budget withhold funds which have been specifically 
appropriated by the Congress, in defiance of the Congress. Of 
course I could go a long way on that dissertation, but I don’t intend 
to. But again I say—I didn’t say it was illegal. I think it is per- 
fectly legal and perhaps some of the men in the Bureau, if they were 
elected to Congress, they would show Congress how to write the laws 
that the bureaus wouldn’t evade. 

Secretary Foauter. Mr. Chairman, as long as we both agree—we 
do—that those contracts were all let in accordance with the statutes of 
the Congress. 

Mr. Hésert. You are right. 

Secretary Focier. Then there is no disagreement. 

Mr. Hfésert. Even under that Procurement Act, Mr. Secretary, 
the Congress under the authorization to the President to set aside 
under an emergency—the Departments came in here and admitted 
they were utilizing the emergency part of the Procurement Act 
because it was the easiest way to do and they not only came in, but 
showed us how under the provisions of that procurement feature, they 
were writing into the law an additional law. The record shows that. 

However, if you feel that your people are prepared to answer the 
questions, and the specific questions, we will be very happy to 
continue. 

Secretary Focier. We will certainly endeavor to do so. 

Mr. Netson. Mr. Chairman. 

Mr. Héserr. Mr. Nelson. 

Mr. Nevson. Mr. Chairman, I haven’t had the benefit of reading 
the very lucid, very admirable statement which the chairman has 
made, 

Mr. Héserr. You said what, Mr. Nelson? 

Mr. Neuson. I haven’t had the opportunity of reading the very 
admirable and very lucid and the very happy turn of phrases for 
which you are famous, that you have just made. ‘Therefore, 1 can’t 
associate myself necessarily with your conclusions, or your questions. 

[ don’t know whether the Navy has had these questions before or 
not; has it, Mr. Chairman? 

Mr. Héserr. They have had it. 

Mr. Netson. I think it would be well for the members of the 
committee if the Navy could give us in writing specific answers to 
every question that you raised in the statements you have just made. 

Mr. Hépertr. We are going to ask them that, Mr. Nelson. They 
are prepared to answer it. 

Are you through? 

Mr. Netson. Orally. 

_ Mr. Hiépert. Orally, yes; and if they can’t answer it, we will find it, 
if they can’t answer it after the weeks they have had the questions 
down there. 

Mr. Gavin? 

Mr. Gavin. The question that I have in mind is—I fully realize 
that all of these airplane manufacturers’ business, 99 percent of it, is 
with the Government. Back in 1951 and 1952 possibly they were 
uot in a position to finance themselves. 

notice in their capital structure that their net worth has been 
accumulating vastly, in some instances almost double, since 1951 
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and 1952 to 1956, and that they are now in position to carry on a little 
of their own financing, maybe. Why is it necessary that we continue 
to give them progress payments up to 75 or 80 percent on contracts 
that are taken or completed or uncompleted. That is a question—if 
you want to study over that question, why you can come up with an 
answer for it. 

Secretary Focunr. Mr. Gavin? 

Mr. Gavin. Yes. 

Secretary Focuier. In a great many instances, not only with air- 
plane companies, but with other types of contracts, it is customary 
commercially to make progress payments. There aren’t many 
companies that can take orders of the magnitude that these companies 
are taking and have working capital of their own adequate to carry 
out those contracts without payments previous to the completion. 

Mr. Gavin. I think that was all right back in 1951 and 1952, but 
they have been making some profit. 

Secretary Focier. Let me ask you this question. If they have 
completed 50 percent of the contract, is there any reason why they 
should not be paid for work already completed? 

Mr. Gavin. No; none whatsoever. But you make progress pay- 
ments before they have completed the contract. You make it at the 
time the contract is let, as I understand it. You make it right along, 
up to 75 percent, whether they are completed and delivered or whether 
they are on the line of production. 

Secretary Focuer. Mr. Bannerman. 


TESTIMONY OF MR. GRAEME C. BANNERMAN, ASSISTANT DI- 
RECTOR, PROCUREMENT DIVISION, OFFICE OF NAVAL MATE- 
RIAL 


Mr. BANNERMAN. The payment, the 75 percent progress payment 
rate, is the current rate. This is paid because the demands of the 
contracts at the present time are beyond the ability of these com- 
panies to finance with their own capital. That money is paid, of 
course, for work which has been completed. It is 75 percent of the 
costs incurred. This does not mean that finished articles have been 
delivered, but it means that work representing the 100 percent has 
been done by the company. The 75 percent progress payment is 75 
percent of the costs that they have incurred and it has an additional 
limit, that is to say, it is not in excess of 75 percent of the contract 
price. 

Mr. Gavin. I think that possibly was all right back in 1951 and 
1952. But their net worth is greatly improved from the day when 
they couldn’t finance their own production. 

Mr. BanneRMAN. Mr. Gavin, the rate of progress payments has 
been under very substantial study for quite a period of time and has 
in fact, been—the 75-percent limit is a relatively recent limit. 

Mr. Gavin. Yes. 


Mr. Bannerman. In 1951 and 1952 the rate was not infrequently 
in excess of that. 

Mr. Gavin. That is what I understand. 

Mr. BannerMAN. Though it was not controlled centrally. 

Mr. Gavin. You do agree their net worth has greatly improved from 
1951 and 1952? 
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Mr. BANNERMAN. There is no question but what their net worth 
has improved. ‘There is some question—in fact, I think it is clearly 
demonstrable in most instances, that their net worth position is till 
not such that they have working capital adequate to carry these 
contracts. 

Mr. Gavin. You might get down to 35 or 40 percent on the progress 
payments rather than 75 or 80 percent. 

Mr. BanNERMAN. The 75 percent was a reduction. It is always 
under study, and I think it is quite possible that that might come 
lower than that at a later date. 

Mr. Gavin. The second question I want to ask is about this re- 
negotiation. Lots of contracts have been completed. What is the 
delay in tying up billions of dollars, several billions of dollars that are 
being held back because the renegotiators haven’t gotten around to 
renegotiating the contracts and, therefore, the companies are still 
holding the payments that have been made to them, when if re- 
negotiated, they could be completed and determined upon and 
settlement made with the Government relative to these contracts? 

What is the delay? Is the delay with the Navy or with this 
Renegotiation Board, that these contracts that have been completed 
haven’t been terminated and settled up? 

Mr. BANNERMAN. Mr. Gavin, I would like to answer that——— 

Mr. Gavin. That goes back to 1951 and 1952. It is now 1956. 

Mr. BANNERMAN. That needs a little explanation. 

There are two facets of the repricing or the final determination of the 
extent of profits which these companies will hold. They need to be 
distinguished. 

Mr. Gavin. Yes. 

Mr. BANNERMAN. The first is the question of repricing individual 
contracts which we do in the form of incentive contracts or redeter- 
mination contracts. And in the incentive contracts there is a final 
determination of price on a contract by contract basis at the com- 
pletion of the contract. 

I wouldn’t claim by any means that we are always right on time 
with that determination, but we are relatively current in that final 
repricing of the contract. 

Quite apart from the pricing of individual contracts, there is under 
the Renegotiation Act the reqvirement that substantially all major 
Government contractors shall submit annually to the Renegotiation 
Board a statement of their costs and profits on their total year’s 
business, without relation to individual contracts. 

That is for a determination as to whether their profit on their total 
Government renegotiable business was proper or excessive. 

It is that latter that I think you are referring to, that is to say, the 
renegotiation of their total year’s business. That is handled by 
the Renegotiation Board exclusively and not by the military depart- 
ments and [ think any questions with respect to timing on this would 
probably be best directed to them who I believe are to come before you. 

Mr. Gavin. The point I am trying to make is this: If these 75 or 
80 percent progress payments were made to those companies, you 
see—we just argued that no payments have been made. You don’t 
think it would take them 3 or 4 years if the shoe was on the other 
foot, to come in and say, ‘““‘We want to get this cleared up; we have 
our money tied up here, and these contracts ought to be cleaned up’— 
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they wouldn’t take any 3 or 4 years as we are doing, but they have 
the use of the Government money and, therefore, they will wait 
until the Renegotiation Board gets around to them. 

When they get around to it, I suppose it will be taken care of, 
eventually. 

But had we made no progress payments and they were using their 
own money and had delivered on the contract and the Government 
hadn’t settled up with them, they would be in right quick to tell 
them to move in here, and say, ‘‘We want our money now.” 

I just feel it ought not take 3 or 4 years to get matters determined. 

Mr. BANNERMAN. Mr. Gavin, the progress payments which are 
made on aircraft or on any other military supplies that we are buying 
are payments for progress up to the point of completion. At the 
point of completion of the article we pay them the contract price and 
liquidate all progress payments on that article at that time. This is 
in a comparatively current shape now. 

The renegotiation delays do not relate back to progress payments. 

Mr. Gavin. Not as I understand. Some of them have been back 
as far as 1952. 

Mr. BannerMAN. That has nothing to do with the progress pay- 
ments, though, Mr. Gavin. 

Mr. Gavin. No; I realize that. 

Mr. BANNERMAN. They are not holding any of our money in prog- 
gress payments for any such period of time as that. We have settled 
our contracts. 

Mr. Gavin. Yes. 

Mr. BannerMAN. And have washed out through an orderly liqui- 
dation procedure any progress payments that have been made at the 
time we settle for each aircraft. 

Mr. Gavin. Now it is up to the Renegotiation Board. 

Mr. BannerRMAN. It is up to them to look at the company’s total 
annual business and determine whether there was any overall excessive 
profit, without relation to individual contracts. 

Mr. Gavin. And make a settlement and get the matter determined. 
That is what I am getting at. That is what 

Mr. BANNERMAN. I think questions with respect to that, Mr. 
Gavin, had better be presented to them. 

Mr. Gavin. You participated, I suppose, in those discussions with 
the Renegotiation Board on these matters, though. 

Mr. BanNeRMAN. We furnish the Renegotiation Board with infor- 
mation regarding the performance, the caliber of the performance of 
our contractors, on their request. 

Mr. Gavin. I think you should say to the Renegotiation Board, 
“Let’s get the matter settled now.’’ There are several billions in- 
volved and we have been playing around with them for 3 or 4 years, 
and let’s get them settled. 

Mr. Hésertr. Mr. Gavin, may I say in connection with that com- 
ment you have made, I think the Department’s position is perfectly 
proper. It has nothing at all to do with the Renegotiation Board. 
These are completed contracts. The laxity, if there is any laxity— 
and you and I agree there is—is on the part of the Renegotiation 
Board. 

As I see it, they are much in the same position as an individual 
taxpayer who would like to get his income tax settled, but the Depart- 
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ment of Internal Revenue doesn’t get around to him and goes so 
far, as a matter of fact, I am told by those people who have money— 
I have never been in that category—who must sign a waiver, in giving 
them an extension over the period of limitation, to come in and 
examine their taxes. 

Mr. Gavin. I thought I would merely bring it to their attention. 
I think they should prod the Renegotiation Board to get these matters 
taken up. 

Mr. Hépert. I hope so. I hope when the Renegotiation Board 
is here you will be in your usual attendance and do your same out- 
standing questioning job. 

Mr. Gavin. I might also say on the presentation made by the 
Chairman—you were not alone, in that respect. We did not have 
one, either, so we are at a loss to follow through on that as far as we 
are concerned. 

Mr. CunninGHAM. Mr. Chairman. 

Mr. Hésert. Mr. Cunningham. 

Mr. CunnincHaM. Mr. Secretary, would it have been possible 
without making progress payments at all to receive the planes and 
other materiel you ordered? 

Secretary Footer. In my opinion not, but I think possibly the 
manufacturers can answer that better than I can. 

Mr. CunnineHam. Let us go to a battleship, for instance, that 
costs in the hundreds of millions, or a carrier. 

Would there be any shipbuilding company in the world that would 
build such a vessel and turn it over to you all completed and get 
your money all in one check? I don’t believe it would be possible; 
would it? 

Secretary Focuer. I think not. 

Mr. CunninGHAM. In other words, if you don’t make progress 
payments as you go along, the contractor who is doing the building 
would not have the money to meet the labor payrolls and that is a 
big issue; is it not? 

Secretary Footer. That is a big issue, and I think we could get 
back to the beginning, that he would not have taken the contract. 

Mr. CunninGHAM. Mr. Secretary, in these progress payments, has 
the Navy kept abreast of the prevailing rate of progress payments 
generally in the same industry? 

Secretary Foauer. I believe that we have. 

Mr. Cunninauam. You would be able to show to the satisfaction 
of the committee? 

Secretary Focier. I will answer that on the basis of a general 
question covering a wide area, and there may be instances that might 
not be applicable. 

Mr. Cunninauam. Mr. Secretary, I am more or less concerned 
about the chairman’s statement and the testimony that has already 
been disclosed before this committee, that officials of various plane 
companies have received salaries varying in amounts from something 
less than $100,000 a year to something above $200,000, I believe, and 
apparently these officers did about the same kind of work and the 
same kind of responsibilities, and those salaries were paid out of 
money furnished by the United States Treasury and were approved 
by the Navy, is that correct? 
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Secretary Focirer. Let me speak in general in regard to the salaries 
and when you get down to details as to individual companies, I can’t 
handle it. 

Mr. CuNNINGHAM. First my question is in general. I will come 
to details later. 

Secretary Foaier. Very good. I would like to again make the 
statement that these are privately owned companies. The Govern- 
ment does not own these companies. The Government has provided 
for their use very substantial amounts of equipment and facilities, and 
the Government does—the contracts they hold are very largely 
Government contracts, but the Government does not own these 
companies and does not manage these companies. We need to keep 
that in mind. 

Mr. Cunninacuam. I do. 

Secretary Focier. Yes. 

Mr. Cunnincuam. Perhaps I can make my question specific at 
this point. Do the officers of these companies come to the Navy 
and submit their list of salaries and ask your O. K. for them? 

Secretary Focier. I can’t answer that question. But I would like 
to speak a little bit in regard to the salaries. 

The matter of salaries is not only a question of a particular amount, 
but it is a question of competitiveness in industry. 

These men as a group are men who are in de mand in industry and 
their salaries must be largely determined by their market value. 

I hold no opinion as to the reasonableness of any particular one of 
them. 

But my review of them indicates to me and my knowledge of 
industrial salaries for the management responsibilities that these 
men are carrying—I do not personally think that they are out of line 
I am talking about salaries across the board. 

Mr. CunninGuam. How do you, Mr. Secretary, justify—here we 
will take the presidents of two companies, for instance. Here we 
have the salaries ranging from $264,000 down to $60,000, including 
bonuses. 

As I listened to the testimony here, it appeared to me that these 
companies were somewhat comparable in size and it would take the 
same kind of ability to head one as another. 

Do I understand that the market is such that one company ma u- 
facturing a good plane for you can get a capable official for $60,000 
a year, whereas a neighboring company has to pay $260,000 for the 
same kind of ability? To me that doesn’t make sense, but maybe it 
is. I know we are living in a peculiar age. 

Mr. Gavin. Let me put this thought in, too, at this time. 

When a man does get up in that bracket—we will take North 
American here, with a salary of $150,000 and a bonus of $114,000, 
or $264,000. A man must have unusual ability to operate that great 
manufacturing plant. So what. Now let’s talk about the take- home 
yav. What does he actually get? When he gets up in the $264,000 
eh the Government is going to come along and take 85 or 90 
percent of his money. He ac ctually is getting $62,400, or maybe not 
that much. 

Let’s talk about take-home pay that they get. That would be more 
understanding. I don’t think that some of them are overpaid. 
They may be, I don’t know. But really — they get in that upper 
bracket, they are only getting about 10 or 15 percent of it. 
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Mr. Héserr. I know, Mr. Gavin, since the appearance of the gen- 
tleman on the stand who got that much money, we asked him at the 
time to submit his take-home pay, and he did submit it, and my heart 
is crying and bleeding for him. He only took home $65,000. 

Mr. CunnineuamM. That is another question for the Secretary. 

Mr. Héserr. And that doesn’t show his exemptions and all. 

Mr. CunnineHaM. That brings up another question I didn’t in- 
tend. If the take-home pay is only that amount and the Navy ap- 
proves all this, why go through all the bookkeeping? Why not give 
them all about $75,000 and be done with it? That is all they get any- 
wav. I don’t get the picture here at all as brought out by the gentle- 
man from Pennsylvania. 

Secretary Focter. Mr. Cunningham, entirely aside from the 
amounts of the salary, I would like to have Mr. Bannerman, who is 
verv familiar with the negotiations, discuss with you how that is 
treated in connection with contracts. 

Mr. BANNERMAN. You asked, Mr. Cunningham, whether the Navy 
approves each of the salaries? 

Mr. CunnineuaM. That is right. 

Mr. BANNERMAN. The answer to that question would have to 
be “No,” but it needs an explanation. 

The Navy is aware of all of the salaries paid to the executives of 
these companies because in the course of negotiating contracts, why, 
we have audits of the companies’ books and we are able in the course 
of such negotiations to remove from the price amounts which would 
be attributable to salaries which in our judgment were excessive. 

I have personally had occasion to make a study pretty well across 
industry of how executive compensation goes in other industries, 
much of it in industries that are not doing any substantial amount of 
Government business, and this terrific variation that you point to is 
characteristic of executive salaries generally. 

You will see companies who are doing approximately the same 
amount of civilian business where the variations are quite as great as 
those you pointed out there. Now we do not approve those salaries. 
We certainly don’t tell the company that is paying its chief executive 
$50,000, that they must pay him more. If we find an overall com- 
pensation which in our judgment is unreasonable, we do not dis- 
approve it. We don’t tell the company they may not pay it. We 
simply eliminate it from the base when we are negotiating the price. 

Mr. CunninGHaAmM. In other words the company, itself, pays the 
extra; is that correct? 

Mr. Courtney. Out of profits. 

Mr. CunninGHaAM. Even though all the business the company gets 
is from the Government? 

Mr. BANNERMAN. That is correct. 

Mr. Cunnincuam. I believe that is all, Mr. Chairman. 

Mr. Hépert. In connection there, may I ask this question: Has 
the Navy ever rejected a salary? 

Mr. BANNERMAN. They have done it several times, Mr. Chairman. 

Mr. Héperr. Specifically? 

Mr. BANNERMAN. Yes, sir. We have rejected it in pricing. 

Mr. Hépert. Specifically, which company and where did you 
reject it? 
74721—56——_92 
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Mr. Bannerman. I will have to furnish it. There have been 
several, to my knowledge. I will have to furnish you the details. 
I would prefer not to talk about them without the factual information. 
I can get it and will be glad to supply it. 

Mr. Hésert. You supply it. 

(The information is as follows:) 


1. In contract NOas—51652-i, an incentive contract with the Lockheed Aircraft 
Corp., the Bureau of Aeronautics excluded from pricing $82,000 which was the 
allocable share of management incentive compensation. An extension and 
expansion of the plan in 1954 led to the decision to exclude this amount from 
pricing. This decision was coordinated with the Department of the Air Force. 

2. In 1954, the Glen L. Martin Co. paid a bonus to its officers for the first 
time. The portion of this bonus allocable to contract NOas—-10382 was excluded 
from the final redetermined price under that contract. 

Mr. CunninGuam. Mr. Chairman, I overlooked one question. 

Mr. Hfésertr. Mr. Cunningham? 

Mr. CunninGuam. Mr. Secretary, you mentioned that everything 
you do is in accordance with statutory law as enacted by the Congress. 

Secretary Focier. That certainly is our intention. 

Mr. Cunntnauam. Do you have any recommendations that we 
should correct that law, or any loopholes that have been taken 
advantage of? 

Secretary Focier. Well the part of the Armed Services Procure- 
ment Act, that is that portion of the Armed Services Procurement 
Act of 1947 about which there was the greatest question before Chair- 
man Vinson has been corrected in the revision of the act already passed 
the House. Is that not true, Mr. Chairman? 

Mr. H&éperr. To an extent it has been corrected, but the bill itself, 
of course, is not law yet. 

Secretary FoGier. No. 

Mr. Héserr. In connection with that, Mr. Secretary, I may call 
your attention to another specific. You were not in the Department 
at the time, but the Navy certainly was involved. To show you the 
extent to which these regulations supersede and override the law and 
intent of the Congress, there was a subject matter came before the 
committee, I think 6 years ago, in a contract involving the Navy on 
a bid bond. Specifically the Taw says there shall be a bid bond. The 
Navy regulations, unless they have been changed since that time, 
waived that and declared it wasn’t necessary to have a bid bond. 
And the regulations superseded the law. 

Mr. Netson. Mr. Chairman. 

Mr. Héserr. Mr. Nelson? 

Mr. Nretson. Mr. Secretary, it has been stated here today that we 
are in life-and-death competition with a strict dictatorship that con- 
trols its business in every detail, has it not? 

Secretary Foaier. That is right, I understand so. 

Mr. Newson. If the American Government is going to take over the 
control of the internal affairs of corporations, dictate what it shall pay 
for salaries, how it shall distribute its profits, and how it shall handle 
its company, we might as well take over the American companies, 
hadn’t we? 

Secretary Fogler. It could be the same thing, except the American 
people are not very accustomed to that and I am not sure how they 
would produce. 

Mr. Neuson. Mr. Chairman, I would like to know how you plan to 
proceed, because I have a lot of questions I would like to ask. But 
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vou have made two statements here today and I think the Navy 
should have an opportunity to answer them in detail, and I would like 
to see that done. 

Mr. Héserr. Which two specifics are you referring to, Mr. Nelson? 

Mr. Neuson. The statements you made and the many questions 

vou asked in them. 
” Mr. Hépert. We are trying to develop that now, Mr. Nelson. 
We are trying to get them. They say they are ready to answer the 
questions. And I gave over to the rest of the committee, the other 
members, the opportunity to question Mr. Fogler and Admiral Russell 
on their statements. We will return to the specifics thereafter and 
each member will have an opportunity to pursue the questioning as 
far as he likes. There will be no limitation. 

Mr. Netson. This is the first opportunity I have had to see the 
chairman’s statement. I would like an opportunity to study it 
myself and I would like an opportunity to study the Navy’s answers. 
I would also like to compare many of the conclusions you reached with 
the testimony. 

Mr. Hésert. The chairman’s statement was not a statement as a 
statement. It was a memorandum from which the chairman made 
his statement from the Chair. In other words, I reduced to writing 
certain specifics that I wanted to be sure I didn’t overlook in making 
what, in effect, was the extemporaneous remarks or observations on 
the statement. 

Mr. Neutson. May I ask the Navy if it is prepared to go over the 
statement and answer it in detail? 

Mr. H&épert. Mr. Fogler, I think—— 

Mr. Netson. Mr. Secretary, are you prepared to go over the chair- 
man’s statement and answer it in detail right now? 

Secretary Foauier. I believe we can answer the great majority of 
those questions. Many of them weren’t questions, but were state- 
ments of fact, supposedly. 

Mr. Netson. Can you answer the statement of facts? 

Secretary Focier. We can discuss it, I believe. 

Mr. Netson. All right. 

Secretary Focier. If we cannot, we will certainly get the informa- 
tion. That doesn’t necessarily mean we will find a common ground of 
agreement. 

Mr. Netson. I, myself, Mr. Chairman, as just one member of the 
committee, would like to have your statement and the Navy’s specific 
answers in writing. 

Mr. Hépert. It is a matter of record, Mr. Nelson. We can’t go 
beyond that. Don’t let us get afield here. The Chairman’s state- 
ment was one which he could have made without referring to the 
memorandum, If I had not read a previous memorandum—if you 
noticed the statement I was reading from, it was a very rough draft 
and a rough copy which I prepared in my office within 15 or 20 minutes 
before I came up here this morning. But I didn’t want to go afield. 
If | had not had the written memorandum before me, I would have 
commented extemporaneously in the.same vein which I did. So it is 
still in the same procedure of the committee. 

Mr. Netson. I still, Mr. Chairman, would like to have the Navy’s 
specific answer in writing for purposes of the record. 
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Mr. Hésert. The writing is immaterial. It is a part of the written 
record which we shall have. 

Admiral Russeti. Mr. Chairman? 

Mr. Héserr. Yes, Admiral. 

Admiral Russeii. May I respond generally—— 

Mr. Héserr. To my comments? 

Admiral Russe... To your comments, sir. 

Mr. Héserr. Certainly. 

Mr. Gavin. But before you proceed, Mr. Chairman; is there 1 or 2 
statements? I saw you reading from two statements. 

Mr. Hésertr. One was directed to Mr. Fogler and the other was 
directed to Admiral Russell. 

Mr. Gavin. I have a copy, I think, of the one that was directed to 
the Admiral. Have you a copy of the statement addressed to 
Mr. FoGuer? 

Mr. Hérnerr. Keeping in mind it was a comment from the state- 
ment, what difference does it make if I wrote it or spoke extem- 
poraneously? 

Admiral Russreiit. Mr. Chairman? 

Mr. Héserr. All right, Admiral. 

Admiral Russeuu. | think you will realize it is a little difficult for 
us to know precisely the questions as they would go here. We thought 
it best in preparing that I make a generalized speech and I apologize 
for its generalization; but I did think the committee would wish to 
know how we do business. Therefore, I showed the armed services 
procurement regulations and the Navy procurement directives from 
which we operate. 

Believe me, it was only to give perspective. 

Mr. Héserr. We recognize that, Admiral. I think the committee 
is fairly familiar with the way the Department does business. That 
is the reason you are here this morning. We want to ask you ques- 
tions about how you do business. j 

Admiral Russe.u. Yes, sir; and we are prepared, Mr. Chairman, 
to answer in detail questions which you may have. 

I would like to say this, though, please, sir. We are after quality 
and we are after quality at best price. The things which go on, the 
mechanics of doing business, we will explain in detail, sir. But this 
overall, overriding objective, I should like to point out. 

We are ready now, sir, to answer in detail. We have some ques- 
tions. We have some question as to areas. We didn’t know specifi- 
cally what it was you might want in detail, sir. 

Mr. Héserr. Specifically, the question of salaries has come up, | 
mean the lack of uniformity in salaries. As I gather from the testi- 
mony that has already been adduced here, it is that you do not inter- 
fere at all in the salary, though in some exceptions you have questioned 
salaries. Is that correct? 

Mr. BANNERMAN. That is correct, Mr. Chairman. 

Mr. Hépert. That is correct. And particularly, Mr. Fogler’s 
statement that these men in these high brackets are in a highly com- 
petitive field, and as I gathered from what Mr. Fogler said, they are in 
demand, these executives. That is correct, isn’t it? 

Secretary Focuer. I certainly think they should be. 

Mr. Hésert. That is right. Because it is very interesting to know 
how a general of the Army became so much in demand that within 
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2 days after he was out of the Army he got a contract for 5 years at 
$75,000 a year, and 10 years after that contract for $30,000 a year as 
a consultant. Certainly I did not get the impression from the indi- 
vidual’s testimony that they were competing on the block for his 
services. That was just an instance that has come before the com- 
mittee. As a matter of fact, I think he testified he didn’t have any 
other offer. That is a pretty good noncompetitive field, isn’t it? 

Secretary Focier. That doesn’t necessarily mean, Mr. Chairman, 
he might not have gotten an equally good offer. 

The position that I take is this, that the determination of salaries 
is a management responsibility of the company. Whether or not the 
company who employed that individual acted wisely or unwisely in 
relation to his value to the company, I am in no position to judge. 

I think it is impossible to take any particular sum of money— 
$75,000 or $30,000 or $100,000—and say that that is the right salary 
for the particular responsibility. Because they are industrial organ- 
izations. 

Mr. Hésert. But, Mr. Secretary, how do you reconcile that with 
the philosophy of the Department itself in the regulation as I under- 
stand it that compels the Department to review any salary over 
$25,000 and approve it? 

Mr. Courtney. Mr. Chairman, may I interrupt there? 

Mr. Hféisperr. Yes. 

Mr. Courtney. That is an Air Force directive and not a Navy 
directive. 

Secretary Focuimr. That is right. 

Mr. Courtney. I think I am correct. 

Mr. Hépurr. That is unification again. 

Admiral Russe.u. Mr. Chairman, we do look at salaries, of course. 
It is correct that the Air Force has a report made. This does not 
mean at all that we are unaware of the amounts of salaries of officials 
of the company. 

Mr. H&perr. That is correct, Admiral. And also the testimony 
here was that in instances salaries have been rejected. So you do 
have cognizance of salaries and you do have a philosophy that it is 
your right to leok into the salaries that are paid. Because after all, 
it is Government money. It reflects in the profit—the cost of the 
aircraft. 

Mr. BANNERMAN. Mr. Chairman, we look into the reasonableness 
of the costs that are attempted to be billed to us or included in the 
prices which we are negotiating for contracts, all elements of costs, 
salaries being one element. 

Mr. Hépert. Let’s get to another area, in specifics now. What 
yardstick do you use as applicable to contributions? 

Secretary Fociter. Do you want to take that? 

Mr. BANNERMAN. Yes. 

In contributions, as in a number of other factors that appear in 
overheads of the companies, the Navy takes the view that the only 
test which you can really apply is one of overall reasonableness of the 
contribution. The Navy does not automatically reject the element of 
contributions when it appears as one of the factors in a price when we 
are negotiating the price. 

Ve very frequently will negotiate a price which is substantially 
lower than that proposed to us by the company and in a number of 
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instances where that has been done the amount lower has been guided 
to a large extent by the existence of contributions which we thought 
were beyond those which we should have any part of. 

We do not automatically reject contributions when they are made 
for local charitable organizations or educational of scientific purposes. 

We have a number of requirements in determining what constitutes 
reasonableness. 

Mr. Héserr. Let’s be specific. In the case of the McDonnell Co., 
which set up a charitable trust fund which supports a country day 
school. 

Mr. BANNERMAN. I can’t answer that. Maybe Mr. Tassin can, 
who has negotiated the contracts. 

I would like to go on, though, Mr. Chairman, to this extent, to say 
we have several requirements. No. 1, we certainly would not accept 
in the price any contribution or donation which had not been accepted 
as a cost for tax purposes. 

Second, we would not accept in the price any contributions or 
donations which were clearly out of line with the local pattern of a 
community, if it is a community contribution. We would not 
accept any contribution or donation which indicated that it had been 
controlled or dictated by a vast expansion of business in any one year, 
one or a succession of years. 

Those are the general tests we would apply. The conclusion 
is one based on reasonableness. 

Now, as to the details of the McDonnell case—— 

Mr. Héserr. You say as a general statement, you would not 
challenge any contributions to a tax-free foundation? 

Mr. Bannerman. No, I couldn’t say that, Mr. Chairman. I would 
say we would not automatically challenge because it was such a 
donation. The question of reasonableness applies. 

Again I would like to repeat that the outside limit for what we might 
accept in a given case would be the Internal Revenue ruling. 

Mr. Héserrr. Basically would you consider the setting up of a 
charitable fund or charitable foundation as reasonable, without the 
specific reference to the company to which you have just referred? 

Mr. BanneRMAN. I think that the main thing that I would want to 
look at, Mr. Chairman, would be the amount of money involved. 

Mr. Héperr. But you would consider it something to look into? 

Mr. BANNERMAN. Yes; clearly something to look into. No ques- 
tion about that. I would hesitate to prejudge it. I would like to 
know a great deal of the details. 

Mr. Hésert. This committee is trying not to prejudge anything. 

Mr. BaNnNEeRMAN. I understand. 

Mr. Netson. Would the chairman yield for just a minute? 

Mr. Héperr. Yes, sir. 

Mr. Netson. Would the chairman tell me whether or not 1! 
appeared that this country day school was set up for employees ot 
the McDonnell Co., children of employees of the McDonnell Co.? 

Mr. Héserr. Mr. Courtney, can you answer that question? You 
see, Mr. Fogler, I have to rely on expert advice just as much as 
you do. 

Mr. Courtney. Mr. Chairman, I will read into the record the whole 
answer of the McDonnell Aircraft Corp. on this subject, and if the 
answer is not here, we do not have the information. This is the com- 
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pany’s statement. It is directed to Mr. Hébert under date of March 


9, 1956: 

In reply to your letter of March 2, McDonnell Aircraft Corp. has contributed 
a total of $40,000 and the McDonnell Aircraft Corp. Charitable Fund has con- 
tributed a total of $264,070 to the St. Louis Country Day School, which is located 
approximately % mile from the end of the long runway at Lambert St. Louis 
Municipal Airport, on which this company is also located. 

The company’s gift of $40,000 was made in the fiscal year ended June 30, 1953, 
and the contributions by the trust were made in the following fiscal years: 1950, 
$720: 1951, $3,000; 1952, $41,000; 1953, $19,000; 1954, $350; 1955, $200,000; 
total $264,070. 

All of the funds held by the charitable trust were originally contributed by 
McDonnell Aircraft Corp. All of our costs, whether they are recognized for Gov- 
ermnent contract purposes or not, for example, premiums on certain types of 
insurance, are allocated to the work performed by us. This allocation of all costs 
to all work is necessary in order to reflect properly the cost of doing business. 

In this sense only our charitable contributions, such as those to St. Louis 
Country Day School, are ‘‘allocated” to Government contracts. 

On the other hand, such costs are clearly not allowable against cost-plus-fixed- 
fee contracts, and so far as we know are not recognized under incentive fixed-price 
contracts. 

We know of not 1 penny of the $304,070 contributed to St. Louis Country Day 
School as having been allowed as a charge against any Government contract. 

Contributions to charitable, educational, and religious organizations were not 
set out in the answers to your questionnaires because those questionnaires did 
not request such data. 

You may recall that question 12 asked only for contributions or dues paid to 
any trade organization or public information media and did not mention chari- 
table contributions. 

However, for tax purposes, for some time it has been this company’s policy to 
make charitable contributions to the maximum amount encouraged by the 
Congress, 

Thus contributions are being made to worthy charitable, educational, and 
religious organizations, thereby strengthening this aspect of our national life in 
the form desired by Congress. 


Mr. Netson. Mr. Chairman, could we have the counsel get the 
answer to my question from the McDonnell Co., as to whether or not 
that school takes in the children of the employees of the McDonnell 
Co.? 

Mr. Courtney. This is the whole answer we have received. 

Mr. Nexson. Could you get all of the answer? ‘The answer isn’t 
there. 

Mr. Courtney. Yes, sir. (For the information requested, see p. 
2796.) 

Mr. BANNERMAN. Mr. Chairman, it seems pretty clear from that 
letter that the amounts that have been put into this charitable trust 
have not been direct charges against Government contracts. 

Mr. Hépert. But it is in the overall picture of the cost to the Gov- 
ernment and in the profit also. 

Mr. BANNERMAN. That is correct. 

Mr. Héserr. And which gets us—it is a complex field, but it is all 
a part of the pattern. And McDonnell is exclusively a Navy pro- 
duction—— 

Admiral Russeuu. No. 

Secretary Fogiter. Navy and Air Force both. 

Admiral Russeuu. It is 50-50 now. 
Mr. Héperr. 50-50 now? 
Admiral RussEuu. Yes, sir. 
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Mr. BANNERMAN. The factor that is involved in this question is one 
that I think may apply to a considerable extent to a number of these 
items which you have indicated an interest in. I think it might be 
wise if we made it very clear indeed how it can be that these elements, 
these cost elements are paid for, say, for tax purposes by the company 
but not necessarily included in the costs as a part of pricing. 

When we negotiate an incentive contract or any other type of fixed 
price or redeterminable contract, we examine all of the elements of 
cost that the contractor forecasts are going to occur in the course of 
the performance of his contract. 

This includes a lot of items that nobody would challenge, of course, 
like direct labor and direct materials, wage rates forecast a year or 2 
years or perhaps 3 years in advance. We analyze those in great de- 
tail, certainly to the best of our ability, and arrive at what we think 
is fair target price in these contracts. 

That target price is made up of what we are forecasting are the 
target costs, what the costs are going to be. 

It is frequently—it is a lump-sum figure. It takes into account 
perhaps a hundred different adjustments that we have made in the 
forecasts, that the contractor has made. 

[t is always very difficult to know, for the contractor to know or 
for us to know, and it certainly isn’t essential that we should know, 
precisely what items of overhead we have allowed. We have pro- 
jected an overall rate. I think in many cases in these target prices 
and certainly in many cases in the final redetermination of price, 
when we arrive at a lump-sum figure of this kind, we have in our 
own minds eliminated from that lump-sum figure amounts of the 
type which your committee is questioning, such as this country day 
school, or charitable trust. 

This doesn’t mean at all that the contractor may not, out of his 
total revenue and his total profit for the year, make contributions of 
this kind. He can certainly do so. It has the effect, I guess—to the 
extent that such contributions are allowed as costs by the Bureau of 
Internal Revenue—this has the effect of reducing his profit. 

Mr. Netson. Reducing his tax, you mean? 

Mr. BANNERMAN. Reducing his tax. 

Mr. Héperr. Yes. 

Mr. BANNERMAN. His book profit and hence his tax. 

Mr. Gavin. The question is whether or not, if he was not doing 100 
percent Government business, would he make the same kind of a 
contribution to these schools or charitable trusts? 

Mr. BANNeRMAN. To the extent that these contributions, Mr. 
Gavin, are coming out of his profit, that is a management decision 
and I don’t suppose—coming out of his profit as he earned it from us. 
That is a management decision. I will suspect it is more influenced 
by tax policy than it is by contract policy. 

Mr. Gavin. After he terminates his contract with the Government 
and his profits are determined, he can make a contribution wherever 
he wants to, as long as he doesn’t put it into the cost of the contract? 

Mr. BANNeRMAN. That is correct, and that certainly is the effect 
that is going on in many of these cases that are under inquiry. 
don’t want the record to show that I am saying that we have never 
allowed an item like this in cost. I am sure it happened, but I think 
the bulk of these are coming out of the company’s profit. 
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Secretary Foauer. Mr. Gavin, having spent a relatively long period 
of years in business, I will guess this, that the amount of contributions 
made by a corporation will be determined by the tax rate much more, 
the corporation tax rate, than is determined by the contracts that he 
has. The higher the corporation tax rate is, the more likely company 
managements are—and I am not indicting company managements—— 

Mr. Gavin. No; they are inclined to make contributions. 

Secretary Focuer. I was tied in with that end for a long period of 
years. 

' Mr. Gavin. Do you think in your relationship with contributions 
that any of them have been excessive in any of these contracts? 

Mr. BANNERMAN. I think it is safe to say, Mr. Gavin—again, when 
we talk about individual contracts it will have to be the Bureau of 
Aeronautics people that do that. But I think it is fair to say that 
any contributions that we concluded were excessive were not iocluded 
in the price we negotiated. Again, I wouldn’t savy we haven’t made 
mistakes. Everybody makes mistakes, and it is likely we do. 

Mr. Héserr. That is the purpose of this committee. We want to 
have the same rules apply to everybody. If you will lay down the 
precept of the way the Navy will do business, and follow that. Of 
course, there are exceptions. 

Mr. BANNERMAN. Mr. Chairman, we don’t disagree at all with the 
purpose that you have stated, Mr. Chairman. I think we must 
recognize, however, that once we have ideatified this as contributions, 
confining it only to the question of contributions, as coming out of 
the company’s profits, there probably will never be uniformity because 
company management treats its distribution of profits, different 
managements differently. 

Mr. Hépert. Let’s move to the field of advertising. 

Mr. BANNERMAN. Yes, sir. 

Mr. Héperr. What is the policy of the Navy in advertising 
allowances? Do you allow institutional om rtising, for instance? 

Mr. BANNERMAN. The policy of the Navy, Mr. Chairman, is to 
confine our allowances—to the extent that they are picked up in the 
price of the contracts we negotiate—to confine it to help-wanted 
advertising or advertising in technical journals that will, in our judg- 
ment, improve the knowledge of the trades and industries, in which 
they are working. 

Mr. Hésertr. Then you do have a specifie rule which confines it to 
the help-wanted type of advertising? 

Mr. BANNERMAN. I wouldn’t want to say we have a specific rule. 
We have that practice in the Navy for a number of years. 

Mr. Hépert. There again is what I emphasize. 

Mr. BANNERMAN. Yes, sir. 

Mr. Hésert. We want it written down‘and we want a rule. 

Mr. BANNERMAN. I understand that. I think it is likely that a 
number of these factors which you would like to see a written rule 
on will achieve that status within the not too distant future, but we 
do not have such a written rule at the moment. 

Mr. Héserr. Because every airplane manufacturer should know 
the ground rules under which he is playing. 

Mr. BannerMAN. I don’t think any of them are misled by the 
present status of things. They have been doing business with us for 
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a long time and these questions have been discussed many times with 
them. 

Mr. Hépert. I think it was the Air Force that allowed institutional 
advertising—did the Air Force allow the institutional advertising? 
On some companies at least, they testified they did. 

What is the policy of the Navy in connection with the payment of 
bonuses? 

Mr. BANNERMAN. You mean executive compensation and bonuses? 

Mr. Héserr. That is right. 

Mr. BanNeRMAN. Our policy rather consistently, I believe, Mr. 
Chairman, has been that if the total compensation to the employee or 
group of employees who are covered in a bonus plan is considered 
reasonable, we do not challenge any portion of it just because it comes 
in the form of a bonus. 

In other words, if a particular corporate officer gets $100,000 straight 
salary, we consider that to be looked at with the same scrutiny and 
same care as if he got $50,000 straight salary and $50,000 bonus. In 
other words, it is the total compensation that he receives we are inter- 
ested in. 

Mr. Héserr. The policy of the Navy, then, is not against the pay- 
ment of incentive bonuses? 

Mr. BanneRMAN. That is correct. Our feeling that way—and | 
don’t know to what extent this is shared in the Department of 
Defense—but our feeling with respect to bonuses has been that the 
executive incentive plans are in substantial use in American industry, 
including those phases of American industry that do practically no 
business with the Government. As a matter of fact, it is pretty 
clear that it is an increasing tendency in this country over the last 30 
years. 

Mr. Gavin. It is the general policy of all corporations? 

Mr. BANNERMAN. I would think so, to a very large extent. We 
have felt that the mere fact that a portion of the compensation was 
paid as an executive bonus in the aircraft industry didn’t warrant us 
in setting apart that industry for special treatment. We still, however, 
would look at the reasonableness of the bonus payment or the reason- 
ableness of the total payment to the executive. 

Mr. Courtney. Mr. Chairman, may I ask a question? 

Mr. Hérertr. Mr. Courtney. 

Mr. Courtney. Do you distinguish in Navy policy between 
bonuses or incentives determined directly from profit and those 
determined from the general earnings of the company? 

Mr. BannerMAN. Mr. Courtney, that is a very difficult question 
to answer because it is a question of which comes first, the chicken 
or the egg. As far as we are concerned, when we are pricing a con- 
tract we look at the amount of total compensation. I think it would 
be safe to say at that stage we do not consider the question- 

Mr. Courtney. The question was, specifically, Do you distinguish 
between those types of bonuses or incentives? 

Mr. BANNERMAN. Let me put it this way: We allow no amount as 
compensation to an executive of a company that is not allowed as a 
cost by the Bureau of Internal Revenue. If the Bureau of Internal 
Revenue allows the item as a cost, then it is a fair statement from their 
judgment it is not coming out of profit, because they consider a cost 
element. 
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Mr. Courtney. The question specifically is this: Do you allow 
bonuses or incentive payments determined upon the basis of the profit 
of the company? 

Mr. BANNERMAN. We do allow bonuses or incentive payments 
which are measured by profits that the company has earned. These 
payments, however, would in all cases have to be costs of the company 
as determined by the Bureau of Internal Revenue. ‘This is a fairly 
technical and complicated subject, Mr. Courtney. 

Mr. Netson. Mr. Bannerman, when you are negotiating the con- 
tract, whether it is incentive or cost-plus-fixed-fee, do you determine 
all these little items of contribution and advertising and bonus in- 
centive plans before you negotiate the contract? 

Mr. BANNERMAN. Yes, sir. Let me put it this way: We deter- 
mine them as forecasts. Obviously, in negotiating a contract in 1956 
that may run until 1959, you can’t be absolutely sure what the situa- 
tion is going to be in 1959, but——— 

Mr. Netson. In negotiating a contract, you make a certain allow- 
ance for contributions, a certain allowance for advertising, a certain 
allowance for salaries paid? 

Mr. BANNERMAN. The contract does not evidence the information 
you are talking about. What we do is make a certain allowance for 
overhead. The overhead of the company wraps up practically all 
of these items you are talking about. 

Mr. Nextson. But in determining what would be a reasonable over- 
head for the company—— 

Mr. BANNERMAN. We go into all of these questions. 

Mr. Netson. On the particular contract, you go into all these 
questions? 

Mr. Bannerman. That is correct. 

Mr. Gavin. Mr. Chairman. 

You brought out a matter in which I am interested in your state- 
ment, and that is a matter of rent-free allowances on plants and 
equipment. Some corporations pay a rental fee and others pay 
nothing. How do you get at that? 

Mr. BANNERMAN. Do you want to talk to this, Mr. Fogler? 

Secretary Focier. I happen to have a brief written statement 
here that—— 

Mr. Gavin. If it isn’t too long, I think we ought to hear it. 

Mr. Hésertr. No, take as long as you want. 

_ Secretary Foeier. The Bureau of Aeronautics charges cash rent 
n addition to requiring maintenance for use of Government-owned 
naval industrial reserve aircraft plants by the contractors when at 
the time the lease agreement was entered into it was contemplated 
that there might be a significant amount of commercial work in the 
plant. These were generally leases under Public Law 364 of the 
80th Congress entered into before the Korean war. At that time the 
following leases were executed: One with the Douglas Aircraft Co., 
at El Segundo—and I mention El Segundo because they have numer- 
ous plants—Westinghouse Manufacturing Co. at Kansas City, 
Chance-Vought at Dallas, Curtis-Wright at Columbus, McDonnell 
at St. Louis, and Airborne Instruments Laboratory at Mineola, 
Long Island. 

All provided for payment of cash rent. Subsequently, Curtis- 
Wright vacated Columbus and North American went in on a using 
agreement. No cash rent for Government work. 
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When the plant at Peconic—and that is Peconic, Long Island, 
Peconic Bay, Long Island—was constructed, Grumman asked for a 
lease, and not a using agreement. A using agreement involves no 
cash payment to the Government. 

So a lease was made which permits the use for commercial work. 
It provides for cash payment to the Government. Arrangements 
entered into subsequent to the Korean war generally provide that the 
facilities may be used for Government work and no cash rent is 
charged. 

That is part of the negotiations for contract. 

In negotiating a rental rate for commercial use, the rate—this is on 
tools primarily—will vary depending upon the year of acquisition of 
the facilities, on major tools, power tools. 

The normal amount is 2 percent per month of the actual cost. 

In the case of rental for real property the basis for the charging of 
rent would normally be based on the square foot area being used for 
commercial work. 

Most of the present contractors and the contracts that are being 
negotiated are on a rent-free basis. But in contracting with the large 
number of companies under differing conditions 1 doubt if it would 
ever be where every contract had exactly the same provisions. Because 
what is attempted is to do that thing 

Mr. Gavin. Each facility poses a special problem to be worked out. 

Secretary Foauer. Yes. 

Mr. Gavin. So there is no uniformity in—— 

Secretary Foater. We attempt to have uniformity when the con- 
ditions are the same. 

Mr. Gavin. I just want to say to the Secretary that back in 1951 
and 1952, I think these policies were in order, but now that they are 
certainly turning in sizable profits—and we want every industry or 
corporation to make a profit—that the furnishings of plants rent free, 
equipment rent free, materials in some instances rent free, and 
financing the operation and production—I think the time has come 
when they ought to start to stand on their own feet. Their net worth 
is greatly improved. Their capital structure is greatly improved. 
Some of them have stated that they are arranging for financing pro- 
grams. In view of the fact that conditions have changed considerably, 
| think they ought to operate under their own power rather than the 
taxpayers’ power. That is merely my thinking at this time on it, and 
I want you to know it. 

Secretary Fogler. I think, Mr. Gavin, we need to look at two sides 
of that. If the rent which they pay is reduction of their part of what 
we pay them, their profit, the Government would then be more favor- 
ably situated in its contracts than it is now. 

If, on the other hand, the rent which they pay is simply an additional 
cost to the Government, we haven’t improved the Government's 
position at all. 

Mr. Gavin. It may be true, but that is the basis under which the 
system of free enterprise operates. We are not furnishing other big 
corporations plants and equipment and financing them, that are doing 
business with the Government. I think the time has come when this 
aviation airplane manufacturing industry should start to get back 
on their own feet. 
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Secretary Focier. I have no basic disagreement with that, Mr. 
Gavin, at all, but I think we should see what is involved when we do 
it. or if we do it. 

Mr. Gavin. Yes. It is a matter for consideration. 

Secretary Focier. Yes. 

Mr. Netson. Mr. Secretar y, are these plants the list of standby 
facilities which the Navy wishes to maintain in a case of emergency? 

Secretary Focier. They are all in active production. 

Mr. Netson. They are all now in active production? 

Secretary Foaier. Yes, sir—isn’t that true, Admiral? 

Admiral RussEeuu. Yes, sir. 

Mr. BANNERMAN. Active governmental production. 

Admiral RussEuu. In some cases, however, the entire plant is not 
completely used for Government purposes. Westinghouse, Kansas 
City, for example, is the old Pratt & Whitney World War II plant, 
and Westinghouse manufactures there, but there are many tenants, 
and this rent goes to the Treasury, sir. 

Mr. Netson. Does the Navy have, in addition to the list of facilities 
you have read, standby facilities to take the place of facilities now 
operating in case they are destroyed? 

Secretary Focier. We do have standby facilities. 

Mr. Netson. Do you maintain those facilities, machine tooled and 
ready to operate? 

Secretary Focier. It varies from plants without tools to plants that 
are practically fully equipped and ready to operate. When I say 
“ready to operate,’ the personnel factor is a tremendous factor and 
they could not go into production overnight. 

Mr. Newson. Are any of those plants maintained by any aircraft 
company, or does the Navy do all the maintenance? 

Secretary FoGuier. 1 think possibly Admiral Russell can answer 
that question. I can’t. 

Admiral Russevu. I would like to take as a sample a Chrysler 
plant which the company maintains for us. It is an assembly plant 
which would be used to bring together parts of engines and assembled 
there. Parts of engines would be made in other parts of the Chrysler 
manufacturing facilities which would be made available in wartime. 
This plant is run by the Chrysler Co. for us to maintain it in a condition 
of readiness. 

Mr. Netson. All of those costs of maintenance are elements in 
various contracts which the Navy has to negotiate? 

Admiral Russetu. The elements—yes, they would be. Whether 
the plant is Government-owned or whether it is privately owned, of 
course. 

Mr. Newtson. Thank you. 

Mr. BANNeERMAN. The maintenance of a standby plant—I think 
[ am correct, Admiral, when I say the method of maintenance would 
be wrapped up in the facilities contract, rather than in the cost of 
some supply contracts. 

Admiral Russevu. That is correct. 

Mr. Nevson. Thank you, Mr. Chairman. 

The CuarrMan. Mr. Bates. 

Mr. Bares. Mr. Chairman, I regret I had another meeting simul- 

taneously with this and I don’t want to rehash some of the things 
vou covered. But I understand your position as far as the bonus 
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incentive is concerned, Mr. Bannerman—you look at the total cost 
of the income to the executive. Whether it is $75,000 for this and 
$25,000 for that executive makes no difference, if the overall figure 
of $100,000 is proper. 

Mr. BANNERMAN. That is correct. 

Mr. Bares. On the question of Government facilities, if you use 
commercial—if they have commercial work in addition to Government 
work, ordinarily it is on a rental basis? 

Secretary Foc ier. That is correct. 

Mr. Bares. If it is all Government work, then you just think it is 
a question of paperwork and it is all the same? 

Mr. BANNERMAN. That is correct. 

Mr. Bares. Excepting perhaps, more additional cost as far as the 
Government is concerned if you were charging it. 

The more fundamental question, Mr. Chairman—and I don’t 
know whether you have covered that or not—has been the criteria 
that you used. Mr. Bannerman mentioned the question of reason- 
ableness. Reasonableness of what? Do you have broad criteria 
into which that falls? That has been the prevailing difficulty through- 
out the entire hearing, to find out what is allowed and whether or not 
these particular things have been spelled out so that the contracting 
officers and the contractors and this subcommittee might understand 
just what is encompassed within the broad terms of allowed items. 
Do you have such a thing as that, a list? 

Mr. BANNERMAN. You have to consider that, I think, Mr. Bates. 
with respect to each individual cost item that you are talking about. 

Mr. Bares. Yes. 

Mr. BANnNeRMAN. The criterion that you might use with respect to 
executive compensation, of course, is a different one than you would 
use with respect to contributions. ’ 

Mr. Bares. I understand that. 

Mr. BANNERMAN. We have not spelled out within the Navy any 
piece of paper that I can give you, but based on a long period of 
operation we have certain criteria applicable to each of these factors. 
We are currently engaged in a joint effort with the other services to 
try to arrive at as comprehensive a statement as we can arrive at and 
all agree on with respect to these matters for Department of Defense- 
wide use. That job is not yet finished. 

We are looking basically to the question of overall reasonableness, 
and if you can assist us in spelling out what that means in the multi- 
plicity of different cases you have, you would have done us a great 
favor. It is a very difficult problem. 

Secretary Focier. It would make our negotiations much easier. 

Mr. Bares. Yes. This is not a new business. We have been 
doing this for many, many years. 

Mr. BANNeERMAN. That is right. 

Mr. Bares. And we have finalized contracts and have paid the 
contractors for them. I should think by this time you would be so 
crystallized that we could establish a set of rules. 

Mr. BANNERMAN. I don’t know as there is ever going to be a set of 
rules of that type simply because when you do business with a thousand 
companies you have a thousand problems. In each of these fields, 
that is. 

We have set certain criteria. Some have been mentioned here 
earlier, I might add, Mr. Bates, with respect to executive compensia- 
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tion. We told of some of the things we looked into in that field. 
One is—and first obviously—whether it is allowable as a cost for tax 
purposes. The second is: Is it out of line completely with what the 
industry is paying, or other industries of comparable size? Is it 
subject to the very wide fluctuations on a year-by-year basis, depend- 
ine on how much Government business they have? These we look to. 
These are the factors that we would look to. 

Mr. Bares. I think perhaps sometime we might get the answer 
to this, but it is slow coming. 

Secretary Fociter. Would it be your thought, Mr. Bates, that 
there should be—and this is a very real question—a relationship of 
total salaries or individual salaries, dependent upon the annual volume 
of business of the company, the business done with the Government? 

In other words, where are we going to find this ground rule? Is it 
a relationship as I see to the total executive salaries, or income | 
guess is a better term—incomes to the volume of business, or do you 
think there should be a limitation, depending upon the size of the 
company, of a certain amount to pay the executives? Where do you 
think the ground rules are that might be put down on paper and make 
the contracting very much simpler? 

Mr. Barres. Mr. Secretary, | am not trying to establish rules. 

Secretary Focier. I am not trying to put you on the spot, please. 

Mr. Bares. That is all right, we are used to that. But what I am 
trving to find out is through the empirical method, through experience, 
where there have been the answers as a consequence of this experience 
down through the years. 

Secretary Focier. To a very large extent what we seek to do is 
take the overhead in total. 

Mr. Bares. Now, we are getting down to it. 

Secretary Focier. Take the overhead in total. 

Mr. Bares. I think that is exactly what you are getting into. 

Secretary Foaier. I think that is the lead into the possible area 
that may make this whole thing clarified. Without attempting to 
decide whether or not one individual gets $40,000 for being president 
of a company and another gets $140,000. 

Mr. Bares. 1 am not making my remarks exclusively to that 
particular field. 

Secretary Focier. Yes. 

Mr. Barss. I think the broad scope of the thing is what I am 
interested in. 

Secretary FoGLer. Yes. 

_ Mr. Bares. How do you go about this? Do you decide, “Well, 
it is probably going to cost so much, a reasonable figure is 8 percent,”’ 
and then the degree of reasonableness is such that what you are going 
to utilize within that sphere is going to depend upon how close it 
comes to the 8 percent, or just what? 

Mr, BANNERMAN. You are talking about overhead now, or are you 
talking about salaries? . 

Mr. Bares. I am talking about the whole charge of the contract, 
What are you going to allow and what are you going to disallow, and 
how do you get there? That is what I am trying to find out and | 
haven’t been able to find out. Also whether or not you have the 
same ground rules as the Renegotiaton Board or whether or not that 
has ever been examined. 
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Mr. BANNERMAN. As to the technique of negotiating a contract 
Mr. Bates, the fact of the matter is that the contractor—I am now 
talking about negotiating forward, a price for work to be done in the 
future. The contractor after making his analysis of the work he has 
to do submits to us a detailed price proposal, giving us every bit of 
information that we want, which is in considerable detail, particularly 
if that work has been started or if we have past experience with asso- 
ciated work, say an earlier contract for the same or similar types of 
aircraft. That proposal will be scanned in detail by the local resident 
material inspector, the Bureau of Aeronautics’ representative, and will 
be scanned in detail by the Navy auditor or perhaps the Air Force 
auditor, if it happens to be in an Air Force plant, who will review those 
proposals and give us their detailed comments on every factor con- 
tained in that cost proposal, including their appraisal of the projections 
of costs to be incurred in the future. 

On the basis of the proposal and those analyses which come to the 
contract negotiator, the negotiator conducts his own study, with all of 
this information before him, makes up his own mind what the ulti- 
mate price should be and enters the negotiation on that basis. 

I could give you—we have a book that we have put out about so 
thick [indicating] of fine print called the Negotiator’s Handbook 
which we don’t pass out to industry generally. This is sort of an 
instruction course for our negotiators. 

1 obviously can’t repeat that here. But this covers the technique 
of negotiation. It would—— 

Mr. Bares. I am not particularly interested in the teehnique. | 
wanted to know—— 

Mr. BaNNERMAN. I mean the technique of analysis and appraisal 
of price. 

Mr. Bares. I want to know about the allowable items. How does 
the contracting officer know what the allowable items are? 

Does he have that all spelled out for him? 

Mr. BANNERMAN. Not in neat little ground rules, Mr. Bates: he 
does not. He has it spelled out in principles. 

Mr. Bares. Since we didn’t get very far on that one, have you ever 
checked with the Renegotiation Board to see whether or not your 
allowable items and your set of ground rules are identical with theirs? 

Mr. BaNNERMAN. We are in regular communication with the Rene- 
gotiation Board. I believe they are—we are working together. | 
don’t know that. I can’t answer that specifically. Do you know, 
Jim, by any chance? : ; 


TESTIMONY OF JAMES S. TASSIN, ASSISTANT DIRECTOR OF THE 
CONTRACTS DIVISION, BUREAU OF AERONAUTICS, DEPART- 
MENT OF THE NAVY 


Mr. Tassin. My name is James S. Tassin, with the Bureau of 
Aeronautics, Assistant Director of the Contracts Division. 

We do have contacts with the Renegotiation Board. They bring 
to our attention cases in which there may be what they consider 
excessive profits, or whether there may be practices carried out in 
the industry with which they do not concur. Normally we use the 
same objectives and that is to arrive at a reasonable cost and a 
aan return. 
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Mr. Bates. I understand that. But I am simply still trying to 
find out what are the individual items which are allowed, which are 
excluded—in other words, as far as [ know, certain items are pro- 
hibited from being allowed by the contracting officer, but the Renego- 
tiation Board per mits it. 

Mr. BANNERMAN. Mr. Bates, you have to recognize that we are 
talking about two different problems when we are talking about the 
Renegotiation Board and our contracting. The big bulk and the 
difficult portion of our contracting is to arrive at a method of pricing 
for the future. We are trying to put a price or a target on work to 
be done in the future. 

Mr. Bares. I understand that. 

Mr. BANNERMAN. With respect to that, there are sets of cost 
principles, the Armed Services Procurement Regulations in section 15 
right now having a set of cost principles applic able to cost-plus-fixed- 
fee contracts, which are used as a guide in our negotiations of incentive- 
type or fixed- -price type of contracts. 

But when you are pricing in the future, you must not be bound down 
to having a certain type of cost allowable and another type of cost 
unallowable as such, because you are faced with the necessity of 
looking at the’ contractor’s statement as to what something is going 
to cost. 

Naturally that is going to be padded. We have to have a pretty 
free hand to get the padding out of there. 

An example, just as a homely little example on what we operate 
here, at home the other day I was trying to get some work done on 
my kitchen. I have a lot of work to be done. I have a dishwasher 
to put in and I got some papering and flooring to be renewed. I got 
several estimates on what this would cost. The estimates came in 
and showed for this so much, for this so much, and for this so much. 
The quotation was $1,000. At that stage of the game I concluded 
that was too much and offered the man $800, and he said, ‘‘Taken.’’ 

The point is we have analyzed, in our case, his proposal in detail 
and have concluded as the basis of that analysis what constitutes a 
fair price for the work and we then negotiate against what we think 
is a fair price. 

Mr. Bars. That is not the point [ am trying to make. You are 
talking about estimates. 

Mr. BANNERMAN. Yes, sir. 

Mr. Bares. On items which are allowed. How much that amount 
of money is going to be can’t be definitely decided at this time. 

Mr. BANNERMAN. That is correct. 

Mr. Bares. I am talking about whether or not the item is going 
to be allowed at all and what the ground rules are pertaining to ‘that. 

Mr. Bannerman. I think perhaps there is a great deal more clarity 
in this field than I have been able to convey to you, Mr. Bates. 

Mr. Bares. I am sure of that. 

Mr. Bannerman. But the fact of the matter is that there are cer- 
tain items which are well known and are in all the regulations which 
are not allowed whenever they appear. 

Mr. Bares. That is all I am looking for, if we can have these things 
spelled out, what they are allowed and disallowed. Put it in the rec- 
ord. I don’t want to go into it at this time, Mr. Chairman. 

Mr. BANNERMAN. I would like to read it. 

74721—_56——_-98 
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In section 15-305 of the Armed Services Procurement Regulation, 
there are a list of examples of items of unallowable cost. This relates 
specifically to cost reimbursement-type contracts, but would be 
equally applicable, I think, in practically every instance in considera- 
tion of our negotiations of fixed-price type, such as incentive contracts. 

Mr. Hfésert. There I may say, Mr. Bates and Mr. Bannerman— 
put that in the record. There you have spelled out what we are 
trying to spell out in a field where there is no uniformity. 

(The information is as follows:) 

15-305 Examp es or Irems or UNALLOWABLE Costs. Irrespective of whether 
the particular costs are treated by the contractor as direct or indirect, the following 
items of cost are considered unallowable, except as indicated: 

(a) Bad debts (including expenses of collection) and reserves for such debts. 

(b) Commissions, bonuses, and contingent fees (under whatever name), in cou- 
nection with obtaining or negotiating for a Government contract. 

(c) Contingency reserves. 

(d) Equipment (including books) purchased or rented, except to the extent 
specifically approved in writing by the contracting officer or authorized by the 
terms of the contract. 

(e) Federal taxes on income or excess profits. 

(f) Interest on borrowings (however represented), bond discount and expense, 
and financing charges. 

(gq) Losses from sales or exchanges of capital assets, including investments. 

(h) Losses on other contracts. 

(7) Museum expenses and expenses of similar activities, except to the extent 
demonstrated by the institution to be directly related to the work under the 
contract. 

(7) Noneducational activities expenses (including auxiliary activities, off campus 
and other extension services, and organized activities relating to instructional and 
research departments, except to the extent that the research contracted for is to 
be performed by or in such activities). 

(k) Premiums for insurance on the lives of executives or other persons where 
the contractor is the beneficiary (but see pars. 15-304 (a) and (9)). 

(1) Salaries and expenses of deans of schools and heads of instructional depart- 
ments, and their offices, provided that salaries of such persons may be included 
as a direct charge where research and development work is undertaken directly 
by them and is authorized in the contract or approved in writing by the contract- 
ing officer. 

Mr. BaNNERMAN. This is a document that achieves uniformity, Mr. 
Chairman. This is the Armed Services Procurement Regulation. 

Mr. Héperr. It achieves uniformity in that area? 

Mr. BANNERMAN. That is right. 

Mr. Héserr. What we are trying to determine: What can we do 
to get uniformity in an area where there is obvious lack of uniformity? 

Mr. BannerMAN. [ think there is no question but what—TI might 
add in introduction there is another section here of examples of items 
of subjects requiring special consideration, and the special considera- 
tion is not spelled out. We are trying to—— 

Mr. Héserr. That is what we are trying to spell out. 

Mr. BANNERMAN. That is correct. We don't disagree with you. 
I think we are closer to it than we were some while ago. We are mov- 
ing in that direction and I think probably we will reach the stage fairly 
soon. 

Mr. Héserr. At that point, I may say this, that that is the purpose 
entirely of having the Navy here. 

Mr. Bannerman. Yes, sir. 

Mr. Héserr. We will have the Air Force, of course, tomorrow. 

We want to find out exactly what can be done to draw a specific set 
of ground rules under which we can operate. Obviously from the 
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testimony presented thus far by the aircraft industry itself, there is a 
complete lack of uniformity in specific cases. | 

We are trying to do something to help guide you and you help us 
try to get the best product at the lowest cost. _ 

“Mr. BANNERMAN. Mr. Chairman, we agree with that objective. 

I would like to say with respect to the lack of uniformity there 
undoubtedly is this lack of uniformity. The extent to which it 
affects these prices, I think, is perhaps a great deal less than might 
have been assumed from our discussion here. 

Actually, the items on which we have not achieved uniformity 
certainly in any given contractual situation would represent a very, 
very minor portion of the total cost. 

Mr. Hésert. It may represent a minor portion of the total cost, 
but when you are dealing in billions, a minor cost, a minor total 
cost—as I indicated percentages can prove anything—— 

Mr. BANNERMAN. I don’t disagree with you, Mr. Chairman, as to 
the need for greater uniformity. I think this is a field in which you 
are always going to have to apply judgments to individual cases. 
You are not going to be able to do it by formula. Witness your tax 
situation. There are many judgments that have to be taken in that 
field. 

Mr. Bates. Yes; but they are pretty well spelled out. 

Mr. BANNERMAN. There are many judgments that have to be taken 
in that field, and certainly I think in a great deal more detail than we 
have spelled them out. 

Secretary Focier. They aren’t very well spelled out. 

Mr. Bares. They are a lot better spelled out, Mr. Secretary, than 
I have been able to get these things spelled out for me. 

Mr. BANNERMAN. There is one thing about it 

Secretary Foauer. I have had 2 tax years examined in 2 separate 
offices and they don’t—— 

Mr. Bares. I am looking for a standard set of ground rules. 

Mr. BANNERMAN. So are we, and I hope we find it. 

Mr. Netson. Mr. Bannerman, [ am interested in another aspect of 
the problem. At the time you negotiate with an aircraft company, 
that company has already won a certain design competition for a 
particular type of aircraft. 

Mr. BANNERMAN. Normally; yes, sir. 

Mr. Netson. You have to negotiate with that aircraft company in 
order to get that aircraft into production without any great delay; is 
that true? 

Mr. BANNERMAN. That is normally true. 

Mr. Netson. In negotiating with that company, you must neces- 
sarily consider that company’s particular problems? 

Mr. BANNERMAN. That is correct. 

Mr. Hféperr. You would consider that company’s problem, but 
still you can have a standard ground rule. That is correct. 

I think one thing we have come into agreement here: We are all for 
virtue and against sin, publicly. 

Mr. BANNERMAN. That is right. 

Mr. Hépertr. We at least know where we are going. We have the 
same objective. The thing is how to get to it. 
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Members of the committee, and Mr. Secretary and Admiral Russell, 
we will have to recess until 2 o’clock, at which time I would appreciate 
vour being back here. 

Mr. Gavin. Before you recess: I just want to compliment the 
Department of the Navy on that very fine program they are having 
every Sunday night from 10 to 10:3 

I saw the Guadalcanal, Bougainville, and the Saipan landing. [| 
think General Smith is the narrator. I want to say it is the finest 
exhibition of team play between the Navy and the Marine Corps, 
with support from the Army, Department of the Army, that I have 
ever witnessed. 

Mr. Héserr. We will recess until 2 o'clock. 

(Whereupon, at 12:05 p. m., the subcommittee recessed until 
p. m., the same day.) 


AFTERNOON SESSION 


Mr. Héserr. The committee will come to order. 

(Also present: Messrs. Gavin, Bates, and Nelson.) 

Members of the committee, under the usual procedure of the com- 
mittee, we will now allow Mr. Courtney to question the witnesses, 
after which the members of the committee will question them. 

Mr. Courtngey. Mr. Chairman, we have been here dealing with 
production contracts insofar as we were able to segregate them as 
distinguished from research and development contracts. 

The Navy Department has received the same answers to the same 
questions which we addressed to the companies. 

We have particularized in respect of a single-type contract with 
respect to each company to get the pattern employed by the company 
in its practice. 

The purpose of this inquiry at this point of the Navy Department 
is to primarily ask for expressions of opinion on the part of the cogni- 
zant Navy bureaus and chiefs with respect to particularly so-called 
incentive price-redetermination contracts, in the light of the evidence 
presented by the companies themselves. 

The first inquiry has to do with fixing the responsibility within the 
Department for the contracts we have under study. 

The first question, therefore, is to whoever it may be properly, Mr. 
Secretary, or to Admiral Russell: Where is the responsibility within 
the Navy Department for the contracts which the committee now has 
under consideration? 

Secretary FoGier. You take that. 

Admiral Russet. Mr. Courtney, the responsibility for the con- 
tracts is that of my Bureau, the Bureau of Aeronautics of the Navy 
Department. 

There is a check, however, on the things which we do. Every 
contract which is over $300,000 is reviewed in the Office of the Chief 
of Naval Material for a business clearance. 

Mr. Courtney. What is meant by a business clearance, Admiral? 

Admiral Rvsseut. A business clearance consists of rev lewing the 
contract as to the manner in which we propose to carry it out and to 
check its consistency with overall naval policy, with the Armed 
Services Procurement Regulations and with the Navy Procurement 
Directives. 
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If we get an O. K., we are then at liberty to go forward with this 
contract. This applies to negotiated contracts. 

Mr. Courtney. Am I to imply from your answer, Admiral, that 
the Office of Naval Material has finality of decision with respect to 
the terms of a contract negotiated by the Bureau of Aeronautics? 

4 Mr. BANNERMAN. I would like to answer that. 

Mr. Courtney, the Office of Naval Material approval is required of 
such a contract. It can’t be made without our approval, or without 
the approval of the Office of Naval Material, but the responsibility 
for the conduct of the negotiations, the signing and the administration, 
of the contract, is in the Bureau of Aeronautics. 

Mr. Courtney. In the event of a disagreement as to the terms of 
any contract submitted to you, who in the Navy Department has 
finality of decision as to whether the terms shall or shall not be included 
in the contract? 

Mr. BANNERMAN. As between the Office of Naval Material and the 
Bureau of Aeronautics, the Office of Naval Material has that finality. 

. If such a case arose it undoubtedly would get to the Secretary’s 
office and he has the ultimate decision. 

Mr. Courtney. Are we to understand from that statement that 
the Bureau of Aeronautics may negotiate a contract and then submit 
its terms to the Office of Naval Material, which bureau or which Office 
will then finally determine what shall or shall not be in a contract? 

Admiral Russevu. That is correct, sir. 

Mr. Courtney. Is that correct, Mr. Bannerman? 

Mr. BANNERMAN. It is correct. The method of doing that is by 
approving or disapproving that which is presented to it. We do not 
negotiate the contracts in the Office of Naval Material. 

Mr. Courtney. That seems to be readily understandable from the 
two answers that have been given. 

Mr. BANNERMAN. Yes. 

Mr. Courtney. Then does the Office of Naval Material now accept 
responsibility in full for the contracts which have been negotiated 
and which are here under study by the subcommittee? 

Mr. BANNERMAN. Yes, sir. 

Mr. Courtney. And for all of their terms? 

Mr. BANNERMAN. Yes, sir. 

Mr. Courrney. Do the terms of those contracts as they appear in 
the answers to the committee’s questionnaire represent an expression 
of Navy policy in each instance? 

Mr. Bannerman. Mr. Courtney, I can’t answer that because I 
4 am not familiar with the details of the answers to the committee’s 
4 questionnaire, 

Mr. Courtney. You have had it under study and we are here to 
consider these contracts. Is there someone in the Navy Department 
who can answer that question? 

Admiral Russe... If a specific question is asked, sir, I am prepared 

: with my staff to go into it. We have, I think, everything that is 
E necessary. If we do not, sir, we will certainly provide it as quickly 
aus We Can. 

_ Mr. Courrney. The problem for the committee’s record, Admiral, 
is to have in the record the answer from the person or the authority 
within the Navy Department responsible for the terms of the contract. 





2764 AIRCRAFT PRODUCTION COSTS AND PROFITS 


Under the definitions and the answers which you have given, since 
you have had these contracts under study within the Navy Depart- 
ment, for the subcommittee’s record we desire to know from the Navy 
Department and the responsible authority therein, whether these 
contracts which we have under study and their terms, represent an 
expression of Navy policy in each instance. 

Admiral Russe... I will certainly take the responsibility for the 
details of the contract. 

Mr. BANNERMAN. That is correct. 

Admiral Russetu. I should like to explain, however, that policy- 
wise | am governed by the Chief of Naval Material, the Assistant 
Secretary of the Navy for Material, and the Secretary of the Navy, 
himself, sir. 

Mr. Bannerman. I think another way of answering that same 
question would be that the Office of Naval Material accepts responsi- 
bility for the policies reflected in these contracts. The Bureau of 
Aeronautics is prepared to discuss the details of it. 

Admiral Russevu. I must retain the responsibility for the details 
of it. 

Mr. BannerRMAN. That is correct. 

Mr. Courtney. But so far as the details require a conformance 
with Navy policy, are we to understand that that policy has been 
determined and finalized by the Office of Naval Material as expressed 
in the various contracts under consideration? 

Mr. BaNNeRMAN. You are to understand that the policy with 
respect to the negotiation of contracts in the Navy has been deter- 
mined by the Office of Naval Material. 

Mr. Courtney. Is the answer to the question “yes,” or is it “no”? 

Mr. BANNERMAN. Yes. 

Mr. Courtney. With particular attention to the matter of nego- 
tiating these contracts, is the committee to understand that the actual 
negotiation of a contract with the prospective contractor occurs within 
and under the cognizance of the Bureau of Aeronautics? 

Admiral RussE.tu. It does, sir. 

Mr. Courrnry. So we may be clear on the record, Admiral, you 
are a newcomer to the Bureau? 

Admiral RussEevu. I am the Chief of the Bureau of Aeronautics, sir. 

Mr. Courtney. Since? 

Admiral Russe. Since the 4th of March of last year, sir. 

Mr. Courtney. The contracts we have under consideration, you 
understand, extend long before your tenure? 

Admiral Russeiu. That is correct, sir, but the business of the 
Bureau is continuous and I must in my present job accept responsi- 
bility for what has gone before me. The officer whom I relieved is 
now deceased, sir. 

Mr. Courtney. Admiral Murphy, you are a newcomer to the 
Bureau? 

Admiral Murrny. That is correct. 

Mr. Courtney. As a matter of fact, within a couple of weeks? _ 

Admiral Murpuy. I reported for duty on the Ist of February this 
year. 

Mr. Courtney. Mr. Tassin, you have been continuously with the 
Bureau? 

Mr. Tasstn. Since 1946, sir. 
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Mr. Courtngey. Who negotiated the contracts with the Douglas 
Aircraft Co. for the contract that was considered by the subcommittee? 

Mr. Tasstn. Which contract was that, Mr. Courtney? 

Mr. Courtney. NOas51637, for the F4D1. 

Mr. Tassin. Do you desire the specific individual, sir? 

Mr. Courtney. Yes, sir. Where and how was it negotiated? 

Mr. Tassin. I can tell you in general how the contract was negoti- 
ated. I do not have a reference here to the name of the individual 
who actually negotiated it. I could only surmise that answer. I 
prefer to supply it. 

(The information is as follows:) 

The original letter of intent under contract NOas51-—637 for the procurement 
of F4D-1 aircraft from the Douglas Aircraft Co. was negotiated by Mr. V. 
Erickson. The cost-plus-a-fixed-fee contract replacing the letter of intent was 
negotiated by Mr. Norman Skow. 

Mr. Courtnry. Very good. 

Will you explain generally, if it is within your cognizance and within 
your knowledge, the method by which these contracts, taking the 
specific contract in this case, which has no significance whatsoever 
and is for illustration only, and describe to the subcommittee the 
method by which the contract was negotiated and the factors that 
were taken into consideration in arriving first at the contract price, 
second at the target price, and finally at the redetermined price? 

Mr. Tasstn. With the permission of the committee, I would like to 
make a general statement concerning our pricing approach. 

Mr. Courtney. Very good. 

Mr. Tassin. It is about four pages. If I may refer to these notes. 
If it pleases the committee, I am prepared to make that statement now. 

Mr. Courtney. Go ahead. 

Mr. Tassry. One of the major responsibilities of the negotiator is 
the selection of the contract type best suited to the procurement under 
consideration. 

As Admiral Russell has indicated, we use several types of contracts: 
The cost, no fee contract. We use a cost with fee contract. We use a 
redeterminable or incentive-type contract. And, we use the firm 
fixed price contract. 

The contract form directly affects the incentive to the contractor 
to use materials and manpower efficiently. 

The decision on the type of contract will be based on a number of 
factors, including the nature of the procurement, the contractor’s pro- 
duction and cost experience, the degree of competition present, and 
availability of reliable comparative cost data, the extent of risk in- 
volved, and the extent of control which can or should be maintained 
over the contractor’s operations. 

Under some circumstances greater flexibility in this choice is 
achieved by considering several types of contracts during the negotia- 
tion process. 

In forward pricing, the first step is the submission of a proposal or 
offer by the contractor. This proposal is reviewed and comments 
and recommendations on the proposal are submitted by both the 

Bureau of Aeronautics’ representative and the Government auditor 
in the plant concerning the reasonableness or applicability of the esti- 
mated costs shown in the proposal. 
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Upon receipt of this information in the Bureau of Aeronautics, an 
analysis is made by the negotiator with the assistance of technical 
and statistical personnel. This analysis includes historical price data 
on similar aircraft, past price experience with the particular contractor, 
the anticipated volume of business with the contractor during the 
production period, and any adjustments which may be necessary to 
this historical data as a result of differences between the aircraft pro- 
cured in the past and the one then under consideration. 

The results of this analysis are applied to the program under con- 
sideration. A very detailed analysis is made encompassing each area 
of cost. 

The major types of labor operations required, such as fabrication, 
assembly, engineering and tooling, are analyzed. Learning curves 
are used to ascertain the probable effect of learning on efficiency i in 
repetitive operations and to determine the man-hours required. 

The contractor’s pay scales for various categories of labor will be 
analyzed and a trend line computed to ascertain an average pay 
rate over the period of performance of the contract. 

Material costs are reviewed and probable requirements computed 
on the basis of past data for similar airframes, with appropriate 
adjustments made for size and weight, and new requirements in- 
troduced into the model under consideration. 

Subcontractor’s costs are examined for overall reasonableness and 
comparability to such costs under contracts for similar items and a 
review of costs of major subcontracted items is made as for the prime 

contractor’s cost. 

In this connection, it is desired to state further that with regard 
to subcontracts, it is the general policy to have a periodic review 
made of the subcontractor’s purchasing practices and procedures. 

Overhead costs are examined in terms of specific pool items in order 
to determine the applicability of such costs to the contract. 

Again the historical pattern in contractor’s overhead rates will be 
studied and compared with other companies of a similar nature. 

Having made use of both statistical approaches and knowledge of 
the technical factors involved in the production of the aircraft, a 
proposed cost or price will be negotiated, normally on a lump-sum 
basis. 

After agreement is reached as to the target cost—I am speaking now 
to an incentive contract, assuming for the time being we would go to 
an incentive—consideration is given to the type of incentive Pattern 
which will be utilized. 

Since cost comprises the principal element of the total price, it is 
important that the target cost be one that offers a real challenge to 
the ingenuity and efficiency of the contractor's manufacturing 
operations and techniques. 

It is through the incentive pattern that the contractor obtains a 
desire or incentive to cut his cost below the target, because by so doing, 
he not only earns additional profit, but saves money for the Govern- 
ment by reduced overall price. 

The elements of the incentive pattern are the target profit, a parti- 
cipation ratio wherein the Government and the contractor share 12 
variances from the target cost, and a ceiling price. 

Normally these elements vary for each individual negotiation and 
range from target profits of 7 to 10 percent of target cost. Participa- 
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tion ratios in the variances from target costs range from 95 percent 
Government and 5 percent contractor participation, to 70 percent 
Government and 30 percent contractor participation, and ceilings 
of 115 to 130 percent of target cost. 

In arriving at the incentive pattern, a number of factors are taken 
into consideration, among which are the following: 

The reputation of the contractor for providing a high quality prod- 
uct, the contractor’s record of efficiency and economy in design and 
production, the extent of contractor’s technical production and 
financial risk, the current and anticipated volume of business. 
The extent of Government support in financing and facilities, the 
amount and character of subcontracting, the stability of market 
conditions, and the overall reasonableness of the target cost. 

In negotiating final prices under fixed-price incentive contracts, the 
same basic analyses are made as for the negotiation of a target cost 
with two important differences. These are the availability of cost 
and performance data for the particular contract, and the application 
of the established incentive pattern to such costs. 

The final cost is negotiated, making use of the contractor’s proposal 
and comparing that with information available to the negotiator, 
such as audit advice concerning the amount and kinds of costs claimed 
by the contractor, and the efficiency of his purchasing operations. 

Comments and. recommendations of the Government technical 
plant representatives concerning the contractor’s efficiency and 
economy of the contractor’s manpower and justification submitted 
by the contractor concerning his claimed costs are also taken into 
consideration. 

In summary, I would like to state that we use the cost plus fixed 
fee normally in the early cycle of production, and as better pricing 
information becomes available we use the incentive contract—which 
I have some charts to illustrate if the committee desires to see 
those—and finally we may use the firm fixed-price contract. 

Mr. Courtnny. The question, then, would be, Mr. Tassin, how do 
you implement those policies and who does it and when? 

Mr. Tassty. The policies are implemented by the negotiator. 

Mr. Courtney. Is that—let me go back again. Let’s fix the 
responsibility. Is that within the Bureau of Aeronautics? 

Admiral Russett. It is, sir. 

Mr. Tasstn. That is within the Bureau of Aeronautics. 

Mr: Courtney. Are your decisions with respect thereto final? 

Mr. Tasstn. Our decisions are final, subject to approval by the 
Office of Naval Material. 

Mr. Courtney. What does that mean, so the committee can 
understand? 

Admiral Russexu. It is a review, sir. It does not relieve us of the 
responsibility of doing the business. 

Mr. Courtney. Supposing the Office of Naval Material disagrees 
with you in these circumstances, whose determination is final? 

Admiral Russexvu. Ordinarily the-—— 

Mr. Courtney. Not ordinarily. Whose decision is final, Admiral? 

Admiral Russevy. The Secretary of the Navy, sir. 

Mr. Courtney. So if there is a disagreement, then, between the 
Otlice of Naval Material and the Bureau of Aeronautics, which is the 
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negotiating Bureau, that must be resolved by the Secretary of the 
Navy? 

Admiral Russeuu. If there is disagreement, sir. 

Mr. Courtney. If there is disagreement. 

Secretary Focter. Mr. Chairman, may I make a comment? 

Mr. Hféserr. Yes, Mr. Secretary. 

Secretary Focier. The administration of contracts involves differ- 
ent groups of people. It shouldn’t customarily—at least not in my 
experience and certainly not with my basic approval—be necessary 
to bring things to the point of a disagreement, where you decide in 
one man’s mind that this is the way it is going to be done. 

The relationship between the bureau ani the Office of Naval Ma- 
terial is a cooperative and a working-together relationship, but clearly 
understood that the Chief of Naval Material may overrule, in connec- 
tion with contracts, a bureau chief. But the bureau chief has an 
appeal to me and through me to the Secretary of the Navy. 

During the 2 years and 7 or 8 months that I have been in my present 
job, I have overruled the Office of Naval Material twice in favor of a 
salle chief, and I have done the reverse perhaps half a dozen times. 

Mr. Courtney. In the event of a disagreement between the bureau 
chief who has negotiated the contracts in this instance, and the Office 
of Naval Material, do we understand, then, that the bureau chief, if 
he disagrees, is required to take an appeal to the Secretary of the 
Navy? 

Secretary FoGuier. I meant to infer in my first comments that they 
seldom reach that impasse. 

Mr. Courtney. Let us pose a case in which they do. We are 
trving to get finality of determination here. Let us suppose that 
situation does arise. Is the bureau chief then required to appeal to 
the Secretary of the Navy over the head of the Office of Naval Ma- 
terial? 

Secretary Foaier. In any contract invelving $300,000 or more, yes. 

Mr. Courtney. Or more. 

Mr. BANNERMAN. Negotiated contract. 

Secretary FoGcuter. Any negotiated contract. If it is a nonnego- 
tiated contract, it is not required to do that. 

Mr. Courtney. There wouldn’t be any decision to make in that 
fixed price and advertised contract. 

Mr. Tassin, will you continue with your explanation of the method 
within the Navy Department by which you implement the policies 
you have just described? 

Mr. Tasstn. Sir, I have here today some charts—there are three of 
them. As these are passed out, everyone should be careful to get 
1 of each labeled ‘10 airplanes,”’ “50 airplanes,’’ and ‘‘200 airplanes.’’ 

These charts are designed to illustrate the use of the incentive 
contract, how it operates, how we vary our incentive pattern and 
participation ratios. 

For the first example, I have chosen an initial production run of 10 
airplanes. The chart depicts unit price of the airplane. 

If you will look to the small charts with which you have been pro- 
vided you will see that the black or harsh-marked line indicates 
the target negotiated. . 

On the bottom of the chart there is a figure of 1,500—that is in 
thousands of dollars—or $1,500,000, representing the negotiated target 
cost of each of these 10 airplanes. 
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Following that across you will see that at that target cost a target 
profit of $127,500 was negotiated. That figure represents 8.5 percent 
of the target cost for these airplanes. 

Mr. Courtney. Mr. Tassin, may I ask a question. Are these 
hypothetical contracts or actual contracts under consideration? 

Mr. Tassin. These are hypothetical contracts. 

The ceiling price negotiated in this instance was 130 percent of the 
target cost. That figure is $1,950,000, represented out on this end 
of the chart as the no profit point. 

Mr. Courtney. Mr. Tassin, do you have for the guidance of the 
committee a study made of any of the contracts under consideration 
here on the same format? 

Mr. Tasstn. I do not, sir. 

Mr. Courtney. Proceed. 

Mr. Tasstn. The participation ratio on this first example was a 
90:10 participation ratio. 

In other words, below the target line as the cost decreased, the 
Government shared 90 percent in savings below the target and the 
contractor shared 10 percent. 

The same thing was true for costs above the target cost, with the 
exception that once the ceiling price point was reached, the Govern- 
ment paid full ceiling price and the contractor then paid 100 percent, 
or every penny that went over that point. He got no additional 
return in profit. 

On this example of $1,500,000 target cost, the target profit of 
$127,500 and a target price—adding the two figures together—of 
$1,627,500. The result assumed is that the contractor incurred a 
cost of $1,600,000. By applying the operation of the incentive pat- 
tern, his profit, therefore, was reduced to the extent of 10 percent of 
the excess of $100,000, thereby reducing his profit by $10,000 and 
requiring the Government to pay an increased price of $90,000. 

The next chart illustrates a follow-on contract for 50 airplanes of 
the same theoretical model, again at unit price. 

In this case the negotiated targets were as follows. And here I 
apologize because on this chart the hash-marked line indicates actual, 
whereas the dotted line indicates target. 

a Courtney. Actual is still hypothetical in this case, is that 
night! 

Mr. Tasstn. Still hypothetical, yes, sir. The target price negotiated 

was $420,000. 
_ Now I must explain that that is a vast decrease from the $1,600,000 
in cost occasioned in the first hypothetical example. It is important 
to bear in mind that the first contract normally bears the high startup 
or nonrecurring costs and generally includes the production tooling 
and production engineering required to put the airframe into produc- 
tion. 

The negotiated target was $420,000, with a target profit again of 
8.5 percent and a target price of $455,700. 

lhe ceiling price in this case—we had more reliable data upon which 
to work and we felt that the contractor should share more in the risk— 
was set at 120 percent of target cost, or $504,000. The participation 
ratio was 80/20, or 80 percent Government participation in cost above 
and below the line and below target, and contractor 20 percent. 
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Here, again, we had more information and wanted to give the 
contractor an incentive to cut costs down further. 

The example assumes that the final cost to the contractor was 
$410,000, as illustrated by the hash-marked line, with the result that 
he gained increased profit. Twenty percent of the $10,000 cut, or 
$2,000, and the Government benefited to the extent of $8,000 decreased 
cost. 

The third example carries this matter still further. Again a 
theoretical example. It is for 200 airplanes at unit price, with a 
negotiated target cost of $340,000, illustrated by the dotted line. 

A target profit of 8.5 percent of that target cost, $28,900, and a 
target price of $368,900, a ceiling of 115 percent of target cost, or 
$391,000, and a participation ratio of 75/25. ‘The Government shared 
75 percent in cost variances from the target and below ceiling and the 
contractor sharing 25 percent. 

The results assumed here were that the final cost was $330,000. 
the contractor undershot the target cost by $10,000. He shared 25 
percent of that, or $2,500 in increased profits, and the Government 
benefited to the extent of $7,500 in decreased price. 

Mr. Courtney. Mr. Tassin, so the committee records may be clear 
and the committee may understand it when we are considering it, the 
committee is considering it, that is, what do these hypotheses prove, 
in your opinion? 

Mr. Tasstn. The hypotheses prove or illustrate—I won’t say that 
they prove anything. They illustrate the point of our pricing 
approach as far as airframe contracts are concerned. 

Mr. Courtney. What are the critical points in this approach so 
far as cost factors are concerned? 

Mr. Tasstn. The critical points are the proper selection of a con- 
tract type. As I mentioned previously, in the first contract for the 
10 airplanes we may very well have had little cost data upon which 
to base our calculations, in which event we may have turned instead 
to a cost-plus-fixed-fee contract. 

Mr. Courtney. Generally, you will have had the experience on a 
cost-plus-fixed-fee contract before you will have gone to the incentive- 
type contract, isn’t that correct? 

Mr. Tasstn. We will have had very limited experience, sir, because 
the preceding contract to this would have been an experimental 
contract, with at best three models ordered. 

Mr. Courtney. Don’t you as a matter of fact prove the prototype 
under a cost-plus-fixed-fee contract? 

Mr. Tasstn. Not always, sir. 

Mr. Courtney. You mean to savy you do as a matter of Navy 
policy have incentive price redetermination contracts for the proto- 
types? 

Admiral Russeiu. Excuse me, I will take it from there. 

Mr. Tasstn. Yes, sir. 

Admiral Russetu. This could be depending on the nature of the 
airplane. If it is something which we are pretty sure of, we are 
confident we are going to go on production on, we might very well 
start off with a larger number and get going earlier. It is our purpose 
to try to shorten the time lapse between the conception of a new 
airplane, a new weapons system, and its introduction into the service. 
This is the manner in which one keeps modern the combat forces. 
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Mr. Courtney. Again reverting to the question of the critical 
points so far as cost is concerned and pricing is concerned, in the 
hypotheses which you make and the practice which you employ, 
what are the critical points and what information must you have and 
when must you make decisions? 

Admiral Russeuu. Will you take that? 

Mr. Tassin. First the contract type. Secondly, we must have 
reliable cost data upon which to make a proper analysis of the cost, 
the reasonable cost of the item which is to be procured. 

Thirdly, we must make a complete and thorough analysis, with the 
help of our engineering people, our audit people, statistics of past 
models, and the acumen of the individual negotiator. 

Mr. Courtney. There is a human factor involved, is there, Mr. 
Tassin? 

Mr. Tassrn. That is right. 

Mr. Courtnry. Let’s come down to the point of pricing, which is 
the second point of departure. What elements do you take into 
consideration and what factors do you consider and what information 
must you have with respect to the direct cost item of your prospective 
contract? 

Mr. Tassin. From which end of the pricing are you speaking, sir? 

Mr. Courtney. From the beginning. 

Mr. Tassin. From the beginning? 

Mr. Courtney. Yes. 

Mr. Tassin. We must have information adequate to support our 
overhead rate consideration. I say consideration because we do not 
necessarily —— 

Mr. Courtney. Let me be specific. Who estimates and on whose 
estimate do you rely for the total cost of raw materials, for example? 

Mr. Tassin. Initially the contractor proposes to us an amount for 
material, including in that his major subcontracting items and his 
purchased parts. 

Mr. Courtnry. Do you make 

Mr. Tasstn. We have those reviewed by our technical representa- 
tive in the plant. We also have them reviewed by our engineers 
within the Department. 

In addition, we take models of similar size, similar weight, and 
similar capacity, and by statistical approaches analyze the material 
content of those, making necessary adjustments for weight and size 
and complexity. 

Mr. Courtney. In the event that your estimate of the cost of 
materials to go into the contract differs from that supplied or sug- 
gested by the contractor in negotiation, whose figure do you accept? 

Mr. Tassin. Sir, that is a matter of negotiation with the contractor. 
I can’t say that we are infallible or that the contractor is infallible. 
It is a matter of arriving at agreement with the contractor. That 
could be one of the factors which may influence our selection of con- 
tract type, whether it be a cost type contract or whether it be an 
incentive or a firm fixed price, depending upon the reasonableness 
with which we adjudge the final amount which we have been able 
to negotiate with the contractor. 

Mr. Courtney. As to the direct labor item, how is that determined? 

Mr. Tassin. The direct labor item is determined normally on the 
basis of the use of a learning curve. I think the committee has had 
presented to it the use of the learning curve. 
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Mr. Courtnry. Who computes the curve, the contractor or the 
Navy Department? 

Mr. Tassin. The contractor computes a curve which he submits 
with his proposal and independent of that computation the Navy 
Department computes its own. 

Mr. Courtney. With respect to the general items, overhead, 
engineering, and items that are not considered directly applicable to 
the airframe itself, how are those determinations made, by whom? 

Mr. Tassin. The determination is made based on advice submitted 
by the auditor, whether it be a Navy auditor or Air Force auditor, 
depending on which one has cognizance in the particular plant, based 
on historical overhead data, checked right from the contractor’s 
records and projected for the volume of business anticipated during 
the production period. 

Mr. Courtney. You mean volume of Government business or 
volume of all business? 

Mr. Tassin. Volume of overall business. 

Mr. CourtnEy. You mean overall from other departments of the 
Government? 

Mr. Tassin. Other departments of the Government, commercial 
business as well. 

Mr. Courtnsry. At that point do you consider salaries, bonuses, 
incentives, and the like? 

Mr. Tassin. Yes, we do. Those all go to make up the overhead 
item. 

Mr. Courtnry. With respect to the so-called items of selling 
expenses which appear in the answer to many questionnaires, what 
account do you take of advertising and the like? 

Mr. Tasstn. We take advertising into consideration. We allow 
advertising in—I shouldn’t say “allow.’”’ We take into consideration 
advertising as it might apply to help-wanted advertising or in support 
of trade or technical journals which are necessary for the particular 
industry. 

Mr. Courtney. Are all those factors, then, agreed upon between—— 

Mr. Hépert. Mr. Courtney, will you ask him to elaborate on the 
trade journals and what is necessary, on advertising? What type? 

Mr. Courtney. I guess I missed that. Will you answer the 
chairman’s question? 

Mr. Tassin. There are scientific journals which are necessary to 
support the transmission of technical knowledge from one segment of 
the industry to another. That is what I meant by trade or technical 
journals. : 

Mr. Hépert. What type of advertising? 

Mr. Tassin. Advertising to support the journal itself, sir. There 
is very limited circulation of these trade journals. There is a very 
limited market, I should say. And in order for these methods of 
disseminating information to be supported, it is essential that they 
take on some advertising in order to defray the cost of printing their 
publications. 

Mr. Hésurr. You subsidize them. 

Mr. Tassin. I am not saying we subsidize it, sir. We recognize it 
as necessary for the transmission of technical information. 

Mr. Hésurr. If the publication doesn’t get advertising it can’t 
publish, unless it is pro bono publico. 
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Specifically, what type of advertising? In other words, you have 
to give them—you really don’t need the advertising, but you give 
them the advertising in order to support them? 

Mr. Tassin. Mr. Chairman, the Government does not give them 
advertising. The advertising that might be placed in these journals 
is given, if that be the correct term, by the companies who subscribe 
to these journals. 

Mr. Hésert. Let’s get back again. In other words, in manner of 
fact, the company really doesn’t need the advertising at all. 

Admiral Russexu. It needs the journal, though, Mr. Chairman. 

Mr. Héperr. We get along much better if we would answer these 
questions quickly and right direct to the point. Because we are just 
going around in a circle and then bave to come back and finally get 
the answer. In other words, it needs the journal. Instead of just 
giving them X number of dollars they say, “Here, boy, go print this, 
we will make it look legitimate and give you an ad,” isn’t that what 
it amounts to? 

Admiral RussEtu. Could be; sir, yes. 

Mr. Hépert. It is, as a matter of fact, isn’t that right? 

Admiral Russeuu. The trade journal is necessary for the dissemina- 
tion of knowledge across the board. I think really, Mr. Chairman, 
it is rather incidental how this trade journal is supported. If the 
company elects to do this by advertising within the pages of that 
trade journal, we might consider it as allowable cost. 

Mr. Tasstn. Yes, sir. 

Mr. Hésert. You said you would consider it. You didn’t say 
you might. 

Admiral Russet. It is a matter of judgment, sir. A lot of this is 
judgment. 

Mr. BANNERMAN. Every allowance of cost, Mr. Chairman, is 
subject to the general overall rule of reasonableness. We have cases 
where we have not allowed it and we have cases where we do allow it. 

Mr. Héserr. You decide whether you should subsidize it or not? 

Mr. BANNERMAN. We decide whether the payment to this company 
is a reasonable charge to its overall overhead. 

Mr. Hésert. It would cut down the cost of the production of the 
item. It would be fine if all the aircraft companies would get to- 
gether and get them all one big ad, like the old political “From a 
Friend,” with 15 different guys buying the same page, unknown to 
the other 14. 

In other words, you could just take the front page and say, ‘“The 
aircraft industry for the Government is a great thing, subscribe to it,’ 
and all the names down there, and then it would cost less to produce 
the magazine and the Government could save a little money, maybe. 

Admiral Russetu. The value, Mr. Chairman, is not in the ad- 
vertising, but in the technical articles. 

Mr. Hépert. That is correct, so you don’t get the value for 
advertising. 

Mr. Gavin. Mr. Chairman, all the advertising is not just restricted 
to the trade journals. There are some of the better known publica- 
tions that do not need circulation that are carrying a considerable 
number of airplane manufacturers’ advertisements. 

Admiral Russe. Sir, if the airplane company wishes to put its 
profits into advertising 
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Mr. Gavin. That is all right. 

Mr. Hésert. That is all right. You said 

Mr. Gavin. That is different from trade journals. 

Admiral Russge.u. But it would not be a recognized cost in our cost 
determination. 

Mr. Gavin. I see. That is all right. 

Mr. Hépert. For instance, take as an example Time magazine, 
which is a well-known publication. I notice they have a great deal of 
Boeing’s business, in these full-page ads—I think it is Time, or maybe 
in some of the others. You wouldn’t allow that? 

(Admiral Russell nods.) 

Mr. Hépert. Because Time certainly doesn’t need the subsidy of 
the Government military contract to support itself. 

Admiral Russe.tu. Undoubtedly this would not be allowed, sir. 

Mr. Hféserr. That is what we wanted to get. 

Mr.Gavin. On these contracts, do you ever check up with the con- 
tractor relative to competitive bidding on subcontracts? 

Mr. Tasstn. Yes, sir. 

Mr. Gavin. So the contractor may have some preferred subcon- 
tracts You just give him the business. It is on a cost plus basis and 
it doesn’t make any material difference what the price is. 

Are you sure that all your contractors have competitive bidding 
on subcontracts? 

The question is: The prime contractor is going to let a subcontract. 
When he lets out bids for that subcontract, does he pick out some 
subcontractor and just promiscuously give him the business because 
it is cost plus, or does he have competitive bidding among the sub- 
contractors to get the lowest possible price he can get? 

Mr. BaNNERMAN. Mr. Gavin, the selection of subcontractors by 
our prime contractors is a matter for study in connection with every 
prime contract. Subcontractors—the prime contractor’s purchasing 
system is one of the factors that we inquire into in connection with 
our pricing of primes and periodically thereafter. 

As far as the method of pricing subcontracts is concerned, we have 
rather detailed policies as to the extent to which we will go into that 
in individual negotiations. 

I have before me actually a copy of our policy statement in con- 
nection with subcontracts under negotiated prime contracts. 

Mr. Gavin. The point I am trying to make is the prime contractor 
may have some preferred subcontractor and he just says, “Well, 
here is the business now, work out the problem and submit to us a 
price.’ If it is on a cost plus basis to the Government, the Govern- 
ment is going to pay it, so there isn’t any competition in the bidding. 

I am asking the question: Do you check periodically on the prime 
contractors to see that they are bringing about competitive bidding to 
the subcontractors? 

Mr. BANNERMAN. Yes, sir; we do. 

Mr. Gavin. You do. 

Mr. BaNNERMAN. Now, secondly, the prime contractor’s letting of 
subcontracts is not normally on a cost-plus basis. So it is of no 
concern to him. 

Mr. Gavin. If he didn’t have any competition, it could be. He 
could charge them most any price he wanted to charge and if no one 
else was given an opportunity to bid—what I am anxious to know—say 
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the prime contractor is going to let a subcontract. Does he leave it 
to one individual corporation or does he call 4 or 5 in and say, ‘Here, 
we want a bid from you on this job and submit’’ 

Mr. BanNERMAN. If there are 4 or 5 companies available who can 
make the thing he is buying, that is the procedure that would be 
followed. I would like to poimt out that the bulk of the subcontract- 
ing work which is done by these prime contracts is being done under 
the influence of this incentive contract that Mr. Tassin has told you 
about. So the prime is going to make more money in profit the less 
the product costs. It certainly is in his interests to keep down the 
subcontract cost. 

Mr. Gavin. As long as you are doing it, it is all right. Just bring 
about competitive bidding. 

Mr. BANNERMAN. That is correct. 

Mr. Gavin. So some preferred subcontractor just isn’t going to get 
the business without having any competition from anybody else who 
may be in that specific field and qualified to enter a bid. 

Mr. BANNERMAN. We agree with you, Mr. Gavin. We think that 
must be done. 

Mr. Hérnert. Mr. Courtney. 

Mr. Courtney. With respect to the other items of contributions, 
dues, consultation fees, and the like, are those computed in the same 
way at the time you are negotiating the incentive-type contract? 

Mr. Tassin. They are, sir. 

Mr. Courtney. How do you forecast in a given type of contract 
what the total of those items will be, using the standard of reasonable- 
ness as has been indicated here by Mr. Bannerman? 

Mr. Tassin. Again we would have to look to the specific items. 
You mentioned the fact of dues. I hate to get into specific elements. 
But where dues—— 

Mr. Courtney. We would like you to get into specific elements, 
Mr. Tassin, and maybe someday we will. 

Mr. Tasstn. Dues to professional societies ‘and professional or- 
ganizations are. Dues to strictly fraternal institutions or organiza- 
tions are not considered in the pricing. 

Mr. Courtney. The question I am addressing to you is this: 
How do you forecast or estimate what those dues, selling expenses, 
and other expenses of that character are going to be? What formula, 
what method do you use, so the committee may understand how you 
price these things initially? 

Mr. Tasstn. We have to use past experience in that area and 
examine the specific items. 

Mr. Courtney. Does the contractor submit to you an estimate of 
the amount that he is going to expend for these various items? 

Mr. Tassrx. The contractor submits to us an overhead rate which 
is broken down into its elements by our auditors and we review those 
elements. 

Mr. Courtney. Do you get from the contractor an estimate of 
the amount he expects to expend or forecasts he will reasonably expend 
within these areas of overhead? 

Mr. Tasstn. Normally we do, sir. 

Mr. Courtney. You do? 

Mr. Tasstn. Yes, sir. 

Mr. Courtney. And you examine those figures? 
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Mr. Tasstn. That is right, sir. 

Mr. Courtney. When you enter the contract or make the price 
determination at the beginning of the contract, vou will have consid- 
ered all of those submissions? 

Mr. Tassin. That is true, sir. 

Mr. Courtney. That would be for contributions, for advertising, 
for sales—now answer ‘‘Yes’’ to every question, or “‘No,” as the case 
may be. For dues and contributions is your answer ‘‘Yes’’ or ‘“‘No’’? 

Mr. Tasstn. I would say that we consider these elements and 
arrive at a lump-sum rate of overhead which in our estimation either 
takes them into account or does not take them into account, as the 
case may be. 

Mr. Courtney. Mr. Tassin, the question specifically addressed to 
you is this: What do you do, what determination and what decision 
do you make upon the submissions made to you by the contractor as 
to the amount he intends to expend or forecasts he will expend for 
selling expenses, for dues and contributions, for advisory fees, for 
salaries of the company, for bonus, incentive, and the like? 

Mr. Tasstn. We take them into account in the pricing, sir, and we 
do not take into account in the overall price negotiated those amounts 
which we consider are not applicable to the Government contract. 

Mr. Courtney. How does the contractor know what you have or 
have not disallowed? 

Mr. BANNERMAN. He doesn’t. 

Mr. Tasstn. He does not necessarily know, sir. 

Mr. Courrnry. How do you determine the amount and by what 
method do you determine the amount that you will estimate or allocate 
to this category of expense? 

Mr. Tasstn. What is normal! in the industry or in other industries 
and what his past history has been and what we may have considered 
in the past. 

Mr. Courtney. How does the contractor know what formula you 
have adopted, or does he? 

Mr. BANNERMAN. He knows he has a rate. 

Mr. Tasstn. He knows generally, sir. I can’t say that he will 
know specifically on each element. 

Mr. Courtney. And out of all information, do you arrive at a 
percentage figure? 

Mr. Tassin. That is correct, sir. 

Mr. Courtney. It is the percentage which you apply, rather than 
the specific items? 

Mr. Tassin. That is true. 

Mr. Courtney. Is that correct? 

Mr. Tasstn. That is correct, sir. 

Mr. Courtney. In the determining of the profit which you estimate 
and forecast, what factors do you consider in determining the profit 
which you will allow in negotiating these fixed price incentive con- 
tracts—incentive price redetermined contracts? 

Secretary Foaier. Fixed-price-incentive contracts. 

Mr. Courtney. Price incentive. 

Secretary Focuier. Fixed prices. 

Mr. Courtney. Fixed prices. 

Mr. Tasstn. We take into consideration his reputation for having 
provided a quality product, his record of efficiency and economy in 
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design and production, the extent of his technical, production, or 
financial risk, the current and anticipated volume of business, the 
extent of Government support in financing and facilities, the amount 
and character of subcontracting the stability of market conditions, 
overall reasonableness, which is a judgment factor, of the price 
negotiated. 

Mr. Courtney. And out of that you determine a rate of profit? 

Mr. Tassin. That is true, sir. 

Mr. Courtney. You have no fixed points of beginning or ending 
- respect of profit, having considered all these factors, a high or a 
ow? 

Mr. Tasstn. In the negotiated procurement we have preferred to 
work without flat stated percentages. 

Mr. Courtney. But you must have—if you were negotiating a 
contract, you must have had some idea at some place what rate of 

rofit you were allowing, having considered all the factors that you 
ave just detailed. 

Mr. Tasstn. In that area we are guided by some of the previous 
guidance from the Congress, such as the Vinson-Trammell Act, which 
permitted 12 percent on sales, the Armed Services Procurement Act 
in the area of cost-plus-fixed-fee contracts, which I think reads not to 
exceed 10 percent on production work and 15 percent on research 
and development work 

Mr. Courtney. Let’s stick 

Mr. Tassin. Those we consider to be outside limits and we nego- 
tiate below those figures. 

Mr. CourtNngy. Do you have a range, is the question? 

Mr. Tasstn. Yes, we do have a range. 

Mr. Bates. Seven to ten. That is what he said this morning. 

What is the range? 

Mr. Tassin. I mentioned earlier in my statement that we range 
normally from 7 to 10 percent. 

Mr. Hésert. There, Mr. Tassin, from the absolute records and 
from your great experience, from 7 to 10 percent: I notice here that 
one outfit has 3.3, that low. [Chorus of “That is after taxes.’’] 

Mr. BANNERMAN. That is after taxes. 

Mr. Héserr. Before taxes. 

Mr. Bares. Before taxes. 

Secretary Focier. And that is not profit. 

Mr. H&éserr. That is profit. 

Secretary Focier. No, no, it isn’t. 

Mr. Héperr. I am sorry, Mr. Secretary. 

Mr. Foao. Yes, it is. 

Mr. Hésert. Northrop gave these figures. 

Mr. Foco. Because I took most of them over the telephone and 
I know what question I was asking. 

Mr. Hféserr. One minute. Northrop gave these figures before 
taxes: 1952, 3.99; 1953, 3.30; 1954, 5.03; and 1955, 9.07. There is 
one company. 

Mr. BANNERMAN. Mr. Chairman, you are talking about a company’s 
return of profit on its annual business, I believe. 

What Mr. Tassin has been describing is the target profit on a 
particular contract forward. In other words, this wouldn’t be the 
total of his profit. 
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Mr. Hézperr. That is right. 

Mr. BANNERMAN. He may not come out on the target. We may 
have a target profit of 8% percent on a given contract and the 
contractor takes a loss on that contract. 

Mr. Hépert. I haven’t seen anyone take a loss yet. 

Here is Northrop now, on their total business, and their total busi- 
ness is 99.98 Government. So it is all Government business. How 
do you reconcile those figures, with all this historical background and 
these pretty ‘““Ten commandments” that you read? 

Mr. BANNERMAN. You are talking again, Mr. Chairman, about 
the annual business of the company. A particular contract may 
have had a target price of 8% percent and yet a return of 2 or 3 per- 
cent, or it may have had a target of 8% percent and a return of 9 or 
9% ee 10. You are looking at the return after the contract is com- 
pleted. 

Mr. Héperr. That is right. I am talking about the experience 
that you have had. The witnesses testified on this long range of 
experience, the character of the company, its efficiency, its produc- 
tion, its—well, 7 or 8 different things down there. With that 
experience —— 

Mr. BANNERMAN. He was testifiying, though, Mr. Chairman, as to 
the targets which he would negotiate. 

Mr. Hépert. We know that. I said that this morning. We all 
have a target of virtue. How we attain it is something else. We 
know this. We are all in agreement. 

Admiral Russsty. Mr. Chairman, maybe I could assist in clearing 
up this matter? The percentage you see is the result of the contractor 
having done business. We are setting here a target profit. If our 
incentive pattern works properly, it is his business acumen that has 
either made something better or gone under the target profit which 
we have here. 

Mr. Hfésert. We are talking about the cash the man gets in his 
pocket and that the Government paid out. That is what we are talk- 
ing about. Not all these theories and hypotheses. 

Secretary Focier. I would like to get clear: We are talking about 
the so-called profit before taxes. 

Mr. Hféperr. We are talking about the so-called profit after taxes, 
if you want that. 

Secretary Focier. Yes, but not the 8 and 10 percent. 

Mr. Hépert1. No, we can give you that. We have one company 
for your information, Mr. Secretary, that the Government bailed out, 
that got as high as 7.26 and 7.41, after taxes. 

Secretary Focuier. After taxes. 

Mr. Hf&sert. Yes, sir. 

Secretary Focier. That is real profit. But so are those 2 and 3 
percent 

Mr. Hfé&sert. The Government bailed them out. They were broke. 

Secretary Foaier. There is no real profit until you get that. 

Mr. Hfésert. That is what we are trying to find out. There is an 
example of a company, taking its background, its character, its effi- 
ciency, its performance, its nobility, its culture, and everything else 
you want to take in it. With that past experience 
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Secretary Focier. I would think we would have to take into 
consideration good negotiations on their part and probably good 
management. 

Mr. Héperr. And probably poor on the part of the Navy. 

Mr. Gavin. Yes, because their earned surplus from 1952 to 1955— 
in 1952 it was $6,482,922, and in 1955, in 3 years, it is up to $23,659,251. 
They evidently had some pretty fair negotiators. 

Secretary FoGLer. Evidently good management. 

Mr. Gavin. Yes. 

Secretary Focier. They kept back—— 

Mr. H&éserr. I might say this, too, in comparing this fine nego- 
tiating of the Navy, or the armed services—I will put them in one 
lump because I want to keep unification here. 

There is a company that the Government had to bail out and got 
up to profits of 7.26, 7.41—this is after taxes. Yet a company with 
a terrific record, only got 1.78, 1.74, 2.5, 2.5; another company with 
another terrific record: 1.69, 2.01, 3.13, 3.56. It looks like the way the 
company should do business, is to go broke and let the Government 
negotiate or come in and take care of him. So what incentive is 
there for the companies that have never been in trouble? 

Secretary FoGuier. | think I am reading from the same figures you 
have. The high profits were tax credits from previous years’ losses. 

Mr. Hféserr. | know that. But they bailed them out just the 
same. They went over and got them. And yet the company 

Secretary FoGcuier. It wasn’t on the year’s operations and doesn’t 
have anything directly bearing on the contracts of those years. 

Mr. Hésert. All right. That is the only 1 with tax credits out of 
12 companies interviewed here, Mr. Secretary. 

Secretary Focier. That is the 1 that bad the 7 percent profit, Mr. 
Chairman. 

Mr. Héserr. That is right. Now, let’s take the ones that were 
not in that category. And here—he run up to 4.4. And yet that 
same—the other company I am referring to, the old-line company 
that is doing a terrific job, is 1.78. I mean the figures—there is no 
use of belaboring the point. The figures speak for themselves, as 
they show in the record. That is what we are trying to find out. 
Just how efficient is the Navy in these negotiations. The end result 
when it comes out: The Government has to pay the bill. They 
pick up the tab. 

Mr. Bannerman. Mr. Chairman, the figures you are looking at, 
of course, are profits earned by the company, I think in most cases 
after taxes. I don’t think that the Navy can be charged with the 
responsibility for guaranteeing that a company will earn a particular 
rate of profit. 

These differences are based largely on the performance—of the 
costs under the contracts they got. The range, the spread, if you 
will, in our target profits, that we have negotiated at the outset of 
these contracts, is a great deal narrower than these ranges that you 
are looking at here. 

I don’t find anything in this range of profits—I wouldn’t say—that 
seems startling, except that different companies have operated with 
a rather wide difference in the result. That is true of all industry. 

Mr. Heserr. Yes, that is right. The company which made 4 
percent is the 1 company that made more than anybody else—no, 
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another one down at the bottom there. I would say that 4 percent 
there is a company that had the chairman of the board at $280.000 
and the president at $260,000 a year. 

Mr. BANNERMAN. Sounds like he was worth it. 

Mr. Gavin. In other words, you are inferring that the Navy better 
get a better sight on the target? 

Mr. Hésert. Putting it in your language, Mr. Gavin, yes. 

Secretary Focuer. I think we should keep this in mind, the objec- 
tive which you have stressed, Mr. Gavin, of having these companies 
buy their own facilities. 

Mr. Gavin. Yes. 

Secretary Focier. There isn’t any way in the world unless they 
make a profit. I have the figures here from the-——— 

Mr. Gavin. They could go out and sell bonds. They could carry 
on their financing without working on the Government for excess 
profits to build up their net worth to take over the facilities. 

Secretary Focier. But 

Mr. Gavin. Certainly there is financing programs going on every 
day. I wouldn’t accept that. 

Secretary Focier. But, then, the cost 

Mr. Gavin. In fact, there was one here they were arranging—— 

Secretary Focuier. The interest is charged against the Government 
contract. 

Mr. Gavin. A program now for the development. 

Mr. Netson. Does the Secretary think that the companies could 
sell bonds unless they were making a profit? 

Secretary Foauier. I am convinced I could not earn my living selling 
those bonds on that kind of a basis. 

Mr. Gavin. I don’t know about that. 

Secretary Foaier. Here are some significant figures. For the 
vear 1954—this is from the Bureau of Labor Statistics—the aircraft 
companies retained for their own use 64 percent of their profit. That 
is 64 percent. They paid to their stockholders 36 percent. 

All manufacturing retained 47 percent for their own use. They 
paid to their stockholders 53 percent. These companies are taking 
their earnings to build up their working capital and to acquire their 
own facilities. 

Mr. Barrs. And if they didn’t build them the Government would 
have to build them. 

Secretary Foauier. That is right. 

Mr. Bates. If you are going to get the planes. 

Secretary Foaiter. That is 1954. I don’t have any 1955 figures. 

Mr. Héspert. Of course, Mr. Secretary, we recognize that. But 
as | have said before, and many times, this aviation industry military- 
wise is a peculiar industry in the defense of the country. And before 
you leave, I want to ask your opinion as to how—I don’t want to ask 
it now, but I will give you time to think about it by the time we come 
to the end of the road—the opinion of the Navy Department as to 
how far it should go in supporting the aircraft industry military- 
wise as a defense weapon. It is very important. And in asking 
these questions in connection with the profit, I don’t want to leave the 
impression that I, personally, nor the committee, is saying that 
these profits are exorbitant. We are not saying that. They probably 
may be too low. I am inclined to believe they may be too low in 
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some instances and too high in others. But we are asking the ques- 
tions to find out the variance and the yardstick which you use. 

Mr. Tassin was explaining these incentive-type contracts. I got 
the impression that probably the great majority of your contracts 
are incentive type. You lean to that, is that correct? 

Mr. Tassin. In airframes, yes, sir. 

Mr. Hénert. How does it occur that Time magazine—I seem to 
be quoting Time as my bible today—that Time magazine says only 
nine-tenths of 1 percent of the contracts, or less than 1 percent, in 
round figures, are incentive-type contracts? Is Time inaccurate? 

Mr. Tasstn. I don’t know the basis of those figures. 

Mr. BanNeRMAN. I can talk to that. But on dollars involved, | 
would say that the figures would not be the same. There are sub- 
stantial numbers of small contracts placed. The airframe contracts 
are generally few in number and large in dollar value. 

Mr. Héserr. We are talking about airframe contracts now. We 
are not talking about small contracts. 

Mr. BannerMAN. Mr. Chairman, that figure is not accurate with 
respect to airframe contracts. It is just wrong. 

Mr. Héserr. It is not accurate. Then what is the figure? 

Mr. BannerRMAN. That figure is accurate, or approximates ac- 
curacy—I can’t be exact—if you talk about all Navy contracts, in- 
cluding our $1,000 and $2,000 and $3,000 store purchases. 

Mr. Courtney. You don’t have incentive price contracts with 
$1,000 purchases. 

Mr. BANNERMAN. Precisely my point. That is why this figure is 
less than 1 percent. The figure is not accurate with respect to air- 
frame contracts. 

Mr. Héserr. What do you say is the accurate figure? 

Mr. Bannerman. I think they have some figures on it. 

Mr. Héserr. All right. 

Admiral Russeiui. Our Bureau experience, Mr. Chairman, is indi- 
cated on the chart here in percent of dollars obligated, what form of 
contract we have used, and also percent of number of contracts. 

Mr. Hésertr. We are addressing ourselves exclusively to the air- 
frame. We are not interested in the other purchases of the Navy—the 
battleships or the hotdogs or hamburgers and all that sort of stuff. 
We are talking about airframe business. 

Admiral Russet. I understand that, sir. This is airframe busi- 
ness, or it is airframes, engines or aeronautical equipment. It is not 
the rest of the Navy. This is aviation business. 

Mr. Tassin. Of the total—and this is in percentage—75—this is 
dollars; 75.5 percent of the Bureau of Aeronautics’ business for the 
year 1955 was on the incentive fixed-price type of contract. As com- 
pared to 100 percent of number of contracts awarded, the dollars 
represented 4.6 percent of the total number of our contracts. 

Mr. Héserr. 4.6 of your contracts are incentive-type? 

Mr. Courtney. By numbers. 

Mr. BANNERMAN. By numbers. 

Admiral Russetu. Dollarwise it is 75 percent, sir. 

Mr. Hésert. I think the very important figures is 4.6. Out of all 
your contracts that you give, on numbers, you have only 4.6 percent of 
contracts incentive-type. 

Mr. Bares. That doesn’t mean very much. 
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Admiral Russeuu. The highest percentage on this board, sir, is a 
firm fixed price where the contractor takes entirely the risk of his 
manufacture, and that in number, amounts to 63% percent, sir. 

Mr. Courtney. And in dollars, 8.6 to percentage. 

Admiral Russeuu. The negotiated fixed-price incentive is an alter- 
native really for true competition. It is the best approximation we 
can get under the rather artificial circumstances. 

Mr. Netson. Those figures reflect that because there are just a few 
aircraft manufacturers that you have to deal with under this form of 
contract? 

Mr. BANNERMAN. That is correct. 

Admiral Russevyi. And they are large contracts; yes, sir. 

Mr. Neuson. They are large contracts for aircraft. 

Admiral Russe.u. Yes; that is correct. 

Mr. Netson. Completed? 

Admiral Russeuu. That is correct. 

Mr. BANNERMAN. So the large money of this Bureau is going into 
incentive contracts. 
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Mr. Héserr. All right, Mr. Courtney. 

Mr. Courrney. In arriving at this percentage of overhead when 
you will have considered prospective salaries and the other items 
that we have discussed, Mr. Tassin, does it come to your attention 
whether or not the company plans to or has in existence an incentive 
or bonus arrangement for its employees and management? 

Mr. Tassty. It normally comes to our attention; yes, sir. 

Mr. Courtney. Do you consider in making allowances for the 
prospective expenses incentive or bonus-type arrangements with 
officers and employees which are based upon a formula from profits? 

Mr. Tassin. That question was referred to this morning, sir, and 
at that time it was stated that we do take that into consideration, 
based on it, but not a straight distribution of profits. 

Mr. Courtney. In other words, if you are confronted with an 
estimate by a company, if I may make a hypothesis for the moment, 
which presents to you a prospective incentive-type of bonus for 
management and employees, with the formula dependent upon the 
amount of profit which the company would make prospectively, you 
would have taken that into consideration at the time you negotiated 
the original contract price? 

Mr. Tassin. We would have taken it into consideration and most 
probably not included that in his pricing. 

Mr. Courtney. Would you or would you not include it? 

Mr. Tassin. That can’t be answered with a categorical yes or no, 
sir. 

Mr. Courtney. Are you authorized under any departmental 
directive or under any armed services procurement directive to approve 
or disapprove of any such plan or any such prospective charge? 

Mr. Tassin. Under the directive, sir, we take into account the total 
amount of compensation contemplated for the individual. 

Mr. Courtney. If that total compensation included incentive or 
bonus, would you by such action have approved the incentive or bonus 
if it was within what you considered a reasonable range? 

Mr. Tassin. Not necessarily, sir. We would have looked to the 
total compensation to the individual concerned. 

Mr. Courtney. If you considered the total compensation adequate 
or reasonable and if that compensation prospectively furnished to you 
included a payment under an incentive or bonus type, you would in, 
fact, have approved it, would you not? 

Mr. BANNERMAN. The particular payment, yes, sir. 

Mr. Tasstn. We would have approved the particular payment or 
taken it into consideration, yes, sir. 

Mr. Courtney. Certainly. 

So you do take these plans into account? 

Mr. Tassin. Yes, sir. 

Mr. Courtney. And you do, in effect, approve them or disapprove 
them at the time you enter into the original contracts, do you not? 

Mr. Tasstn. In essence, yes, sir. 

Mr. Courtney. Let’s pass to the question of facilities assigned to 
the different contracts. 

Two of the cases that were presented to the subcommittee, and both 
wholly Navy —— 

Mr. Tassin. Yes. 

Mr. Courtney. The Chance Vought Co. paid a rental of approxi- 
mately a half million dollars for a Government plant in which it occu- 
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pied about three-quarters of the space. McDonnell, on the other 
hand, executing Navy contracts in the circumstances to which I am 
addressing myself at the moment, had approximately the same amount 
in value of Government facilities. It did not pay any rental for the 
Navy facility. 

In the competitive field which you have spoken of here, the com- 
petition which you say exists between manufacturers, how would you 
determine the relative pricing position of the one company as again 
the other in the circumstances that I have recited, where one is to 
use a $100-million facility with a rental and the other a $100-million 
facility without a rental? How would you compare their competitive 
positions? 

Mr. BANNERMAN. There is no competition. 

Mr. Tasstn. Sir, there would be no competition between the two 
individuals, sir. I don’t think—— 

Mr. Courtney. Well, I agree with you basically, but 

Mr. Tasstn. Comparison would be strictly accurate if one were 
made. 

Mr. Courtney. How would you evaluate the prospective expenses 
of one against the other, in entering into one of these or forming a 
price on any one of these fixed price incentive contracts? 

Mr. Tasstn. That would have to be evaluated on the basis of the 
risk involved as well as a number of the other factors which I men- 
tioned, sir. 

Mr. Courtney. The question would be how would you evaluate it? 

Mr. BANNERMAN. The cost factors applicable to the particular 
contractor would be those which would control in pricing him, Mr. 
Courtney. If he has a rental payment, why that is it. If he doesn’t, 
he doesn’t. 

Mr. Courtney. How would you evaluate the relative position of 
the two in determining the profit which he was entitled to receive? 

Mr. Tasstn. We would still work within that range of profits 
which I mentioned. Again, one of the basic determiming factors 
would be our own evaluation of the overall reasonableness of the 
price. That is one of the biggest factors which affects the profit 
determination at the outset. 

Mr. Courtney. In the hypothetical case I have given you, if in 
fact it is a hypothesis, the contractor with the plant furnished free 
would be in a more favorable position than the contractor who would 
be required to pay a fee for the use of the Government plant. 

Mr. Tassrn. Not necessarily, sir. 

Mr. Courtney. I[sn’t that true or not true? 

Mr. Tasstn. Not necessarily, sir. 

Mr. Barres. The other way around. 

Mr. Tasstn. The contractor with the Government facility is re- 
quired to maintain those facilities and amortize the cost of this mainte- 
nance in some way. He may be maintaining facilities in excess of 
that required for the performance of the particular contracts. 

Mr. Courtney. As against a contractor who owned his own facili- 
ties in the same circumstances, who would pay the maintenance? 

Mr. Tassin. The contractor would pay the maintenance. 

Mr. Courtney. Would his position differ from that of a contractor 
who received a Government plant rental-free and was required to pay 
only maintenance? 
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Mr. Tasstn. No, I don’t think that it would. 

Mr. Courtnry. Why not? 

Mr. Tassin. Again this enters into a discussion of the mobilization 
aspects as related to the aircraft industry. To the extent that we 
have a reasonable basis for perhaps requiring those services in the 
future, on a mobilization or emergency basis, we may very well allow 
the maintenance on standby facilities as a charge against our contracts. 

We have agreements with a number of these concerns that they will 
retain certain facilities for first call by the Government in the event 
of an emergency. 

Mr. Courtney. Those are separate contracts, are they not? 

Mr. Tassin. They are separate agreements, but money does not 
necessarily change hands in connection with those agreements. 

Mr. Courtney. Do any of the contracts we have under considera- 
tion here have separate agreements with respect to maintaining 
standby facilities? 

Mr. Tassrn. I couldn’t answer that question right now, sir. 

Mr. Gavin. At that point, Mr. Counsel. The theory you work on: 
It doesn’t make any material difference whether they are rent-free or 
whether they are the corporation’s own facilities, because the cost 
enters into the production. It is satisfactory one way or the other. 
So why charge any rent to one and nothing to another, if that is the 
theory on which you are working? 

Mr. BannerMAN. Mr. Gavin, I think it was testified this morning 
that rental is charged for these facilities only when the facilities are 
likely to be used for commercial work other than the governmental 
work. 

Mr. Gavin. Well, there are some of them that are not doing any 
commercial work at all. 

Mr. BANNERMAN. Well, the—— 

Mr. Courtney. I don’t know whether you were here, Mr. Banner- 
man—1I am afraid you were not—during the time the companies 
presented their information to the subcommittee. I think you will 
find disagreement in the facts presented to the committee. 

Mr. BANNERMAN. Well, that may be. I can’t—— 

Mr. Courtney. If you are speculating, we will accept your answer 
on that basis. 

Mr. BANNERMAN. I am not speculating with respect to our con- 
tracts, Mr. Courtney. I think that the statement that was made 
this morning is accurate with respect to those contracts we have 
made, that we make lease agreements and charge rental for the use 
of facilities only when at the time those facilities are provided it is 
anticipated that there will be commercial work, some commercial 
work performed in the facility. 

I don’t mean to say by that that in all cases there has been com- 
mercial work performed in the facilities, but that was the considera- 
tion that led us to set the agreement up that way. 

Mr. Gavin. I can’t understand why some are charged and others 
are not charged, when you say it doesn’t make any material differ- 
ence because it goes into the costs of the plane no matter whose 
facilities are being used. It is a matter of bookkeeping, I presume, 
in charging one and not the other. 

Admiral Russe.u. There is one difference, Mr. Gavin, and that is 
a degree of control which the Government might exercise over the 
property. 
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If you are giving the contractor rent-free a piece of property you 
have a little more to say about its use and control than you would 
if you were charging him rent. 

Mr. Bares. If you charge him, he is going to get a profit on the 
charge, like everything else in the cost. 

Secretary Foaier. Not necessarily. 

Admiral Russeuu. I can’t say ‘Yes’ to that, sir. It is one of the 
factors which would be considered in arriving at targets. 

Mr. Hépert. Mr. Courtney. 

Mr. Courtney. Let us get back, Mr. Tassin, or Admiral, to the 
hypothesis we started out on, the method by which the Navy formu- 
lates a price, an initial price, or a contracting price on a fixed-price 
contract. 

Having considered all of these factors, you enter into a determined 
price or an initial cost price of the contract, is that correct? 

Mr. Tassrn. That is right, sir. 

Mr. Courtney. How and by what method do you determine when 
the target price w vill be fixed? 

Mr. Tassin. The aim is to set the target price at the outset. There 
may have been testimony before this committee that that was not 
always true. In fact, we did use a contract prior to approximately 
15 months ago which did permit a reset of the target price after nominal 
part performance. That contract is no longer in use. 

Mr. CourtNgEy. You mean contract form? 

Mr. Tasstn. Contract form. 

Mr. Courtney. Or type of contract? 

Mr. Tassin. That is right. Our objective at the present time is 
to enter into a definitive contract at the outset. If we have reliable 
enough information upon which to enter into one of the fixed-price 
types, we will. If not, we will go to cost or cost-plus-a-fixed-fee 
contract. 

Mr. Courtnry. We were dealing with the method by which you 
handle fixed price incentive contracts? 

Mr. Tasstn. That is right. 

Mr. Courtney. Let us stay with that for the moment. Is it im- 
portant, then, in determining whether the Government will or will 
not obtain a cost reduction, that the target price be determined soon 
after the contract will have commenced performance, or is it all right 
to let the thing run until the contract is substantially performed? 

Mr. Tasstn. I would say that it is better to enter into that fixed 
target as early as possible. 

Mr. Courtney. Which is to the greater advantage of the Govern- 
ment? 

Mr. Tasstn. The early target. 

Mr. Courtnry. And why? 

Mr. Tasstn. Because by giving him an early target to shoot at, the 
contractor is given a greater incentive to reduce the major element 
which makes up the price and that is the cost and thereby earn 
additional profit for himself and reduce the cost to the Government. 

Mr. Courtney. Doesn’t it have anything in the world to do with 
reimbursement to the Government for overpricing in the initial 
contract? 

Mr. Tasstn. The early setting of the target? 

Mr. Courtney. Yes, sir. 
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Mr. Tasstn. I wouldn’t say that it does, sir. 

Mr. Courtney. There is information before the subcommittee that 
in these types of contracts there was at the close of the last fiscal year 
contracts, dating back to February of 1951 in the Navy Department, 
of a total value of $1,353,603,356 which bad not been redetermined 

Are you familiar with that figure? 

Mr. Tasstn. Not with that specific figure, but approximately that 
figure; ves, sir. 

Mr. Gavin. What is the figure, again, the total? 

Mr. Courtney. $1,353,603 ,356. 

Are you familiar with that figure? 

Mr. Tassry. I am familiar with the fact that there are contracts 
which have not been finally redetermined ; ves, sir. 

Mr. Bannerman. How is that figure described, Mr. Courtney? 
Do you have a description for it? There are lots of places where a 
contract might not be redetermined. 

Mr. Courtney. I don’t intend to give you any more information 
than I am giving you in answering the question. The witness has 
said that he recognizes the figure, not in specific amount; is that 
correct? 

Mr. Tasstn. I recognize that there are contracts that have not 
been redetermined; ves, sir. 

Mr. Courtney. You recognize that there are contracts in the 
magnitude of $1.3 billion that as of June 30 had not been redetermined? 

Mr. Tassry. I don’t know, sir. I can’t say that I recognize that 
figure. 

Mr. Courtney. This is redetermined. This is not renegotiation. 
This is redetermined in the Navy Department. 

You don’t recognize that figure? 

Mr. Tasstn. No, sir. 

Mr. Courtney. Could you tell the committee and supply the 
information to the Committee, then—— 

Mr. Foauier. It will be supplied. 

Mr. Courrnry. The dollar value of the contracts not determined 
as of June 30, or let’s be more specific and say January 1 of this year. 

Mr. BANNERMAN. Mr. Courtney, do you want that information 
with respect to contracts on which the target has not yet been set or 
contracts which, having a target, have not been finally redetermined? 

Mr. Courtney. I want it for all purposes. 

Mr. BanNERMAN. Each of those cases I mentioned? 

Mr. Courtney. On redetermined contracts. 

Admiral Russet. Mr. Courtney, we need a little more fix, if you 
please, sir, navigationwise, to know just which figure you want from 
us. We will supply 

Mr. Courtney. The dollar value of the contracts not redeter- 
mined. 

Mr. BANNERMAN. Where redetermination is due? 

Mr. Courtney. Yes, sir. 

Admiral Russe_ut. Where redetermination is due? 

Mr. Courtney. That is right. 

Admiral Russeiui. And has not yet been made? 

Mr. Courtney. That is correct. 

Admiral Russeu. This will be provided, sir. 

Mr. BANNERMAN. In aircraft? 
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Mr. Héserr. That is all we are talking about, is aircraft. 

Mr. BANNERMAN. Yes, sir. 

Mr. Courtney. Is January 1 a convenient date? 

Admiral Russeut. Is this all our contracts or is it airframe or air- 
frame and engine? 

Mr. BANNERMAN. Airframe and engine. 

Mr. Courtney. Airframe. 

Admiral Russeuu. Airframe only. 

Mr. Tasstn. We can give you that to date. 

Mr. Courtney. That will be satisfactory. 

(The information referred to follows:) 


Airframe contracts on which final redetermination action is due as of Mar. 19, 1956 





| } | 





= . : 
Value in | | Value in 
= act | Contractor millions || © coo Contractor millions 
- | dollars || an of dollars 
—_——_—_ |———____—- || | ———— ——____. 
| | 
Cit NE a te es ceed cucedes | 41, 921 || 51-228 | Lockheed__..___- : 1 50, 970 
51-156 | Chance-Vought_______- 190, 550 | 51-651 _do é 1 17,927 
51-143 | Convair-__.......-.-..--- 110, 225 | 51-652 SRE ae | 1 102,080 
51-630 | EG ciunsinin tbe 175, 036 || 0 Ul a." ee 1 16, 056 
51-632 | do-_- one - 59, 207 || 51-655 do fi cee ¥ | 109, 243 
oS ae er eee hip whines | 57, 648 52-763 |.....d0._-_.- ‘ , 69, 131 
53-493 |S elias } 88, 231 | 52-983 Ws iced 79, 019 
53-266 | George Getz... _._- inaskel 1 3, 365 51-684 | Glenn L. Martin | 54, 190 
51-457 | Goodyear-___- ; aol 26, 121 51-139 | North American | 146,115 
51-022 | Grumman | 241" 509 | 51-634 | do. : 1 68, 887 
51-118 |...-.dO.....-.--+--------------| 1 128, 695 | 51-642 Obs, : 3 97, 735 
51-230 | do__- alee aaa 27, 539 52-978 do ee 125, 957 
51-633 | Mec: Te RTT 1 10, 658 | 43-313 | do : 3 41, 301 
51-635 |.....do__- ~.-.----| 187,404 || 51-848 | Piasecki. 38, 554 
51-638 |___.-do_- ‘...----| 137,103 || 53-456 | Ryan_____- : 11) 134 
51-656 |_....do-- siaadie dia eationte ae. 21, 620 53-627 do = —= _ 1,633 
53-394 |___..do E bg Gige  M  s } 18, 644 | 51-649 | Sikorsky- 14, 024 
13-1138 _do- =e ee 19, 404 || Si-G0) }.....00. us : 1 28, 208 
51-044 Hiller ERS SSS aa L. 6 024 | 51-1039 RS oe ee no 
54-573 |...__do. Re Ii zoe 1162 || 83-849 |. -dow 27) 350 
54-923 do. ete: cin eaaadon | 1, 964 | 53-606 G0... 111, 338 
51-025 | Lockheed __.._- ar 25, 393 54-315 | Temco.__- ak : 11, 834 
SLUR tee re ns re) 27, | 1 178, 582 i 2 en Senne Gee se 
| 


51-142 |.....do- I es SAPS 1 83, 423 


Dotal ‘value of Ol) comteatte Tinted GOV. ances ccc ere ceeseecncencmeccwceeccccce--a-----~ $2,660,836, O00 


' Total value of above contracts on which final prices have been negotiated (amendments 
setting up redetermined prices now being processed) -_....---.--- 2oty BREN AE ESAS Se 947, 084, 000 


Total value of above contracts not yet redetermined--_-.__.____- wnibithcimedinknuag te tii tae en 


Mr. Héspert. Mr. Tassin, to return to the profit which your target 
range is when you enter into your original negotiation for a contract, 
| understood you to say that your target range of profit is between 
7 and 10 percent? 

Mr. Tassin. That is correct, sir. 

Mr. Hfésert. In other words, when you start to enter a contract, 
you enter on the theory or the presumption or the intention that you 
want to allow the contractor to make a profit of between 7 and 10 
percent? 

Mr. Tassin. Before taxes; yes, sir. 

Mr. Héserr. Before taxes. 

(Mr. Tassin nods.) 

Mr. Héserr. I just want to put something into the record there. 

Mr. BANNERMAN. Recognizing that there is an incentive pattern 
on that also, Mr. Chairman, so that if he-—— 

Mr. H&sperr. If you will let me say what I want to say, you will be 
pleased. 

747215695 
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Mr. BANNERMAN. Fine. 

Mr. Hépertr. Without gumming the waters up any more. Don’t 
be always suspect of every question I ask. 

Mr. Gavin. Sometimes the gentleman wants to comprehend what 
you are driving at. 

Mr. Héserr. That is his right. This time heis wrong. I do think 
this belongs in the record. I have been studying these figures again, 
and in line with the questions which I previously was asking, it is 
interesting to note that in only 1 year of your total value of your 
contracts—only one time did any company go over 10 percent before 
taxes as profit. And most of the time they were below that, which 
would indicate that you did a pretty good job on your own interests. 

Admiral Russet. Yes, sir. 

Mr. Hésert. And that the contractors better start protecting them- 
selves if they want more profits. You see, I am a kind gentleman and 
with a kind heart and love my mother and country. 

Admiral Russetyt. Mr. Chairman, we appreciate it. 

Mr. Hésert. I am serious now. I do think it very significant and 
very important that that part of the record be set sini. It is an 
indication of what we have been trying to do, to find out exactly what 
your policies are, and in this specific area—and a compliment to you, 
Mr. Tassin, as a fellow Louisianian—— 

Mr. Barss. Let’s not be provincial now. 

Mr. Héserr. Iam not. It is very important to indicate that your 
policey—which you have set a specific ground rule of from 7 to 10 
percent—has come well within that area to the advantage of the Gov- 
ernment, heavily. 

(Mr. Tassin nods.) 

Mr. Hézert. I wanted to bring those figures out and indicate that. 
It is one of the fields that we want to look into. Perhaps, under the 
law, if we can do it, is to find out exactly, to get a more comparable 
or a more equitable distribution of the profits. 

The one thing that impresses me most is the un-uniform or the lack 
of uniformity in the amounts which of course reflects the operation of 
the individual contractor. 

Mr. Tasstx. Mr. Chairman, might I add one point there. On the 
lack of uniformity which you mentioned, we can’t control the efficiency 
with which the contractor is going to operate and consequently: the 
amount of profit he is going to make. 

Mr. Héserr. Nobody is doing that. 

Mr. BANNERMAN. Yes. 

Mr. Héserr. But the point that I am again making, and again 
trying to be fair, is the complaint of the individual contractor to the 
committee that they do not make a sufficient profit. If we are to 
follow through on the logic of that thought and the range that you 
allow, from 7 to 10 percent—if they don’t hit your target, it is not 
your fault. 

(Mr. Russell nods.) 

Mr. Héserrt. It is their fault, for some reason or other, that they 
do not hit the target. 1 think that is a very important point. 

Mr. Secretary, | would appreciate it very much and so would thie 
committee, if you could possibly give us the attitude of the Navy De- 
partment in connection with the future of the support of the aircraft 
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industry militarywise, approaching it, as I think I indicated, as a 
weapon of defense. ’ 
Secretary Focuier. I could answer that—it would sound flippant if 


ti I didn’t—in a few words. 

Mr. Hésert. Flippancy is not exclusive on this side of the table. 

k Secretary Foaurr. I don’t want to do that. I think we should 

1, start with this recognition, for the requirement of numbers and type 

is of aircraft comes to the Bureau of Aeronautics from the Chief of 

ir Naval Operations. It then becomes the responsibility of the Bureau 

e of Aeronautics to procure those aircraft in the numbers and the types 

h requested, providing we bring that requirement and the funds avail- 

S. able together, and pretty generally they get pretty close. 

| believe that it is the responsibility of the Bureau to do this 

h- economically. 

id | believe that it is the responsibility to have such relationships with 
the contractors that there is equity both to the Government and to 
the contractors, that in that equity we must intend that there be a 

1d fair profit. Otherwise, the industry will not continue available for 

in the defense needs of the country and we would not have the potential 
at of the rapid buildup im the event of a major national emergency. 

u, Mr. Héperr. By that do I understand you to say that the buildup 
of the aircraft dustry militarywise should depend entirely upon the 
amount of profit which it is allowed to make and profit sufficient that 

ur it could be poured back into an expansion of its facilities? 

10 Secretary Foauer. I believe this: I believe there should be an in- 

V- creasing percentage of the facilities of the aircraft industry provided 
by the industry, itself, and for that to be materialized, there must be 
profit. 

at. | do not foresee within the years just ahead the potential of the 

he airplane industry being able to provide all of its own facilities. As 

ble | was careful to state in my prepared statement, I believe that in the 
event of a major national emergency, it will be necessary for the Gov- 
ck ernment to provide very large dollar amounts of additional facilities. 
of Mr. Hépert. I think that goes without saying. 
Secretary Foauer. Yes. 
the Mr. Hésperr. In any emergency, not only the aircraft industry, 
cy but the other industries, as well, to expand them. ; 
the But is your position, then, the position that the aircraft industry 
must be supported solely through the profit method in these times 
and not through additional moneys from Government in subsidy 
form or whatever form you want to call it? ; 

ain Secretary Focuier. It is my opinion that at least in the years im- 

the mediately ahead there will be additional Government funds required 

to in order for the necessary planes to be purchased. 

you I think the industry has not vet reached the place—and the industry 

not people can answer this much better than I can—where their volume 
of business and their profits from that volume of business will enable 
them to secure all of their own facilities. 

hey Mr. Htpert. Mr. Secretary, the industry has testified almost with- 
out exception that under the present system and the present profits 

the which it is able to make, it is unable to provide the realistic amount of 

Je- facilities necessary. In view of that position, would you say that 

“aft consideration should be given to a formula—referring again to your 


7-10 range. Of course we have to realize the law on the subject, or 
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the Vinson-Trammell Act. Would you say or would you advocate 
the consideration of a formula whereby the aircraft industry military- 
wise should be allowed to make more profit than it is now making in 
order that it could pour that amount of dollars and profit back into 
the facilities, or wou you advocate a formula whereby allowing them 
more profit, specifying if it could be possible, that a certain amount or 
percentagewise of the dollars of profit should under compulsion be put 
back in the facilities, for the military construction? 

Secretary Focier. Mr. Chairman, I think it is a little bit unfair to 
ask a person who has a responsibility for procurement to ever say that 
you would in negotiation or in trading, allow somebody to get more 
money. 

If there needs to be additional help—— 

Mr. Hésertr. You want us to make that decision. 

Secretary Focier. | certainly don’t—I think that we people who 
are concerned with procurement should not be asked to make any such 
decision as that. 

Mr. Hépert. You are correct. I agree with you. Then you say 
it would be a valid area for us to consider? j 

Secretary Focier. I am not particularly interested in the use of 
formulas. I think they can frequently do more damage than they 
belp. I think we need 

Mr. Hésert. You mean a formula? 

Secretary Focuier. Yes. 

Mr. Héserrt. And lack of a formula can do a lot more damage, 
too, can’t it? 

Secretary Focuier. It can in individual cases; yes. This problem 
can only be measured in the right perspective when we consider it 
as a whole. 

In the individual cases which have been badly handled, they should 
be corrected. 

Mr. Hésert. The committee, of course, is trying to arrive at some 
formula for guidance and some uniformity. Because it is perfectly 
apparent and patent from the things that have been said here during 
the industry’s presentation, that there is a complete lack of uni- 
formity. I think Mr. Bannerman admitted this morning there is 
a lack of uniformity. We are trying to arrive at that formula. 

However, in all due respect and fairness, I think that your state- 
ment that—I should not have asked you the question since you are 
the Yankee trader trving to do the buying—to tip your hand and 
show what you have in the hole before you start trading or betting 
on the hand. I think your statement was very fair. But it is an 
expression that we wanted to get from the Department. I do realize 
that it is the responsibility of the committee and the Congress. 

Any further questions or comment? 

Mr. Gavin. I am trying to reach a conclusion as to what your 
theory is. These are individual corporations. They are owned by 
stockholders. If the Government is handling these contracts, I think 
they should be handled expeditiously and wisely to the benefit of the 
American taxpayer who is footing the bill. The more profits accrued 
don’t accrue to any particular branch of Government. It accrues to 
the people who are stockholders in the company. I would say from 
looking at their shares of stock and their stated value and their paid-in 
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capital and their earned surplus and their net worth, that they have 
been receiving a fair and equitable profit on their production. 

Do you think so, or not, Mr. Secretary? 

Secretary Focuier. In relation to industry in total, in the larger 
companies, the profit is low. 

Mr. Courtney. Isn’t there a difference in the ratio of investment 
in industries generally, Mr. Secretary? 

Here you have an industry where there is only $200 million of 
invested capital among the companies that we have considered, as 
against an $800 million investment by the Government. 

Is there any business with which you compared that, that has a 
similar ratio of capital investment versus Government-furnished 
capital? 

Secretary Focier. I know some businesses that are not far away 
from it. But I think you should consider this, Mr. Courtney. And 
this is pretty close to experiences I have had. I spent, out of 33 
years in supervisory and responsible jobs in business, about 25 of it in 
business where the profit margin ranged from 2 to 4 percent on sales. 
If you, week by week, and month by month, and year by year, were 
on the edge of either being in the red or making a profit with a margin 
of 2 or 3 percent, you don’t think a whale of a lot of how much in- 
vested capital you have. It is whether or not your receipts are some 
plus over and above your expenses. That is where the real measure 
is to the problem of what profit needs to be in order to maintain the 
business. 

Mr. Courtngey. Then you are speaking of two different kinds 
of profit. 

Secretary FoGuer. No. 

Mr. Courtney. You are speaking of profit on investment and 
profit on a business. 

Secretary FocGuer. It is the same profit and same pennies. I 
am holding no brief for any particular level of invested capital. But 
| would like to give a word of warning that when a business is operating 
at a margin generally under 5 percent, we better be careful that we 
don’t upset it very much or it can be in the red. And any business in 
the red that is providing the weapons for this country is not healthy. 

Mr. Héspert. I think that can apply to Government, too, can’t 
it, Mr. Secretary? 

Secretary Foauer. I think it can. 

Mr. Hfépert. We get to the taxing point of how much we are 
putting out and how much we are taking in. 

Secretary Focier. Yes. 

Mr. Gavin. I think we quite agree with you, and everybody 
recognizes, particularly myself, the free-enterprise system and the 
profit system, and we want to see these companies grow big and we 
want to see them grow strong, and they deserve our very hearty 
commendations for the magnificent performance they put in over 
the past several years. But at the same time, we want to be reasonable 
about it, too, that the profits don’t go from one extreme to the other 
extreme, that there is a fair and equitable profit to all concerned, 
so that they can continue to grow and build. 1 would say over the 
past several years they have done fairly well. I sincerely hope and 
trust that they wil] continue to do fairly well. At the same time, we 
want to get the greatest value received for the money we are spend- 
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ing, and greatest number of planes for the investment the Govern- 
ment is making. 

Secretary Focier. I think we can agree completely on that, 
Mr. Gavin. 

Mr. Hésert. Thank you very much, Mr. Secretary, and Admiral 
and gentlemen from the Navy. We appreciate your cooperation 
today. 

The committee will stand in recess until tomorrow morning at 10 
o’clock when we will have the pleasure of the Air Force’s presentation. 

Admiral, you and Mr. Tassin come back at 10 a. m. tomorrow, 

Mr. Courtney. The Navy first tomorrow, Mr. Chairman? 

Mr. Hésert. The Navy first temorrow morning. 

(Whereupon, at 4 p. m., the subcommittee adjourned until 10 a. m., 
Tuesday, March 20, 1956.) 


_ (Nore.—In response to a question by Mr. Nelson (see p. 2749), the following 
information was furnished by McDonnell Aircraft Corp. by letter HR-05-189 
dated May 8, 1956:) 


St. Louis Country Day School was founded in 1917, 22 years before the begin- 
ning of McDonnell Aircraft Corp. on July 6, 1939. Most of the graduates of this 
top-rank school have gone on to complete their college education, and many of 
them have reached positions of leadership in this community and elsewhere, for 
instance William McChesney Martin, Jr., class of 1924, Chairman of the Board 
of the Federal Reserve System, Washington, D. C., and Lon Hocker, Jr., class of 
1927, present candidate for Governor of Missouri. You will find very few large 
companies in this area without a Country Day alumnus. This is equally true at 
McDonnell Aircraft Corp. 

When the school was founded in 1917, its location was approximately 3 miles 
from what was to become a tiny airport 2 years later, and needless to say these 
initial aviation activities did not disturb the school. This situation is now 
entirely changed, and Lambert-St. Louis Municipal Airport, on which our com- 
pany is located, has been so expanded that the end of the 10,000-foot runway is 
only about one-half mile from the school, and 2 of the school buildings are within 
the approach zone for that runway. This airport is now the largest and busiest 
in a surrounding area of over 200,000 square miles. 

In addition, the center of population of Country Day students is located over 
13 miles from the present school, and a very long bus ride is necessary for these 
boys both before and after school. Consequently, in 1951 the board of trustees 
of the school decided to try to move the school to a more convenient and less 
noisy location. 

Including the proceeds of the sale of the present school, the trustees have been 
trying to raise $2 million for the new school. Our company has contributed 
$40,000, and the McDonnell Aircraft Corp. Charitable Trust has contributed 
$260,000, to this campaign, and the above $300,000 is included in the $304,070 
detailed in my letter HR-05-183, dated March 9, 1956. Those gifts were con- 
tingent on others giving at least $700,000, and this has now been done. 

It is clear from the above, therefore, that St. Louis Country Day School was not 
founded, nor has it been endowed, by our company; and there is no connection 
between the school and the company other than the fact that we consider it to be 
one of the outstanding and worthwhile secondary educational institutions in the 
Middle West, and have supported it accordingly. 

I have checked with the Coaiaeesian of the school, and have ascertained that 
there are currently five students at Country Day whose fathers work at Me- 
Donnell Aircraft Corp., out of a total student body of 387, or 1.3 percent. This 
is not surprising when you consider that 2 percent of all working people in the 
St. Louis metropolitan area are employed at McDonnell Aircraft Corp. In this 
connection, although there are many scholarship students at the school, i. e., 
about 10 percent, all of the above 5 students pay full tuition. 

In reply to the additional questions contained in your letter of May 3, 1956, 
7 company employee children have matriculated at Country Day School in the 
last 10 years, 5 of whom are children of company officers. One of these has 
graduated. 
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TUESDAY, MARCH 20, 1956 


House or REPRESENTATIVES, 
CoMMITTEE ON ARMED SERVICES, 
SUBCOMMITTEE FOR SPECIAL INVESTIGATIONS, 
Washington, D. C. 

The subcommittee met at 11:20 a. m., Hon. F. Edward Hébert, 
chairman of the subcommittee, presiding, and the following members 
present: Messrs. Gavin, Bates, and Nelson. 

Mr. Hfésrert. The committee will come to order. 

Mr. Courtney, the Chair wishes to extend apologies to the wit- 
nesses this morning for any inconvenience which may have been 
caused by the delay. It was a matter which was out of the control 
of the committee, and I am sure those inconvenienced will understand. 

We will sit now as long—I understand there is to be a rolleall in 
the House today. We will sit as long as we possibly can, beyond 
the noon hour, in order to recapture the time which we have lost, if 
possible. 

Proceed, Mr. Courtney. 

Mr. Courtney. Mr. Chairman, there were a few questions with 
respect to the Navy Department’s presentation and with respect to 
the data which has been assembled on Navy contracts which were 
unfinished last evening. 

Now a question generally, and any one of you answer who has cog- 
nizance of the ia matter. Have you examined the various 
answers to the questionnaires that have been submitted, or been 
presented to the subcommittee with respect to Navy contracts? 

Mr. Tassin. Generally I have, sir. 

Mr. Courtney. I will ask you this general question. Do you 
agree, or does the Navy Department agree with the costing as it is 
presented in these various answers? 

Mr. Tassin. As a general matter, we do agree with the costing as 
presented therein, except that some of the amounts which may be 
shown as cost and some of the amounts which are shown as profits, 
some of the specific amounts we are in disagreement with. 

_ Mr. Courrney. Would I understand that you disagree in some 
instances with the allocation of sums, rather than with the totals 
involved? 

Mr. Tasstn. The allocation of sums as they relate to specific items. 

Mr. Courtney. Will you indicate to the subcommittee at your 
early convenience any exceptions which you might take or will have 
taken in particular instances? 

Mr. Tassin. Yes, sir. 

_ Mr. Courtney. Now a question with reference to facilities and the 
5800-million worth of Government property, a large part of which 
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represents plant, that has been spoken of here frequently. Are you 
able to express an opinion to the subcommittee as to whether or not 
it would be either necessary or desirable for the continuation of some 
such arrangement as occurred in the facilities contracts during World 
War II, whereby there were arrangements for liquidating out of con- 
tracts the investment in plant or in many instances, provisions for 
purchase by the contractor on an agreed value determined either by 
formula or by market as the case may be? | 

Do you have an opinion, one, as to whether or not existing law 
would permit such arrangements and secondly, whether or not it 
would be necessary or desirable in the opinion of the Navy to have 
such arrangements at the present time? 

Admiral Russet. Admiral Murphy. 

Admiral Murpny. The answer to the first part of your question, 
Mr. Courtney: As I understand the law today, it is not possible to 
enter into what amounts to a negotiated agreement for such purchase. 

Mr. Courtney. That is because of the restrictions of the Surplus 
Property Act? 

Admiral Murpnuy. I believe that is correct. We have to declare 
it surplus and advertise it. 

Mr. Courtney. Now the question of the desirability of a change 
from the Navy’s point of view. 

Admiral Murpuy. I would like to give you my personal opinion 
on this. I feel that in line with Secretary Fogler’s statement of 
yesterday, in which we hope to encourage a greater investment in 
facilities by the industry, that it would help to have a little more—a 
little better way to—— 

Mr. Courtney. In ethos words, if you had the legal right to make 
arrangements in this field, as a part of your contracts. 

Admiral Mvurruy. That is my personal opinion. 

Mr. BannerMAN. Mr. Courtney? 

Mr. Courtney. Yes, sir. 

Mr. BANNERMAN. If it would be helpful to the committee to have 
a statement from the Assistant Secretary who is chargeable with 
Navy responsibility in this field, I will be glad to see it is obtained 
and filed for the record. 

Mr. Courtney. Would you ask him to supply—— 

Mr. Bannerman. I will'be glad to. 

Mr. Courtney. To supply a statement of opinion on that? 

Mr. BANNERMAN. I will be glad to. 

(The information referred to is as follows:) 

In reply to the question of Mr. Courtney concerning review of testimony and 


replies to questionnaires submitted by industry concerning costs and profits the 
following statement is submitted: 

“A review of the testimony and replies to questionnaires submitted by those 
companies with whom the Navy contracts shows that the record is generally 
concurred in. While the overall prices appear to be accurately stated, the replies 
to the questionnaires generally include allocations of cost to the contracts without 
distinction in every instance as to whether or not the costs were recognized in 
pricing. The companies appear to have used the rules of the Internal Revenue 
Service rather than the cost elements recognized by the Navy in its pricing 
operations. Two examples illustrating this point are cited below. In fairness to 
the companies used in the examples, differences in allocations were not exelusive 
to these two companies. The examples follow: 

“1, Grumman Aircraft Engineering Corp. contract NOas 51-074: The amount 
of profit per eee. shown by the company is $371.78 less than the amount 
included in the Navy’s computation of the final redetermined price. The differ- 
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ence arises primarily out of nonrecognition by the Navy of costs such as contribu- 
tions, certain advertising expenses, excess depreciation, and that portion of 
expenses of a capital nature charged directly to the contract in excess of properly 
allocable depreciation. 

“2. Glenn L. Martin Co. contract NOas 10382: The amount of profit per air- 
plane shown by the company is $5,820 less than the amount included in the Navy’s 
computation of the final redetermined price. The difference arises primarily out 
of nonrecognition by the Navy of costs such as contributions, interest expense, and 
incentive compensation.” 

Final pricing action is not yet complete for a number of the contracts on which 
the companies submitted information to the subcommittee. Accordingly, no 
comment can be made with regard to the final pricing of those contracts. 

Mr. Courtney. With respect again to the question of cost prin- 
ciples and ground rules as they have been frequently spoken of in 
the course of your testimony and in the course of the inquiries by the 
subcommittee, is it your opinion that the Armed Services Procurement 
Regulations as they exist at the present time and your own depart- 
mental rules furnish a sufficient set of cost principles by which you 
can administer this procurement program for aircraft? 

Mr. BANNERMAN. The cost principles that are in the Armed 
Services Procurement Regulations at the present time are applicable 
by the regulations’ own terms only to cost-reimbursement-type 
contracts. 

Mr. Courtney. Well, of course, we are dealing primarily with the 
fixed-price-incentive contracts. 

Mr. BANNERMAN. That is correct. There is in the late stage of 
development in the Armed Services Procurement Regulations a new 
section which is designed to furnish policy guidance on the pricing and 
negotiation of fixed-price incentive and redeterminable types of con- 
tracts. I would expect that that would be issued fairly shortly and I 
think that will furnish the necessary policy guidance. 

Mr. Courtney. Your answer would be that up to this point there 
has been no fixed-policy guidance, but that such policy guidance is to 
be forthcoming? 

Mr. BANNERMAN. That is correct. There has been—I am now 
talking on a three-service level. There has been, of course, quite a 
large bulk of policy guidance of one type or another within each 
department. 

Mr. Courtney. Within each service? 

Mr. BANNERMAN. That is correct. 

Mr. Courtney. And speaking for the Navy, you have had such 
guidance? 

Mr. BANNERMAN. That is correct. 

Mr. Courtney. But it has not been departmentwide? 

Mr. BANNERMAN. That is correct. 

Mr. Courtney. That is Defense Department-wide? 

Mr. BANNEeRMAN. That is right. 

Mr. Courtney. Have you examined the various change orders 
which are set out as to date and detail in the questionnaires with 
respect to Navy contracts? 

Admiral Russe.u. I have not examined them in detail, Mr. Court- 
ney, but I am generally familiar with change orders and their effect 
on our contracts. 

_ Mr. Courtney. The subeommittee would be interested to know, 
in your opinion, as to whether or not the schedules that are shown 
indicate either unrealistic delivery scheduling or any lack of action or 
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promptness on the part of the Navy Department or on the part of the 
contractor in finalizing these change orders? 

Admiral Russet. I should like to speak very briefly to the im- 
portance of keeping abreast of times in putting out into service the 
most modern airplane we can. Change orders affect this. Therefore, 
they are important and they are necessary. They are very carefully 
reviewed within the Bureau to cut them down to the very minimum. 

With regard to their effect on schedules, it is our policy in the 
Bureau of Aeronautics to never underschedule, but always hold out 
in advance a schedule which is going to be a little tough for the con- 
tractor to meet. 

We feel this is a wholesome thing, and it prevents complacency on 
the part of the contractor. 

Mr. Courtney. In other words, given a choice of the two, you 
would favor a tight scheduling, rather than a liberal one? 

Admiral Russe.u. Correct, sir. 

Mr. Courtney. With the view to stimulating interest and activity 
on the part of the contractor? 

Admiral Russetu. Correct, sir. 

Mr. Courtney. With respect to the administration of these con- 
tracts, we have spoken of the negotiating officer and the negotiation 
process up to this time. 

After the contract is finalized and a definitive contract has been 
entered into, of whatever form, who takes over the administration of 
the contract, where and how is it administered, and who has the final 
decision with respect to its performance? 

Mr. Tasstn. The first part of the question of who takes over the 
administration, Mr. Courtney, is handled in two parts. At the cur- 
rent time the pricing administration of any amendments or any 
change orders is the responsibility of the Contract Division or a 
contracting officer in that Division. 

Mr. Courtney. In the Bureau of Aeronautics? 

Mr. Tasstn. In the Bureau of Aeronautics. 

With regard to the quality control, the inspection of the articles, 
the expediting or the checking up on delivery dates, the acceptance 
of the material, is handled by our Bureau of Aeronautics’ representative 
in the individual plants. 

Mr. Courtney. Very good. 

Now, with respect to the administration of change orders, thie 
finalizing of change orders, where does that responsibility rest, who 
does it and who has the final say-so? 

Mr. Tasstn. The responsibility of finalizing change orders rests 
with the contract negotiators in the Bureau of Aeronautics, and the 
finalizing of the pricing is their responsibility. 

Mr. Courtney. Does any other Bureau or any other branch of 
the Navy have anything to do with respect to the actual and final 
administration of these contracts? Is there any division of re- 
sponsibilty? 

Mr. Tassin. With regard to airframe contracts, sir? 

Mr. Courtney. Yes, sir. 

Mr. Tasstn. There is a matter of cost audit, which is the re- 
sponsibility of the Navy Controller’s shop, the Contract Audit 
Division. There is the matter of payment eventually when the 
articles have been delivered or for progress payments. These matters 
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are made under the Navy Controller—conducted under the Navy 
Controller’s Office, the disbursing officers. 

Mr. Courtney. That is without the jurisdiction of the Bureau of 
Aeronautics? 

Mr. Tassin. The certification of vouchers is accomplished by the 
inspector in the plant, the Bureau of Aeronautics’ representative. 

With regard to the overall closing out of the contract, if it happens 
to be a cost-type contract, then the contracting officer has to aflix 
a final certification that the goods were received and that the fee 
obtained was reasonable. 

Mr. Courtney. Specifically, who authorizes the interim payments 
on these contracts, and who has the final say-so whether it be change 
order or contract payment? 

Mr. Tasstn. The representative in the plant, sir. 

Mr. Courtney. Of the Bureau of Aeronautics? 

Mr. Tasstn. Yes, sir. 

Mr. Courtney. Is his word final? Is his decision final? 

Mr. Tasstn. His decision is final in most cases, except where the 
contractor may make an appeal to the contracting officer in the event 
of a dispute. 

Mr. Courtney. In other words, assuming the decision is acceptable 
to the contractor, it is final within the Navy? 

Mr. Tassin. That is right, sir. 

Mr. Courtney. He gets his money or his change order, whatever 
the case may be? 

Mr. Tassrn. That is right, sir. 

Mr. Courtney. Generally with respect to the subject of renegotia- 
tion, which has been discussed here and is implicit in this hearing, 
does the Navy Department have an official attitude with respect to 
the usefulness and utility of statutory renegotiation and as to the 
basis upon which it ought to be conducted to the greater advantage 
and benefit of the Navy Department, as between, for example, the 
fiscal year renegotiation and a contract renegotiation? 

Mr. BANNERMAN. Yes, sir. The Navy Department has supported 
and is supporting the extension of the Renegotiation Act in,what I] 
believe to be substantially its present form. We would much favor 
an annual fiscal year approach to any contractual approach. 

Mr. Courtney. You would prefer the fiscal year? 

Mr. BANNERMAN. That is correct. 

Mr. Courtney. Over the contract apprach? 

Mr. BANNERMAN. That is correct. 

Mr. Courtney. In your opinion would that be of greater advantage 
to the Government and more satisfactory to the Government? 

Mr, BANNERMAN. I think so. I think that necessarily follows from 
the nature of the job they have to do. 

Mr. Courtney. With respect to the redetermination function 
under these contracts which call for price redetermination periodi- 
cally, both as to target and as to final price, where is that function 
performed and who has the final responsibility? 

Mr. Tassin. That function is performed in the Bureau of Aero- 
nautics by ‘our contract negotiators and the contracting officer—the 
contracting officers, of which we have several in the Bureau of 
Aeronautics, are responsible. 
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Mr. Courtney. Does the same contracting officer who negotiated 
the original contract follow through in the performance and adminis- 
tration of the contract? 

Mr. Tasstn. As distinguished from a contracting officer, we have 
negotiators who enter into these agreements tentatively and make 
them with the contractor. The contracting officer approves that 
action and signs the contract. 

Speaking specifically to your question, any one of the several 
contracting officers may take that action. 

Mr. Courtney. May take an action? 

Mr. Tasstn. That is right, sir. 

Mr. Courtney. With respect to any benefit which might accrue to 
a negotiating officer, the man who actually negotiated the contract 
in the first instance, is he read into this proceeding or not? 

Mr. Tassin. He is in the proceeding, sir. And insofar as possible 
he stays with the proceeding until it is completed. 

Mr. Courtney. He, with the contracting officer? 

Mr. Tasstn. That is right, sir. 

Mr. Courtney. With respect to this matter of reimbursement to 
the Government under these incentive-type contracts, in the testimony 
before the committee, of course, in many parts from different contrac- 
tors, it appears that there are greater or, in some instances, small 
sums set aside for reimbursement upon the contractor’s own estimate 
as to the target price and the final costs. 

What steps,are taken to recapture for the Government the money 
that is represented in these reimbursement accounts? 

Mr. Tassin. If I may be permitted to clarify one point, Mr. Court- 
ney. The refunds of which you speak arise as a result of a contractor 
being paid for delivery of articles at a target or billing price estab- 
lished in the contract, which, when the contract is redetermined, is in 
excess of the amount to which he is ultimately entitled as being due. 

Mr. Courtney. Specifically what you mean by that, I would take 
it, is that there is this artificial or negotiated price in the first instance? 

Mr. Tasstn. That is correct, sir. 

Mr. Courtney. And the billings occur under that pricing, the 
initial pricing? 

Mr. Tassin. That is correct. 

Mr. Courtney. Is that what you are saying? 

Mr. Tassin. That is correct, sir. 

Mr. Courtney. Therefore, when the figures become final or are 
determined, there will be or can be a difference between the initial 
pricing and the pricing at that point? 

Mr. Tasstn. That is correct, sir. 

Mr. Courtney. Wherefore there will have been advanced the 
accumulated sum under the artificial price rather than the final price? 

Mr. Tasstn. That is true, sir. 

Mr. Courtney. Is that what you are saying? 

Mr. Tasstn. That is true, sir. 

Mr. Courtney. And is that the accumulation that we are speaking 
of here as refunds to the Government as they appear in the various 
statements? 

Mr. Tasstn. That is correct. é 

Mr. Courtney. What is the method by which that money !s 
recovered to the Government and when is it recovered to the Govern- 
ment? 
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Mr. Tasstn. The money is recovered to the Government upon the 
completion of the price redetermination by the contracting officer 
making a demand on the contractor to repay that sum within a 
matter of 30 days. I would like to add further that this has been a 
matter of concern to the Department of the Navy as well as to the 
Department of Defense and that there is now a directive covering this 
subject. I will quote it for the record. It is DOD Directive No. 
4105.7, dated December 5, 1955. 

By this directive payments under incentive-type contracts are limited to the 
contraetor’s cost plus the profit which he would earn under the incentive profit 
pattern. 

Where overpayments have occurred in the past, positive admin- 
istration action has been taken to recover these payments and to 
recapture the excessive amounts. 

Mr. Courtney. That is all since December 5, 1955? 

Mr. Tasstn. I will say we started this program in June 1955, sir, 
prior to the issuance of this directive. 

Mr. Gavin. What is the total amount involved? 

Mr. Tasstn. In June 1955, I don’t have the exact figures, but the 
amount approximated $150 million. Of that amount, I do have 
the figure to November 30, 1955— 

Mr. Courtney. Yes. The Navy had recouped approximately 
$130 million of this. There have been subsequent reductions. | 
don’t have the exact figures. 

Mr. Gavin. How far back did they extend? 

Mr. Tasstn. I would say in some cases they may have extended as 
much as 7 or 8, perhaps 9 months, sir. 

Mr. Gavin. Is that all? 

Mr. Tassin. That is rigbt. 

Mr. Gavin. You are sure they don’t go back further than that? 

Mr. Tasstn. It is possible. I don’t have that exact information, 
sir. 

Mr. Hépert. Mr. Courtney. 

Mr. Courtney. With respect to these incentive-tvpe contracts, 
how many contracts do you have that are still under letters of intent 
within the Bureau of Aeronautics as distinguished from definitive 
contracts at this point? 

Mr. Tassin. The number is 48, I believe, sir. 

Mr. Courtnry. About 48? 

Mr. Tasstn. Yes, sir. 

Mr. Courtney. So that we understand that in every other case 
there are definitive contracts, final contracts, as to form and content 
between the contractor and the Bureau of Aeronautics? 

Mr. Tasstn. Yes, sir. I would like—— 

Mr. Courtney. That is a substantial reduction, is it not, from the 
vear 1954? 

Mr. Tassin. It is a very substantial reduction. 

Mr. Courtney. Would you give us the order of magnitude? 

Mr. Tassin. I would approximate that in 1954 we had in excess 
of 130, 140, somewhere around that area. I can’t give the exact fig- 
ures. I will supply them for the record if you desire, sir. 

Mr. Courtney. Very good. Getting down to the final questions: 
Do you exchange pricing information with the Department of the 
Air Foree? 
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Mr. Yassin. Yes, sir; we do. 

Mr. Courtney. How is that done? 

Mr. Tassin. That is done through a matter of personal contact, 
by personal visit, by scheduled meetings between the Air Force pric- 
ing personnel and Navy pricing personnel. When I say scheduled 
meetings, they are not set up on a monthly, bimonthly schedule, but 
at stated—I am trying to say that they are not at regularly stated 
intervals, but we do have meetings with the pricing personnel of the 
Air Force. . 

Mr. Courtney. So the record may be clear, do the cost inspectors 
of Navy and Air Force, as the case may be, perform functions for the 
other service? 

Mr. Tassin. They do ,sir. 

Mr. Courtney. In different plants? 

Mr. Tassin. In different plants, including the Department of the 
Army in that. All three services exchange. 

Mr. Héserr. In plants—you have the representative of the Navy 
and the representative of the Air Force, two individuals? 

Mr. Tassin. Not in all cases, sir. We may have a liaison repre- 
sentative. 

Admiral Russe.u. May I take that? Not in one plant. We have 
divided cognizance in these various plants and it is either Air Force 
or Navy on the airframe plant, and one does the business through the 
other. 

Mr. Hépert. That is what I mean. One individual cost officer in 
each plant? 

Admiral Russe.u. Yes, sir. 

Mr. Hésert. You do not duplicate? 

Admiral Russe.u. That is right. 

Mr. Hésert. All right, Mr. Courtney. 

Mr. Courtney. Now the final question. Of course, we know the 
ranks assigned to Bureau and service in the Navy. What are the 
civil service ratings of the negotiating officers and procurement officers 
in the Bureau of Aeronautics and then in the Office of Naval Material? 

Mr. Tassin. The ratings vary, sir, from grade 15 down to grade 11, 
GS-11. 

Mr. Courtney. Now Navy generally? 

Mr. BANNERMAN. We don’t do any procurement in the Office of 
Naval Material. 

Mr. Courtney. You do have the function, however, of approval? 

Mr. BaANnNERMAN. We do have the function of approval. 

Mr. Courtney. What is 

Mr. BanneRMAN. The highest civil-service grade we have in the 
procurement field is 16, and we have a number of 15’s and down 
through 12’s in the approval function. 

Mr. Courtney. Mr. Chairman, I think that is all. 

Mr. Hésert. For the record, what is the salary base of grade 16? 
I want the record to show that. 

Mr. BANNERMAN. It runs around $12,800, nearly $13,000, some- 
where in that range. 

Mr. Hézert. Approximately $13,000. And the 15? 

Mr. BanNERMAN. The 15, I think, begins around $11,000—— 

Mr. Tasstn. $11,610, sir. 

Mr. BANNERMAN, $11,610. 
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Mr. Hfépert. Oh, you know. 

Mr. Nuuson. He must be a 15. 

Mr. Tasstn. I have a schedule here that I was looking at prior to 
the hearings. 

Admiral Russe.u. It varies, of course, with length of service, 
Mr. Chairman. 

Mr. Hépert. I understand. 

Mr. Gavin. Do you have much difficulty retaining those men? 

Admiral RussetL. We do have some difficulty retaining our per- 
sonnel; that is true. We have a very active campaign to improve 
our contracting personnel. They receive, as you know, an education 
to take the job with us. I mean it is a continuing thing. We 
haven’t had too bad luck recently, sir. 

Mr. Hfépert. I may observe there, too, that that is not take- 
home pay, since we are talking about that all the time. You do not 
take $13,000 home. You have to pay taxes like everybody else. 

Mr. BANNERMAN. That is correct. 

Mr. Hfésert. Any more questions? 

Mr. Bates. Was the figure supplied today, Mr. Chairman, on the 
outstanding renegotiation items? 

Admiral RussE.u. Redetermination, sir. 

Mr. Bartss. Or renegotiation, either way. 

Admiral Russe... It is still in the adding machine, Mr. Bates. 
We will provide it for the record within about 12 hours. 

Mr. Hésert. That was the figure which Mr. Courtney referred to 
yesterday, Mr. Bates? 

Mr. CourtngEy. Yes, sir. 

Mr. Bares. Does that include also the figures for contract cancel- 
lations? 

Mr. BANNERMAN. No, sir. 

Mr. Tasstn. No; that was not included in that, sir. 

Mr. Batrs. Which also has to be redetermined? 

Mr. Tassin. They have to be settled, as distinguished from rede- 
termined, sir. 

Mr. Barres. They have to be—arrangements have to be made for 
them? 

Mr. Tasstn. That is right, sir. 

Mr. Barres. What is the outstanding figure at the moment on 
cancellations? 

Mr. Tasstn. I do not know. 

Admiral Russetu. Redeterminations? We can provide that for 
the record. 

Mr. Tasstn. We can provide that for the record. 

Mr. Hésertr. Cancellations. 

Mr. BANNERMAN. You mean contract terminations. We are talking 
about the same thing, I believe. 

(Mr. Bates nods.) 

Mr. BANNERMAN. Yes. 

Mr. Barss. Can you give us the causes for those? Do you have 
those broken down into categories by percentages? 

Mr. Tasstn. No. 

Admiral RussEtu. We don’t have it with us, Mr. Bates. We can 
provide it for the record. 

Mr. Batrrs. No. You can provide that. 
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Mr. Héserr. All right. 
Mr. Bares. And if you can give us the outstanding amount during 
the last 5 years or so. 


Commander GrirFin. You are talking about aircraft contracts now, 
Mr. Bates? 

Admiral Russe.vu. These are airframe contracts only, 

Mr. Bares. Well, the whole planes. 

Admiral Russevu. Airframes and engines. 

Mr. Héperr. No, sir, we are addressing ourselves to airframes. 

Mr. Bares. I am talking about planes. 

Mr. Courtney. You want flyaway. 

Mr. BANNERMAN. Yes. 

Admiral Russetu. Right. 

Mr. Gavin. The finished job. 

(The information follows:) 
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Mr. Hfésertr. Mr. Nelson? 

Mr. Netson. Who determines what type of contract shall be 
negotiated? Is it the negotiator, the contracting officer, or higher 
authority? 

Mr. Tasstn. That is a series of actions, sir. 

I might mention that the negotiator makes a tentative selection. 
That is reviewed by the contracting officer. 

Mr. Newson. This is before he does any negotiating? 

Mr. Tasstn. Before he does any negotiating. 

His contemplated choice is reviewed by his selection supervisor, 
the Director of the Division, and his immediate unit supervisor, in 
conference, to determine which would be the best, based on a number 
of circumstances. “If we can get this price, will this be the best 
contract? If we can’t get that price, then perhaps some protective 
provision should be provided to the Government.” 

Mr. Bannerman. Yes. 

Mr. Tassin. Lastly, that is reviewed by the Office of Naval Mate- 
rial as to overall good practice. 

Mr. Nutson. So the final decision as to what type of contract shall 
be negotiated is made before the negotiator goes to work? 

Mr. Tassin. That is right, sir. 

Mr. BANNERMAN. Not final. 

Mr. Newson. Not final, no, sir, because the decision could be 
changed during the course of negotiations and if the Government 
can’t get the price it desires, then it will instill some protective devices 
to recoup. 

Mr. Neuson. But before the decision is changed, the negotiator 
has to go back through the same process that he did originally? 

Mr. Tasstn. That is right, sir. 

Mr. Netson. How many negotiators do you have in the Bureau of 
Aeronautics? 

Mr. Tassitn. I can supply that figure for the record, or if an ap- 
proximation will do 

Mr. Ngeuson. Just give me an approximation. 

Mr. Tasstn. About 73, sir. 

Mr. Netson. Do you have negotiators that specialize on certain 
contracts? 

Mr. Tasstn. We have negotiators who specialize in types of prod- 
ucts, such as airframes, electronics, or engines. 

Mr. Netson. In dealing with large aircraft companies like Douglas 
or Grumman or other companies that the Navy deals with, do you 
have certain negotiators that specialize in dealing with those com- 
panies? 

Mr. Tassin. We do, sir. 

Mr. Neuson. And those negotiators spend all their time working 
on that particular type of aircraft, and the information with regard 
to that company and so forth and so on—they have it all at their 
fingertips when they go into negotiation? 

Mr. Tasstn. That is correct, sir. 

Mr. Neuson. That is all, Mr. Chairman. 

Mr. Hésert. Admiral, and Mr. Tassin, since you have been down 
there longer—I don’t know whether you are able to answer this 
question or not, but I would like to at least get an indication. You 
say you have trouble recruiting these negotiators, who are obviously 
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men of specialized training and high caliber of efficiency. Do you 
have any knowledge that when you lose them they find their way 
into the employ of the aircraft companies? 

Mr. Tasstn. Some of them do, sir. 

Mr. Hfésert. How many would you say? Would you say it is 
a negligible amount or a substantial amount? 

Mr. Tassin. As far as the aircraft companies are concerned, sir, 
I would say it is negligible. 

Mr. Hféserr. It is negligible? 

Mr. Tasstn. So far as industry in general, it is a substantial portion 
of our attrition. 

Mr. Héserr. Industrywide, but not aircraftwide. 

Mr. Tassin. Industrywide. 

Mr. Hésert. The reason for that question was: I wanted to get a 
comparison in some way in which retired officers suddenly find them- 
selves in the aircraft industry and at such high salaries—I was won- 
dering the comparison between the negotiators who are highly spe- 
cialized in a field in which they have had a great deal of experience 
and the aircraft companies militarywise offer them better compen- 
sation and attract them. 

Your answer remains the same? 

Mr. Tasstn. The answer is the same. 

Admiral Russgtu. Yes, sir. 

Mr. Neutson. Mr. Chairman, would you yield for a minute on 
your question? 

Mr. Hfperr. Yes, sir. 

Mr. Netson. What do the negotiators that you lose from the 
Bureau of Aeronautics do when they go to work for the aircraft 
companies? Do they in turn negotiate with the negotiators? 

Mr. Tasstn. Sir, I can’t answer that question. I know of only one 
who left recently. It is a company with whom the Navy does not 
deal directly. I don’t have the information. 

Mr. Netson. So he wouldn’t be dealing with a Navy negotiator or 
negotiators at all, for that company? 

Mr. Tassin. That is right. At least for the present, he would not 
be dealing. I can’t speak for the future. 

Mr. Netson. Do you have any knowledge of what the negotiators 
that go with industry do, in general? 

Mr. Tasstn. They are in the sales organizations primarily of those 
industries and—lI guess that is all the answer I can give you. 

Mr. Neuson. Are the industries dealing with Government on 
Government contracts? 

Mr. Tasstn. Some of them are, sir. 

Mr. Netson. And do you have any knowledge as to whether those 
negotiators in turn deal with the Government? 

Mr. Tassin. Some of them do, sir. 

Mr. Héserr. Any further questions, members of the committee? 

Mr. Gavin. Yes. What is the length of time that this training 
program is carried on for negotiators? 

Admiral Murpny. I will answer that, if you wish, sir. 

Mr. Hésert. Go right ahead, Admiral. 

Admiral Murpny. First of all, we try to recruit a man who has the 
basic background, business experience, and so on, to make a good 
negotiator. There are various courses, some in the Air Force and 








Ou 


On 


b a 
m- 
yn- 
e- 
Ice 
n- 


on 
the 
aft 


ne 
10t 


or 
not 
ors 
ose 


on 


ose 


ing 


the 
ood 
and 


AIRCRAFT PRODUCTION COSTS AND PROFITS 2817 


some by the Office of Naval Material, that are available for us to 
send these potential negotiators to, 

The main is brought along slowly. He sits in with an experienced 
negotiator to see how it is done. He is then turned loose, if 1 may use 
that word, on his own on small purchases. Gradually he works his 
wav up, learning by experience and by taking advantage of these 
various schoolings, until in approximately 3 years we consider him 
properly trained for the large money deals, sir. 

Mr. Gavin. Do you advance him in grade as he moves along? 
Let’s say he starts at a GS-11. How long would it take him before he 
got up to a GS-15 or GS-16? 
~ Mr. BANNERMAN. He probably wouldn’t. 

Admiral Russe... It depends on the individual’s capacity, sir, in 
gathering experience and so forth. 

Mr. Gavin. These men are dealing in hundreds of millions of dollars, 
It takes unusual ability, I imagine, to qualify for a topflight negotiator. 
I just wondered—What would you say the average salary paid them 
is? Just approximately? 

Admiral Russe... I can only give it to you in terms of the GS 
ratings, sir. I am not familiar with the scale, unfortunately. A top 
man, GS—-15—I would say the average is probably GS-12, GS-11. 

Mr. Héperr. Average, GS-12. 

Admiral Russeii. About GS-12, I would say, is average. 

Mr. BANNERMAN. Most of the negotiators in the Navy who are 
graded higher than grade 12 have some supervisory responsibility, 
rather than pure negotiation. I believe it has gotten fairly standard 
in the Navy and I think the same is true in the other services, that 
grade 12 is the journeyman grade for negotiators, a fully qualified 
negotiator. 

Mr. Hfésert. Journeyman? 

Mr. Gavin. What does grade 12 pay? 

Mr. Tasstn. $7,570 per annum. 

Mr. Courtney. Base pay. 

Mr. BANNERMAN. We have a very few negotiators in the Navy 
Department who are graded higher than that, but who do not have 
supervisory responsibility over other negotiators. 

Mr. Hfépert. I think it is a very pertinent observation, Mr. Gavin, 
that these men who are experts in receiving this amount of money in 
dealing such big contracts—I think it only fair it should be looked to 
see if the targets can be higher than that. 

Incidentally, I might say this in passing, in asking the questions 
which we did and the observations which have come before the com- 
mittee from time to time in the retired military branches, of people 
going into industry, and here the negotiators leaving the Government, 
which seems to be a training ground for everybody. The Internal 
Revenue Department has been famous or notorious for losing its men, 
after being trained in the ways of finding out the loopholes in taxes. 
I read in Drew Pearson’s column this morning—139 former Members 
of Congress, retired voluntarily and otherwise, are found as registered 
lobbyists. So apparently this is a fine training school for all fields. 

Mr. Gavin. The Congress is in a little higher category. 

Mr. Netson. Mr. Tassin, you said base. What does that amount 
to. 


Mr. Tasstn. That is the starting step in the grade 12. 
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Mr. BANNERMAN. That is the full salary, Mr. Nelson, but it is the 
starting salary rather than the longevity step. 

Mr. Netson. With what type of men do these negotiators deal? 
Let’s take, for example, an aircraft company. With whom do they 
deal? 

Mr. Tassin. They deal generally with the sales representatives of 
those companies, sir. 

Mr. Neuson. Do vou have any idea what those men are paid? 

Mr. Tassin. I do not, sir. 

Mr. Gavin. | presume the men they are dealing with are certainly 
in a higher wage bracket than the Government or Federal negotiators, 

Mr. Tasstn. I have always assumed that, sir. 

Mr. Héserr. You take the salary which the chairman of the board 
and the presidents get and then scale it down comparatively, | 
imagine they would be in a much higher bracket than their opposite 
number in Government. 

Any further questions? 

Mr. Gavin. Is the chairman going to take that matter under 
serious consideration to see what can be done? 

Mr. Héperr. I think the committee in its report will give it every 
consideration. 

Mr. Gavin. I think these men after we educate them should be 
retained and paid a salary comparable with the importance of thie 
work that has been assigned to them. 

Mr. Héserr. I am in thorough accord to you and I think the 
committee will take in consideration that feature when it does make 
its report. 

The chairman wishes to apologize for the inconvenience to you 
gentlemen this morning. The committee will now stand in recess 
until 2 o’cloek—— 

(Mr. Courtney aside.) 

Mr. Héperr. I didn’t know the Secretary was here. 

We will take the Secretary of the Air Force now, as long as we can 
go until the rolleall. Thank you, gentlemen. 

Mr. BANNERMAN. Thank you. 

Admiral Russe.u. I would like to say, Mr. Chairman, we appreci- 
ate the opportunity to be before this committee. 

Mr. Hfépert. We will see a lot more of you, Admiral, before you 
finish your tour. 

Admiral Russe. Yes, sir. 

Secretary Suarp. Mr. Chairman, we would be glad to wait until 2 
if that is more convenient for you. 

Mr. Héperr. If it is not inconvenient to you. 

(Discussion off the record.) 

Mr. Hépert. We will recess until 2 o’clock. Thank you very 
much for your cooperation. 

(Whereupon, at 11:55 a. m., the subcommittee recessed, to recon- 
vene at 2 p. m. of the same day.) 


AFTERNOON SESSION 


Mr. H&perr. (Also present: Messrs. Hess, Gavin, Nelson, and 
Miller.) The committee will be in order. 

Members of the committee, we have before us today the represen- 
tatives of the Air Force. Mr. Secretary, if you will identify your- 
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seli—I understand you have a prepared statement. And proceed in 
the manner in which you desire. 

Secretary SHARP. Mr. Chairman and members of the committee, 
my name 1s Dudley C. Sharp. I am Assistant Secretary of the Air 
Force for Materiel. I have a prepared statement which I would 
like to read. 

Mr. Hépert. All right, proceed. 


TESTIMONY OF MR. DUDLEY C. SHARP, ASSISTANT SECRETARY 
OF THE AIR FORCE (MATERIEL) 





Secretary SHARP. We welcome the opportunity to discuss with the 
committee the status of the aircraft industry, with particular refer- 
ence to Air Force pricing policies and procedures governing the pro- 
curement of aircraft. We have been keenly interested in the prog- 
ress of the hearings with the industry and have followed them very 
closely. We are anxious to explore this subject with you and to 
cooperate in every respect since we know this is a matter of great 
importance to the Congress and the American people. 

Prior to discussing the subject of pricing, we believe it important 
to provide some explanation of the nature and background of the 
aircraft industry and its relationship to the Air Force and airpower, 

When the importance of airpower was first recognized, the Govern- 
ment was faced with making a choice as to the most effective method 
of acquiring military aircraft. We had a requirement for an article 
which had no ready available sources. There were two possible 
courses of action open to us. One was to establish Government 
owned and operated plants, and the other was to rely upon private 
industry. The decision which evolved was to rely primarily upon 
private industry for the design, development, and production of 
aircraft. 

Experience has shown that the decision to procure from private 
industry was a wise one. This was demonstrated by the World War II 
contribution of the aircraft industry. It is also evident from the 
ability of the industry to date to keep us ahead of the rest of the world 
qualitatively, in spite of the very serious postwar slump in production. 
With this qualitative lead being seriously challenged today, the air- 
craft industry must be even more productive in the future than it has 
been in the past. 

This decision also placed responsibility upon the Government to 
maintain and foster the health of the aircraft industry in the interest 
of our national security. In effect, the industry has become an indis- 
pensable part of our national defense team. We strongly believe the 
present relationship to be the right one and have rejected the sugges- 
tion that existing Government agencies could be expanded to design 
and produce the superior weapons we must have. This would be a 
step backward and, we believe, unthinkable. 

In 1947 several events took place which have significance in these 
discussions. First, the Air Force was created as ‘a separate service. 
This action required the establishment of a separate logistic organiza- 
tion for support of the Air Force. It also required a reevaluation of 
aircraft procurement policies and techniques. 

Second, the President of the United States established an Air Policy 
Commission to make an objective inquiry into national aviation prob- 
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lems and policies, and to recommend action which should be taken in 
order to obtain for our Nation the greatest possible benefits from 
aviation. 

Third, a Temporary Congressional Aviation Policy Board was 
established to determine broad national air policy. 

The findings, conclusions, and recommendations made by these 
bodies were contained in documents entitled, ‘Survival in the Air 
Age,” and “National Aviation Policy.” These two documents were 
somewhat similar in findings, which indicates the validity of the 
conclusions. Since the reports were quite similar in scope, in the 
interest of simplicity we direct our comment to “Survival in the 
Air Age.” Briefly, its pertinent conclusions and recommendations 
are summarized as follows: 

The Air Policy Commission cited a new strategic concept to the 
effect that defense of this Nation must be based on airpower; that a 
larger Air Force was essential; and that this force must be equipped 
with the best planes and equipment available and supported by the 
procurement level necessary to keep it modern at all times. 

The report stressed that the aircraft industry was an essential 
element of airpower and should be skillful in technological application, 
efficient in production, capable of rapid expansion, and strong in basic 
financial structure. The report stated that the Government can and 
should create an atmosphere conducive as possible to profitable 
operations by long-range planning, adequate volume, and the abandon- 
ment of uneconomical procurement practices. Repeal of the Vinson- 
Trammell 12 percent restriction on profits was recommended provided 
adequate legal provisions could be made for protection against 
excessive profits or prices. 

Engineering and production know how, centered in engineering and 
production teams developed over a long span of years, were cited as 
two of the most valuable assets of the industry. The report recognized 
that these must be kept available at all times as integrated, thoroughly 
trained, and experienced teams. During periods of low production 
this is difficult to do and replacement in emergencies costs precious 
time and effort. 

Both reports were the result of very thorough and objective studies 
and in retrospect were prophetic. The Air Force has always felt these 
reports constituted proper guidance and philosophy for the develop- 
ment and growth of our primary air arm. Air Force concurrence in, 
and support of, the conclusions expressed is illustrated by events of 
the past 8 years. We feel that the findings and conclusions in these 
documents are still valid. 

The validity of these findings was also recognized by the Congress 
and the executive department through such subsequent actions as: 
Authorization for an increased defense structure, such as our 137-wing 
goal, provision for “‘no-year”’ appropriations, and passage of the Armed 
Services Procurement Act of 1947. 

A brief recount of events of the recent past, as they apply to these 
findings, follows: 

Air power has in fact become the keystone of our national defense 
Our goal of a modern 137-wing Air Force by 1957 is in sight. This 
new Air Force constitutes a srong deterrent to aggression and pro- 
vides for a crushing counteroffensive. 

It has been widely recognized that an efficient and progressive air- 
craft industry is the key to ourairpower. The industry is competitive, 
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skilled, stable, flexible, and financially sound. The stability which 
has become evident in recent years, and for the foreseeable future, 
promises to alleviate, to a great extent, the financial difficulties which 
have plagued the industry in the past. The long-range programs pro- 
vided by the Congress and improvements in our planning have facil- 
itated this stability. The industry can now achieve the financial 
growth it needs if it continues its ambitious reinvestment of earnings 
and supplements its net worth by seeking new risk capital. 

The production levels recommended have been exceeded. In 1954 
a peak was reached. In 1955 aircraft industry production for the 
Air Force began to stabilize. The current rate of production and 
dollar volume is expected to remain relatively stable for the foresee- 
able future. 

As our program stabilizes each member of the industry will have 
to seek its own level. Competition in design, development, and pro- 
duction efficiency is bringing this about. We are not going to keep 
people in business who are marginal producers and nonproductive in 
new ideas. It will probably be necessary for some of our primary 
producers to accept substantial subcontracting from other prime con- 
tractors to the extent required to maintain the integrity of their 
design and production capabilities. 

The risks for each company are increasing, and the risks are sub- 
stantial. Future business depends upon successful design, develop- 
ment, and efficient performance in current production. Diversifica- 
tion can present serious problems for management because of the 
relative inadaptability of many aircraft facilities and skills to produc- 
tion of consumer goods. This was borne out by the experiences of 
several aircraft manufacturers who ventured outside their field follow- 
ing World War II. 

When we look at the past we feel that the industry and the Air 
Force can be justly proud of their accomplishments. However, the 
future presents an ominous challenge. We firmly believe we still 
have a worldwide qualitative superiority in air weapons. It is, 
however, being seriously challenged. The rate at which the Soviets 
have been narrowing the gap has been alarming. We must keep the 
pressure on industry to widen our lead and we have faith in American 
industry’s ability to do so. 

The weapons we have been planning toward for several years are 
now in our operational equipment inventory in significant numbers. 
These current aircraft are characterized by performance which in the 
fairly recent past was thought to be phenomenal. Based upon the 
current state of the art, the modern equipment we now have will soon 
be obsolescent. The performance of our aircraft and missiles of the 
near future staggers the imagination. 

Today we speak of supersonic flight matter-of-factly. Ultrasonic 
speeds must be achieved soon. The Mach 3.5 airplane is not too far 
away—at sea level this represents a speed of approximately 2,500 
miles per hour. At this speed an aircraft could beat the sun around 
the equator by about 14 hours, or circle the earth in less than half a 
day. 

We have all heard of the heat or thermal barrier. Heat is what 
occurs when a body passes through the air fast enough to generate 
high air friction. The effect of this friction is to increase the surface 
temperature of the body. In the case of the Mach 3.5 airplane we 
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know that parts of the airplane will get as hot as the heating unit on 
your electric stove. This heat reduces the strength of the metal jn 
the aircraft, and this must be taken into consideration and solved in 
the design stage. The heat barrier is not a barrier in the same sense 
as the sonic barrier. Onc2 we passed the sonic barrier, that was behind 
us; but the heat problem gets more severe the faster you go. 

The advent of the nuclear-powered aircraft will involve an entirely 
new design concept and will require a completely new family of pro- 
duction and operational facilities. 

The performance realm in which we will be operating in the fore- 
seeable future creates serious problems in adaptability of the human 
body to operate such equipment. The intricate guidance systems for 
our missiles and the tremendous power required are other very complex 
problem areas, as well as fire control and bombing systems for our 
supersonic and ultrasonic aircraft. 

We are relying on industrial research, development, and production 
agencies for the solution of these problems. We must meet and solve 
these problems on a timely basis, using the best talents and resources 
available in the industry if we are not to have a second best Air Force 
in the future. 

In order to do this the industry must continue to be stable and 
healthy. Further gains must be made in our scientific and engineer- 
ing manpower resources. We are all aware of the shortage of tech- 
nical people, particularly in the numbers being graduated by our 
colleges and universities. Some means must be found to improve 
this trend. The surest way is to make a career in the aircraft industry 
and the aeronautical sciences attractive through stability of the 
industry. 

The industry must be able to attract and retain the best qualified 
people available. The magnitude of the task requires outstanding 
people. Therefore, the industry must be able to compete with 
every other field for personnel skilled in scientific, engineering, manage- 
ment, and production areas. Stability isnot enough. The element of 
growth must be promoted, particularly in that all important area, 
know-how. 

The committee has held extensive hearings with the industry and, 
I am sure, has a considerable understanding of the problems involved 
in pricing aircraft. Following this statement we would like to give 
you a detailed presentation of how we go about negotiating contract 
prices. 

I would like to state generally, however, that in our negotiations with 
industry we give detailed consideration to all elements of cost in- 
cluding profits. We use the experience we have gained throughout 
the vears in aircraft production to measure costs and to estimate as 
accurately as possible what the cost of an aircraft should be. We 
have developed sound statistics, such as the “learning curve,’ for 
estimating and negotiating costs, and we are constantly reviewing, 
evaluating, and modernizing these yardsticks to further adapt thom 
to the even more complicated weapons of the future. 

In our negotiations we do not attempt to establish the profit factor 
by formula. We believe that the profit allowance of each contract 
must be negotiated in relation to the value of the particular job to 
be done. 

We encourage use of the profit factor in such manner as to induce 
the contractor to perform more efficiently than he otherwise might 
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by affording him an opportunity to earn more profit thereby. Since 
costs represent the greatest portion of price, use of the profit incentive 
to exert a pressure on costs results in the greatest savings to the 
Government. 

Under all the circumstances, we consider that the Air Force over- 
all approach to profits for the aircraft industry has been sound. 
That it has also resulted in a dynamic industry is beyond question. 

We are deeply concerned with what the industry does with its profits 
since substantial reinvestment of profits reduces the facility and 
financing burden of the Government. Although we cannot inject 
ourselves actively into corporate management, we do feel that we 
exercise considerable influence on utilization of profits. We expect 
the aircraft companies to be prudent and conservative in their treat- 
ment of dividends, and we believe the record will show this to be the 
case. Aircraft company dividend policies have to date been reason- 
able. Dividend payments have averaged 30 to 40 percent of earnings 
for the past several years, with 60 to 70 percent of earnings being 
reinvested. 

Facility, working capital, and research and development invest- 
ments have been significant. Further improvements in trend in this 
area are already apparent as evidenced by announced plans by the 
aircraft companies for substantial investments in research and pro- 
duction facilities. 

While we are confident that we are negotiating fair and reasonable 
prices for individual contracts, we are of the opinion that statutory 
renegotiation is necessary to assure that the Government gets what 
it needs for defense without paying excessive profits. 

Although negotiated profits are fair and reasonable in each contract 
case, the effect of large volume procurement can be to distort the 
cost factors which formed the basis for individual contract negotia- 
tions. This is particularly true where a company is the recipient of 
overlapping contracts, at different times, and from more than one 
military department. It is only by a review of the totality of a con- 
tractor’s business that a realistic appraisal can be made to determine 
whether excessive profits have been realized. In consideration of the 
significant dollar amounts involved in subcontracting, where mainte- 
nance of controls to prevent excessive profits is difficult, renegotiation 
is particularly desirable and necessary. 

Accordingly we believe there continues to be a need for statutory 
renegotiacion so that the profit position of contractors may be reviewed 
on an after-the-fact overall fiscal year basis. 

In conducting this tremendously large and complex airpower pro- 
gram, we continually encountered problems which tax the judgment 
of our most experienced people in all echelons, including the top levels 
of the Air Force and the Department of Defense. 

However, we believe that our capacity to handle this difficult 
business has increased immeasurably over the past several years. We 
are continually reviewing our policies, procedures, and practices in 
this field and making improvements where deficiencies are identifiable. 
We believe the review of this committee will be helpful to us as an 
evaluation of our stewardship of this important program and _ will 
provide a basis for any further improvements which should be sought. 

Mr. Hésnert. Mr. Secretary, as I have listened to you make this 
presentation, there are three specific points which you make that I 
think are the important factors the committee is concerning itself with. 

74721—56——97 
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No. 1: You do recognize the fact that the aircraft industry military- 
wise is one which does not adapt itself readily to a conversion to other 
faucets of the manufacturing industry? 

Secretary SHARP. Yes, sir. 

Mr. Héperr. | think that is No. 1 

Secretary SHARP. Yes, sir. 

Mr. Hépert. No. 2: You indicate that the aircraft industry 
militarywise should be made more stable by making it more of ; 
career and attracting talent to it, which will make such a career | 
mean such an industry a career. 

(Secretary Sharp nods.) 

Mr. Hfézerr. Third, vou indicate that the profit should be treated 
in a package deal, whereby all—the expression you used, I think, was 
the totality of it, where you have the overlapping services with over- 
lapping contracts. 

(Secretary Sharp nods. ) 

Mr. Héserr. Then the ultimate profit must be estimated on the 
basis of the overlapping contracts? 

Secretary SHARP. Yes, sir. 

Mr. Hénerr. You suggest there, as I gather from what you have 
said, that you recommend a renegotiation? 

Secretary SHarp. Yes, sir. 

Mr. Hérertr. Which would naturally be the Renegotiation Board? 

Secretary SHARP. Yes, sir. 

Mr. Hésert. To take an overall look. 

Now, No. 1: What is your reaction to the problem which you first 
present, namely, that the aircraft industry militarywise is an indusiry 
which does not adapt itself to an immediate or hurried turnabout to 
other industries? How far would the Government go to assist or to 
establish this industry for the future? Something that it is not doing 
now that it could do. Because vou know, if you are familiar wit! 
the testimony, that practically every witness for every aircraft indus- 
try which appeared before the committee raised this same problem. 

(Secretary Sharp nods.) 

Mr. Hféperr. And described, I might say, the necessity of having 
to pour its profits back into the industry, profits which they main- 
tained are not sufficient to justify such a complete reinvestment for 
the full utilization of the industry. 

Secretary Suarpe. I would say, Mr. Chairman, that in reviewing 
the policies of the Air Force it would appear to me that we don’t need 
any new techniques, and that the tecliniques we are using now of 
allowing what we consider to be fair and reasonable profits in propor- 
tion to the amount of service which the contractors render to the 
Government, or to the taxpayers, are proper. 

Mr. Héspert. By that statement, then, Mr. Secretary, | under: 
stand that the position of the Air Force is that it rejec ts the proposs! 
of the aircraft industry that it be allowed more profits than it is now 
making? 

Secretary SHarp. I] would say that on the whole that is true. | 
would say that the profits that we are allowing the aircraft indust’ 
in the Air Force seem reasonable to us, for the purpose for which they 
are allowed. 

Mr. Héperr. And adequate to e oe their own facilities? 

Secretary SHARP. | would think so; yes, sir. 
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\lr. Hépert. You do not think the Government should offer any 
more assistance than they are doing through the profit motive? 

Secretary SHARP. | wouldn’ t think so; no. sir. 

Mr. Hépert. Now, No. 2: In attracting to the industry qualified 
qualified individuals to make it a career—I mean to make the industry 

areer—again the industry complains that it has great diffieulty in 

tracting qualified individuals and in the case of at least one company 

they testified they contributed to private schools in order to encourage 

4 voung engineers and scientists. Do vou have any suggestion for the 
. Government in that area? 

Secretary SHARP. Do you mean in the area of stimulating more 
scientifie growth? 

\lr. H&pert. Scientific personnel and engineers, ves. 

Secretary SHarp. It would seem to me that the Government 
should leave that problem largely to industry. Industry, across the 
board, is faced with exactly the same problem that the aircraft in- 
dustry is faced with, and they are solving it independently. It 
would seem to me that that is the wisest thing to do. 

: \ir. H&serr. Now, the third point I want to ask you about— 
{ Mir. Nevson. Would the chairman vield on that particular question? 
; \Ir. Héperr. Yes. 

Mr. Netson. How is industry solving the problem? 

Secretary SHARP. By such things as the chairman suggested: By 
offering scholarships and supporting institutions of learning and, of 
course, paying adequate salaries to the people who come from these 
institutions and are working in the industry. 

Mr. Netson. We were told before the full Armed Services Com- 
mittee that one of the major difficulties in America today is not in 
our colleges, it is in our secondary schools. Because people are not 
becoming qualified enough to take up these sciences and mathematics. 
\nd certainly industry is not going to cure that particular problem. 

Secretary SHARP. | am not a student of that particular problem 
in detail. I am sure it is true that, if we had stronger secondary 
schools, we probably would have better qualified students entering 

; » the higher educational institutions. On the other hand, | think that 
| that comes down to the problem of teachers’ pay and things of that 
kind, which are probably outside of the scope of the Air Force at the 





moment. 
7 Mr. Nevson. Thank you, Mr. Secretary. 
a Mr. Héperr. Mr. Secretary, to the last portion which I indicated 
1 and that is the matter of considering the profit on the basis of the 
t overall production, with full consideration to overlapping contracts, 
e you again suggest, | presume, by your statement, the continuation 
of the Renegotiation Board system? 
: Secretary Sharp. Yes, sir. 
Mr. Hépertr. Do you have any comment to make on the fact that 
, the Renegotiation Board is several years behind in some instances, 
and in one instance, where one company ha: already closed its books, 
| in effeet, it was then charged with $10 million, the Boeing Co.? 


Secretary SuHarp. | think it is a very unfortunate situation, Mr. 
Chairman. It certainly is my hope that the Renegotiation Board 
may find some way of speeding up its activities. | know they have 
imany problems and it is a very difficult thing to do. But it would 


be very helpful if they could accomplish their ends more quickly. 
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Mr. Hépert. As I understand it, the Renegotiation Board—and 
if [ am in error I want the record to show the correct answer—the 
Renegotiation Board does at the present time renegotiate on an over- 
all fiscal or calendar year, such as the company prefers; is that correct? 

Mr. Gotprn. That is correct. 

Mr. Hésert. That means an overlapping of all contracts? 

Secretary SHarpP. Yes, sir. 

Mr. Hésert. You renegotiate on the basis of all profits? 

Secretary SHarp. The whole year’s operation. 

Mr. H&ésert. Your position is that while the Air Force itself takes 
all cautions on the individual contract, after those multiple contracts 
are completed they in turn should be reviewed and the profits deter- 
mined on the total amount? 

Secretary SHarp. That is our position; yes, sir. 

Mr. Hépert. Mr. Secretary, I also note another thing in your 
statement. I notice that you stress the presence of a uniform rule 
or the presence of a yardstick which is applied to all contracts. Does 
the Air Force have such a uniform rule or such a yardstick? 

Secretary SHarp. | would say in answer to that that strictly 
speaking we do not have a completely uniform rule applying to all 
contracts. We feel that there should be considerable latitude in 
working out the negotiations and the price structure of individual 
contracts, because the situations do not lend themselves to standard- 
ization. 

Mr. Hfésert. Then your statement is rather misleading. You 
really do not have uniformity of a rule? 

Secretary SHarp. We have armed services procurement regulations 
which regulate the areas which are easily regulated and easily stand- 
ardized. But we do not feel that the whole negotiation procedure 
should be bound down to a fixed rule. We think we couldn’t do as 
well : 

Mr. Hépert. You think it should not be bound to a fixed rule. for 
instance, where one company should be allowed so-called incentive 
and one company should not? One company should be allowed 
advertising in a certain area and another company should not? One 
company should be allowed to drain-off its money into high salaries 
for the executive officers and another company not allowed it? Be- 
cause as you well know, vou have to approve all salaries over $25,000 

Secretary SHarp. We specially examine and approve the cost of 
executive compensation over that amount for allocation to Air Force 
contracts. I feel that in such areas as contributions and advertising 
the Air Force takes the position there that we do not allow those as 
an element of cost in the product. I think that kind of thing should 
be uniform. 

Mr. Hésert. Well, they are uniform. I am just asking you 

Secretary SHarp. They are. 

Mr. Hésert. I am asking you the general question because during 
the development by Mr. Courtney for the committee he will go into 
detail on these matters, but I wanted to get the general statement and 
the general fundamental down, that you do have a uniform rule in 
regard to those items. 

Secretary SHarp. We have a uniform rule in regard to all of them 
except the salary item. That is a very, very difficult field. It might 
be well if we could have a uniform rule, but it is very difficult to try 
to set one 
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\ir. Hésert. I recognize the difficulty of that field. Because of 
the clash of private industry with Government and its control of 
private industry. I know that, but would you agree it is a goal to 
which we should strive? 

Secretary SHarpP. I think if there is any way of deciding by a rule 
what is a fair compensation in each individual case and in the overall, 
t might be desirable. But it is an area in which many experts have 
tried to establish some kind of a rule and the conditions are so different 
and vary so much between each individual company, as to, for 
instance, the difficulty in obtaining the talent that it particularly 
needs in a particular executive category, the competition for that 
particular salary at the time— 
~ Mr. Hépert. Like getting a retired general. 

Secretary SHarP. I wouldn’t put that in as a particular example. 
As I say, it is very difficult to decide on what talent is worth. And 
is very difficult to decide a market value for executive talent. If 
hat ean be decided, I think it would perhaps simplify our decisions. 
Mr. Hfésert. You referred to the procurement, the Armed Services 
Procurement Act. I indicated here yesterday that for all intents and 
purposes there is no such thing as the Armed Services Procurement 
Act at the present time. It is really in effect suspended, isn’t it? 
Secretary SHarp. I would have to ask—— 


TESTIMONY OF MR. MAX GOLDEN, DEPUTY FOR PROCUREMENT 
AND PRODUCTION, OFFICE OF THE ASSISTANT SECRETARY OF 
THE AIR FORCE (MATERIEL) 


Mr. GoLtpEen. No, sir; we don’t consider it suspended. The chair- 
man is evidently referring to the rules for negotiation as against 
advertising. In general, we are complying now with the provisions 
of the Armed Services Procurement Act, not onlv as to negotiation 
and advertising, but also as to the other features of the aet which 
pertain to Air Force procurement. 

Mr. Hésnerr. The Air Force is adhering to the Procurement Act? 

Mr. GoLpEN. Yes, sir. 

Mr. Héserr. And not relying on the exceptions under emergency 
powers? 

Mr. Gotpen. That is right. 

Mr. Héperr. You are not relying on that exception? 

Mr. Gotpen. I suspect that, since we last met on this subject with 
the committee, Mr. Sharpe has signed over 100 findings and determina- 
tions for authority to negotiate contracts. He has signed them per- 
sonally as we told the committee we would do. 

Mr. Courtney. You mean the conversion is of recent origin? 

Mr. Goipen. Yes, sir. 

Mr. Hfépert. There is always room in the house for one more 
convert. The light is always in the window. 

Mr. Hess? 

Mr. Hess. I had one question, Mr. Secretary. The chairman 
raised this question with reference to one of the companies making 
contributions, I believe they termed them, to various educational 
institutions. One of them, I believe, was as high as 10 or 15 thousand 
dollars in 1 year. 
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Do you approve of those items being considered as part of the cos; 
of the contract? 

Secretary Suarp. The Air Force does not approve of those items. 

Mr. Hess. Does not approve? 

Secretary SHarp. No, sir. 

Mr. Hess. So if they are made, they are made out of profits after 
they are renegotiated? 

Secretary SHarp. They are made out of profits; yes, sir. 

Mr. Hess. That is all. 

Mr. Héserr. Mr. Miller? 

Mr. Miuier. Mr. Secretary, I am interested in the statements that 
were made relative to the supply of engineers and scientists. I notice 
that you touch on that in your statement, where you say, “Engineering 
and production know-how, centered in engineering and productio: 
teams developed over a long span of years are essential to maintaining 
the industry.”’ Have you given any thought as to how we are going 
to maintain those teams in the future? 

Secretary Suarp. Mr. Miller, I don’t know exactly what vou mea 
Are you asking whether we are taking any steps to keep the teams 
together or whether we are taking steps to develop new teams? 

Mr. Miniter. You are taking steps to keep the team together 
but if the youngsters going into high school today are going to |x 
improperly trained, they are the people who are going to enter colleg: 
4 years from now and are going to enter industry in about 12 to 15 
years. Are we going to have a supply of those people to constitute the 
team, unless we take some steps or steps are taken someplace 
assure a continuing supply? 

I am certain you are looking forward in the development of new 
metals to meet the heat problem that you are talking about here, 
but what are we doing about this personnel problem so we can meet 
it, which is just as important? 

Secretary SuHarp. I think, Mr. Miller, you have hit on a very serious 
point. There is no question that that is a matter for deep consideration 
But I really feel that it is a matter for consideration of government as 
a whole, rather than of the Air Force in particular. 

I think we would attempt to stimulate the growth of these young 
people into scientists by hoping that the aircraft industry can be 
made stable, attempting to make it stable so it will induce them to 
come into the aircraft industry, and allowing the aircraft industry 
the freedom of other free enterprise industries in selecting on a 
competitive basis the amount of pay that it has to give to induce 
people to enter its service. 

Mr. Miter. Of course, I realize that it is not your responsibility, 
but I do think it is the interest of the Defense Department, of which 
you are an integral part. It is so great or should be so great in ws 
field that they ‘should be taking positive steps rather than to si 
“Well, it is the interest of all the people.’ | 

I think somebody must begin to accept the responsibility for 1t 
From a practical standpoint, I think the Department of Defense 's 
the one that has the most to gain in maintaining free flow of engineers 
and potential scientists and engineering experts to keep this very 
intricate industry alive and progressive. Certainly it can’t stand still 

Secretary SHARP. As I mentioned before, it 1s a terribly serious 
problem and I am sure all of us will welcome any suggestions thi 
could be offered as a solution. It is a very difficult one. 


to 
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\fr. Mituter. That is all. 

\fr. Hépert. Mr. Nelson? 

\fr. Netson. Mr. Secretary, you state in your statement that the 
aircraft industry is a competitive industry and a flexible industry. I 
would like to go into that. 

In what is the aircraft industry competitive? 

Secretary SHarpP. It is highly competitive in its developmental 
work. We have a policy of offering the design of a new aircraft to 
several companies and have an actual design competition in the 
development of a new aircraft. 

Mr. Netson. You offer not the design, but the specifications that 
the Air Force requires, and then you ask for the design, isn’t that 
right, Mr. Secretary? 

Secretary SHARP. Yes, we hold the design competition to fulfill the 
specifications which the Air Force has laid down. 

\lr. Netson. Now, for example, just to illustrate, how much com- 
petition was there on the design of the B-47? 

Secretary SHarp. I am afraid I can’t answer that question because 
| wasn’t here at the time. 


TESTIMONY OF GEN. T. P. GERRITY, ASSISTANT FOR PRODUC- 
TION PROGRAMING, OFFICE OF THE DEPUTY CHIEF OF STAFF, 
MATERIEL, HEADQUARTERS, AIR FORCE 


General Gerrity. I believe I could answer that question. Actu- 
ally this occurred some time ago, right after the end of World War IT. 
\s a matter of fact, the early studies for that competition were con- 
ducted during the latter phases of World War Il. Out of that came 
} designs by 4 separate contractors. Martin was involved, North 
American, and Boeing—let’s see, there was one other. 

\lr. Courtney. Lockheed. 

General Grerrity. Lockheed—I am not sure of that one. But out 
of that developed the B—47 airplane and Boeing won the competition 
for the medium bombardment airplane. 

Nore.—‘‘Lockheed”’ changed to “Convair” after close of hearing.) 

Mr. Neuson. Mr. Secretary, once the design competition is over 
and in the case of the B-47, as the General has testified, it was between 
four aircraft manufacturers—competition is practically over; isn’t it? 

Secretary SHarp. There is not as much competition in the procure- 
ment or the actual manufacture of aircraft as there is in the develop- 
ment. That is true. There is a great deal of competition in the 
enormous number of components, however, that go into this aircraft 
after it is developed. 

Normally we go to the original developer, the successful designer in 
the competition. 

Now in a negotiation for a contract to build the aircraft, usually 
under what we call the weapons-system concept, which involves being 
the prime contractor 

Mr. Netson. Mr. Secretary, is that a negotiation to build the air- 
craft or just a prototype for experimental purposes? 

Secretary SHarp. It may very well be. It may be a negotiation 
for a prototype, if we want to further prove the qualification of the 
aircraft. Or it may be a contract to go into production. 
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Mr. Netson. But by the time you have been through the design 
competition and the prototype has been developed, you are reall) 
limited in your negotiations to one aircraft company because the 
Government has already made a huge investment in developing the 
the prototype; is that true? 

Secretary SHarp. A huge investment in developing the prototype. 
and also as a rule a huge investment in tools. In the development of 
the prototype, special tooling, which may run into as much as hundreds 
of millions of dollars, would have to be scrapped if we went to a 
different source. 

Here is where we enter into the phase, and the very difficult phase, 
of pricing, of setting a target price for the production of the aircraft. 
If, Mr. Chairman, you would allow me here to make our presentation 
on this very important element of our contracting, I would like to read 
a very short statement. Then, if you don’t mind, we could have the 
pricing presentation made. 

Mr. Netson. I will be glad to yield, Mr. Chairman, if I could re- 
serve the right to ask a couple more questions. 

Mr. Héserr. That iscorrect. At that point we want the Secretary 
to be examined entirely on his statement and reserve the presentation, 
which will be another phase of the inquiry. 

Mr. Netson. Fine. 

Mr. Héserr. Have you any more questions? 

Mr. Neutson. Yes, I have another. These aircraft manufacturing 
plants which you say are plowing back a good share of profits into 
research and development plants and plans. 

Is that the only money they get for research and development? 

Secretary SHarp. No, Mr. Nelson. They receive support from the 
Government on research and development. 

Mr. Netson. How much support do they get from the Government 
and how do they get it on research and development? 

Secretary SHarp. The total? 

(Mr. Nelson nods.) 

Secretary SHARP. Do you have any idea of the total figures? 


TESTIMONY OF GEN. D. H. BAKER, DIRECTOR OF PROCUREMENT 
AND PRODUCTION, HEADQUARTERS, AIR MATERIEL COM- 
MAND, AIR FORCE 


General Baker. No, sir. JI am General Baker from the Air Ma- 
teriel Command. The total that is given to each company, or let’s 
say, provided for in the negotiation, is dependent upon specific projects 
which the company decides it would like to do or that the Air Force 
would like to have them do. 

Those projects are coordinated with our technical people and then 
they are approved and the negotiator takes them up at the time of the 
negotiation and they are approved for that purpose. 

Thereafter, periodically our technica] people, together with our 
contracting people, evaluate the progress that is being made toward 
the implementation or, let’s say, the finalization of the projects that 
have been agreed to in the research area, principally. 

Mr. Netson. In other words, you make the same sort of initial con- 
tract with an aircraft manufacturing company or an engine manufac- 
turing company or a parts manufacturing company, for a certall 
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project in research and development that you make for a prototype 
of an aircraft and they are granted a contract for the development of 
that project? 

General Baker. Sir, this is done in two ways. Some contracts with 
the industry we do in the form in which you have just stated, namely, 
we do have a specific contract. Others we cover in the overhead area, 
which will be discussed a great deal in the subsequent presentation 
by Colonel Thompson. 

‘| think he will cover that very completely. That is the second 
manner in which it is done. 

Mr. Netson. I would like to ask the Secretary, if he thinks we 
should get into the field of corporation management in the aircraft com- 
panies to the extent of regulating the salaries of the executives, don’t 
vou think we should also fix wages for the emplovees? 
~ Secretary SHarp. I wouldn’t think that we should do either one. 
We don’t regulate salaries of executives. We simply determine 
reasonableness of the cost of executive compensation for allocation as 
a cost to Air Force contracts. 

Mr. Newson. All right, sir. 

Secretary SHARP. If we did, we would probably have to do the other, 
and | think both would be a step backward. 

Mr. Nevson. Thank you, Mr. Chairman. 

Mr. Hépertr. Mr. Courtney? 

Mr. Courtnry. Mr. Secretary, two questions with reference to 
your prepared statement. 

Twice in the course of your statement you have referred to the 
industry, in its present condition, as stable and healthy. Is it your 
considered opinion that in the present financial state of the companies, 
as demonstrated here in the data which have been submitted to the 
committee and likewise have been in the custody of the Air Force 
for some time, that these industries at the present time, with 12 that 
we have talked about, are sound and stable and able to continue? 

Secretary SHarp. Yes, sir, | think on the whole they are. 

Mr. Courtney. That there is an adequate base, an adequate 
financial support to maintain them as a potential for whatever needs 
the Air Force might have in the foreseeable future? 

Secretary SHarp. I would say that is the case, yes, sir. 

Mr. Courtney. With reference to renegotiation, you have referred 
to the desirability of negotiation, or renegotiation as a followup, if 
you please, on the activities of the Air Force and because of the 
overlapping of the Navy, perhaps, or any one of the other departments 
of the Government, if that is conceivable. 

What is your opinion as to whether or not renegotiation in these 
circumstances should be considered on a contract basis or on a fiscal- 
or calendar-year basis? 

Secretary SHarp. I would say it would be much more sound on the 

fiscal- or calendar-year basis. 
_ It is primarily the duty of the Air Force to see that each contract 
is well negotiated and administered. There is, however, a tremend- 
ous time lag frequently from the time we let a contract to the time 
we get the aircraft. This may be as long as 2 vears. It is very 
difficult to estimate then how much business, for instance, X company 
will have in its plant at that time because we don’t know what other 
contracts will be coming along. 
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So it is very difficult to allocate the overhead, equitably. 

Mr. Courtney. What have vou to say in the circumstances, \[r, 
Secretary, wherein the—and this is a real case and not a hypothetical] 
one—where the company claims that all of its profits or a substantial 
portion of all of its profits accumulated or earned, over a period of 
years, actually occurred in a single year? 

(Secretary Sharp nods.) 

Mr. Courtney. And renegotiation came along and on whatever 
formula was employed we do not know but took a substantial portion 
of all of these accumulated profits in the single year—what have you 
to say to that, Mr. Secretary, as to whether or not it is a sound 
fimane ‘ial practice, as to whether or not it might impair the effici LeNey 

r the effectiveness of the company or for future work? 

Secretary Suarp. My personal opinion would be that the Renego- 
tiation Board should take into consideration the losses or the low 
profits in previous years. Apparently there is some contention about 
this particular point which you bring up by the company to which | 
think you refer. I understand they are appealing it to the higher 
court. 

Mr. Courtney. The question had reference to the application of 
the principle of applying renegotiation contractwise or by calendar 
year. In this case the calendar-year method appears, according to 
the company’s contention, to have placed a very heavy burden upon 
its earnings accumulated over a period of years. 

Is it your opinion that an action of that kind could impair the 
financial stability or the prospective stability of the company, if all 
should occur in a year? 

Secretary SHarp. I wluld think, if other years were not taken into 
consideration, that might be a possibility. However, I think the same 
possibility would perhaps arise if single contracts were renegotiated. 
Because it might be that they made all of their profit in 1 year on one 
contract and lost on all of the others. So perhaps it is necessary to 
take into consideration the rather broader view than has been pointed 
out in either one of those methods. 

Mr. Courtney. In your opinion the fiscal- or calendar-year methiod 
is the better adapted to serve the needs of both Government and 
company? 

Secretary SHARP. Yes, sir. 

Mr. Courtney. In the long pull? 

Secretary SHARP. Yes, sir. 

Mr. Courtney. With reference to the lag in renegotiation, the 
testimony here is that not any of these companies have been negotiated 
beyond 1952. I think one alone indicated that it had been cleared 
for 1952. In the meanwhile, distribution has occurred of dividends, 
salaries have been paid, the costs have been incurred, contracts liqui- 
dated. The company has an earning position without benefit of an) 
upset or change that might occur by reason of renegotiation. Since 
it is obvious that a late renegotiation of that kind, if it results m a levy, 
must be paid out of accumulated earnings in the year in question, 1! 
your opinion is that a sound and a healthy practice? 

Secretary SHARP. I would say that practice should be avoided as 
much as possible. As I mentioned before, it is to be hoped that som 
kind of machinery in renegotiation can be worked out which will expe- 
dite renegotiation as it stands today. 
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| don’t think necessarily that that problem would be solved by re- 
negotiating individual contracting. If there is a long delay in renego- 
tiating on the fiseal- or annual-year basis of a corporation, we might 
have the same delay in the individual contracts. 

| would hope that the delay might be avoided in either case. 

\ir. Courtney. Considering the question of stability of the com- 
pany, a company, X company, over a period of years, which is one of 
vour primary concerns as you indicated in your statement. Is it 

r position or opinion that it would jeopardize or does jeopardize 


i stability of the company in making its plans for the future, in 


ploughing back its earnings, in doing the other things that are required 
to carry on its business, to be confronted with the possibility of 3 or 4 
vears later having a determination made that it is liable for some 
unknown sum? In your opinion, does that impair the company’s 
financial integrity and jeopardize its management? 

Secretary SHARP. I definitely feel that it certainly works a hardship 
on the company in working out its financial plans. That kind of 
situation should be avoided wherever possible. As I mentioned 
before, something should be done in the machinery to attempt to 
speed it up. 

Mr. Courtney. Mr. Secretary, to be specific, where the evidence 
here is that all of these renegotiations are at least 4 years back, from 
calendar year 1955, with one single exception, in your opinion is tha 
a sound and a healthy situation where the prime concern of the Air 
Force as an arm of the Government, is to have a stable and a sound 
industry as a potential for war? 

Secretary SHarpP. I would say that it is not the situation which we 
would like to see. We would much prefer to see a situation in which 
renegotiation was handled in generally the way it is now, but much 
more expeditiously. It obviously tends to put a burden, as I say, on 
the financial planning of the corporation. 

lt does not seem to have actually, so far, jeopardized the financial 
stability of any of our contractors that we know of. But I could 
see how it might. | think the situation should be corrected. 

Mr. Courtney. Mr. Secretary, in the course of your statement you 
speak of the risks of the companies increasing. Isn’t the possibility 
of a late renegotiation a considerable risk for a company to be expected 
to be confronted with? 

Secretary SHARP. It certainly is a risk. 

Mr. Courtney. Another part of your statement, Mr. Secretary. 
Do I understand that it is the policy of the Air Force now to leave 
the design function to the industry itself? 

Secretary SHarp. The detailed design function, yes. The Air 
Force sets up specifications as to the perform: ince that it desires. 

Mr. Courtney. In other words it is the plan of the Air Force to 
establish performance requirements and allow the industry, itself, to 
compete for the design to meet those performance requirements 
competitively ? 

General Baker. Basically that is correct. 

Mr. Courtney. Is that the policy of the Air Force? 

General Baker. Yes, sir. Basically that is cor rect. 

However, during the period of the development of the design and 
the development of the product, the Air Force, of course, has a 
continuing interest in the progress that is being made and in the steps 
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that are being taken in the development of that design. Basically 
the statement you made is correct. 

Mr. Courtney. As a matter of fact, you contract it out? 

General Baker. Correct. 

Mr. Courtney. And observe the performance of the contract? 

General Baker. That is right, exactly. 

Mr. Courtney. Are we to understand that as a matter of policy, 
design is to be the function of private industry? 

General Baker. That is correct. 

Mr. Netson. Mr. Chairman, could I interrupt counsel? 

Mr. Courtney. Surely. 

Mr. Neuson. In the process of designing, after the Air Force has 
made up its specifications for performance, does the Air Force con- 
tribute any money to these various manufacturers for making the 
design? 

General Baker. The contract is let for the design. 

Mr. Nevson. I mean before the contract is let. In the case of the 
B-47 there were four competitors. Were they financed in making 
the design? 

General Baker. Sir, that was before my time. I don’t know 
whether General Gerrity can answer that, on the B-47. 

General Grrrity. In the particular case, Mr. Nelson, these four 
competitors actually manufactured prototype airplanes and they were 
financed for that purpose by the Government. 

Mr. Netson. And each one of them was financed by the Govern- 
ment to manufacture the prototype. 

General Grerrity. Yes, sir. 

Mr. Héserr. Mr. Courtney. 

Mr. Courtney. That is all, Mr. Secretary, on the subject of the 
prepared statement. 

With respect to the method by which the Air Force is contracting. 

Secretary Suarp. Mr. Courtney, I am wondering if you couldn't 
let us make the presentation which might answer some of your 
questions. 

Mr. Courtney. You take over. 

Secretary SuHarp. At this point we have a presentation on Air 
Force pricing policies and techniques to give to the committee. As 
background for this presentation we would like to direct your atten- 
tion to this chart. Do you have a copy of this chart? 

Mr. Goupen. Yes; he has it. 
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Secretary SHarp. It shows the dollar volume of sales in the aircraft 
industry for the past 14 years; profits before tax for the same period: 
and profits after tax for the period. The data shown here includes 
both military and commercial sales, military sales being about 90 
percent of the total. At a glance the historical “boom and bust” 
nature of the industry is strikingly apparent. 

Profits before tax also have fluctuated considerably. The peak was 
in 1943 at $481 million. The low in 1947 was a loss of $111 million, 
In 1954, $472 million of profits before tax were realized. 

The profits after tax line shows less variation than the before tax 
line because of tax adjustments. It also shows that the present tax 
burden is less severe than earlier in the period. In the 1942-45 period 
taxes averaged 77 percent of gross earnings. In 1953, when the excess 
profits tax was in effect, taxes were about 65 percent of gross earnings. 
In 1954, after the excess-profits tax expired, taxes were about 51 per- 
cent of gross earnings. It is significant that on the present volume, 
about the same as the 1942-45 average, net profits earned are about 
double those of the World War II period—lower taxes are the chief 
cause. 

With this perspective of sales and profits as a background, we will 
continue with a discussion of our pricing policies and techniques as 
illustrated by one specific contract. 

Colonel Thompson, the Chief of our Pricing Staff Division at Head- 
quarters, Air Materiel Command, will make this presentation. Colonel 
Thompson has had extensive experience in this and related fields. He 
is a certified public accountant; he has had 1 year post-graduate 
training in law, has had several years experience in accounting, has 
been employed as comptroller and assistant treasurer of a private 
corporation, and spent 3% years with the Auditor General. 

Colonel Thompson, will you carry on, please? 


TESTIMONY OF COL. GEORGE W. THOMPSON, CHIEF, PRICING 
STAFF DIVISION, AIR MATERIEL COMMAND, AIR FORCE 


Colonel Tuompson. Thank you, Mr. Secretary, and Mr. Chairman. 

Mr. Chairman, I have some notes on this chart. This is not a 
prepared statement. It is somewhat informal. I would like to talk 
about our pricing policy and then get into as much detail as you would 
like to have us get into. Therefore, you may desire to interrupt, 
whichever way you would like to do, as we go through this thing. 

If you you would like to stop at a certain place and talk more 
about that, I wish you would let me know. I don’t want to go too 
much into detail, but I think we have a good deal of what has been 
indicated of what you might like to see. 

Mr. Héserrt. I think, Colonel, if you give a general statement as 
a basis for your presentation. 

Colonel THompson. Yes, sir. 

Mr. Héserr. During which time you will not be interrupted and 
after you finish the general presentation, for the basis of the statement, 
then the committee will avail itself of the opportunity of asking 
questions if it desires. 

Colonel THompson. Thank you, sir. 

The first part of this presentation will deal with pricing policies 
generally and procedures, general procedures for negotiating contracts 
with emphasis on airframe contracts. 
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The second part of this presentation will be an example of a specific 
negotiation, with the Boeing KC—97 contract which was one of the 
contracts indicated to us that you would be interested in seeing 
something of, as to how that was negotiated, what was done in the 
various elements that were considered, and how the price worked out; 
and at the same time, showmg you the guidelines that we use, the 
policies that were followed, and the tools that we use in pricing. 


AIR FORCE PRICING, GENERAL 
Procurement objectives and pricing policies— 

1. To secure needed supplies and services of desired quality when needed 
at fair and reasonable prices. 

2. To encourage contractors to high degree of efficiency and economy in 
operations by payment of fair and reasonable prices favorable to the Air 
Force. 

lo achieve objective it is policy to— 

1. Negotiate firm fixed prices, whenever possible. 

2. Encourage and develop competition. 

3. Apply incentive (increased profits) approach. 

1. Negotiate prices on fixed price contracts—not cost plus profit. 

5. Achieve cost control or reduction through sound contract pricing rather 
than through profit control alone. 

Pricing: Air Force pricing has to be considered, I believe, with 
relation to the overall procurement objective, which is, of course, 
to secure the goods of desired quality when they are needed and at a 
fair and reasonable price. 

We have an emphasis on fair and reasonable price, which includes 
an opportunity for a fair and reasonable profit. 

ln the Air Force, we emphasize the incentive approach. You have 
heard of incentive-type contracts. The incentive approach means 
that the contractor’s profit is measured by performance. The better 
performance and the lower cost, the more the profit will be. 
emphasized in the Air Force to the maximum extent possible. 

(he maximum, of course, is the straight fixed-price contract. To 
us the ineentive-type contract is the only one that is practical to use 
in long lead-time contracts such as we have on airframes. 

So rather than go into the firm fixed-price-type contracting, which 
is not used in airframes in the Air Force, we will give a good deal of 
emphasis to the incentive-type contract, recognizing that we do have 
other types that are occasionally used. 


This is 


PRICING 

1. Sound pricing is an art requiring exercise of commonsense, a keen sense of 
ess and a recognition of basic pricing considerations. There 
ula for negotiating price. 
2. Pricing encompasses: 

a) Review and analysis of price proposal. 

b) Selection of contract. 

(c) Negotiation of price. 
scussion of these follows 


is ho simple 


1) 


{1 would be well to discuss pricing as being an art. I have heard 
und have participated in many discussions about rules and guidance 
i the pricing area, and J think I recognize the value of them. | 
link that we can show that there are many of such rules that we neces- 
irily insist be followed and we review to see the extent to which they 
ar used. 
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However, if you sit through these negotiations with us and week 
after week some of these negotiations may stretch out over longer 
periods of time, particularly in this sensitive area of airframe pricing 
you will recognize pricing and negotiation as always being an art 
requiring in addition to all other things—to all other guidance that w 
can give somebody—we can never eliminate the value of judgment, 
recognition of the fact that judgement is in all of these transactions. 

Therefore, when we consider the people and with the need for train- 
ing that there is in this area, we must be sure that you understand ow 
position, that pricing goes further than some of these things that we 
talk about. And in the long run, we may be de ‘pendent upon this 
team, the judgment of this team, which is engaging in the pricing area 

I think for purposes of discussion, pricing can be divided into three 
segments. They are not separate segments in the way they work 
but they can be discussed separately. I would like to appraoch it 
that way. 

No. 1, we have what we call a price analysis or a cost analysis. 
You have run into tt in some of vour staff studies, the type of thing 
which is done by skilled price analysis type personnel, with the con- 
tractor’s pricing proposal as more or less the basis for it. 

A second part of pricmmg, and a very important part, is type of 
contract selection. And the third, where this judgment and _ skil! 
and art of the negotiator comes to bear, is in the actual negotiation, 
itself, 

These are related so closely that price analysis may not be at all 
complete or satisfactory until sometime after negotiations have 
actually started with the contractor and you get a feel for what th 
value of certain things are. 

Kor example, the facts developed in a negotiation conference, whic! 
is not a short conference in this airframe business—-it is a minimum, 
let's say, of 4 or 5 days to a week and sometimes stretches out longe: 
There is so much involved and so many areas to look into. 

Selection of contract type may very well not be determined until 
after negotiation has gone so far that only at that time can vou decide 
whether or not you are willing to sign off on a fixed-price ince antive-typ 
contract with an 80 pereent-20 percent split, let’s sav, or whether vou 
want to go cost-type contracting or whatever. 

But for discussion purposes, we would like to present price analysis 
first, go into contract selection generally, but with most emphasis on 
what the woencsa ier contract actually does since that is. the 
prine ipal one used in production of airframes in the Air Force, and 
then to talk about si a and review. 


REVIEW AND ANALYSIS OF PRICE PROPOSAL 
Objective: 
To evaluate specific elements of cost or price to ascertain extent to which 
cost of each element can be influenced by closer pricing. 
To reduce or eliminate contingencies from estimates. 
To evaluate reasonableness of amounts and necessity for incurrenc« 
certain costs. 
Techniques: 
Product or value analysis. 
Comparative price analysis. 
Detailed cost analysis. 
Learners curves. 
Advisory audits. 
Industry averages. 
Every proposal must be analyzed. 
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The objective of price analysis as it relates to review and analysis 
of the pricing proposal is really to evaluate specific elements of cost 
and to ascertain the extent to which—the extent to which, I repeat, 
these costs can be influenced by close pricing. 

Now to do that we say—and we freely say this when we discuss it 
among ourselves—allow and disallow. ‘This is not strictly the correct 
use of the language. Because when we are sitting down as a Govern- 
ment team, looking over a contractor's cost proposal and deciding 
on a Government objective and analysis of that proposal, we are 
eliminating from our consideration certain types of costs, not only 
types of cost, but amounts of cost which seem to us to be clearly out 
of proportion. We are not allowing or disallowing. We are still 
trying to see what makes a good objective for a negotiator to work 
with. 

| think it might be well to show vou the cost proposal that we used 
on the KC-97. This is a book which runs—lI haven’t checked this 
exactly, but I would guess from 50 to 75 pages of detailed figures and 
statements. 

| did look at the learner’s curve charts because we will use them 
in our specific example. There are about 17 charts just on production 
labor man-hours. They are quite complicated things. And when 
we get into these areas, the only way we can attack it in price analysis 
and cost analysis to begin with is to look at these individual elements 
that are in the proposal and to get an idea in our mind as to how 
necessary they are to Government procurement and how reasonable 
they would look in a price paid to that contractor. 

Generally, and almost always, contingencies are in cost proposals 
when they come to us. ‘Those amounts of contingencies may vary. 
When I sav contingencies, that is not exactly a bad word. <A con- 
tractor’s uncertainty as to what is going to happen to his labor rate 
within the next vear or 3 vears, let’s say, is a real contingency. The 
extent of that contingency and the measuring of that contingeney 
and the final negotiation as to how we can settle a price on labor is 
dependent on many factors. Those can be analyzed by statistical 
nethods, charts, and finalized, of course, by possibly the best deal 
that we can get the contractor to sign off on in the negotiation. 

But getting contingencies out of a cost proposal is one of the aims 
of pricing analysis, to get it down to the base where we are talking 
on the same ground with the contractor. 

Techniques used in our price analysis: An important technique is 
value analysis or product analysis. What is this item worth to us? 
We have wavs of determining what the worth is of fighter airplanes 
or to a certain extent on almost anything that we buy we have some 
kind of measures of what the value of the item is, based on experience 
possibly in other areas and as to the need for it. 

Comparative price analysis is a very important tool and we use 
that in all of our negotiations. I will give some examples of these 
things as we get into places where our example points to the use of 
this technique. It will illustrate it better than maybe describing it 
in detail at this time. 

Our detailed cost analysis is one of the things we will show you in 
the specific example. That is where we take labor, materiel, over- 
head, and all other items and go through them and look at contractor's 
historical cost, comparative cost and many other factors, to say 
74721—56——08 
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whether or not that element of the estimate is a reasonable and fair 
target to use for negotiated pricing. 

And at the same time, this target, will it bring out in that contrac- 
tor—is it so valid as to bring out the performance that we want in 
cost control and cost reduction? Because pricing is a most important 
tool in bringing out efficiency on the part of a contractor. Recog- 
nizing that profit, itself, is dependent on the price and on the way in 
which the contractor performs against that price, the validity of that 
target price to start with is a base point that we have to take off from. 

So to our greatest extent, it is our desire to make that price one 
which will inspire a contractor and force a contractor, let’s say, to the 
needed efficiencies to the greatest extent possible. 

‘‘Tearner’s curves” are used in all types of negotiation. These are 
labor curves—you have had ‘“‘learner’s curves’ discussed with you. 
We can go into detail. But we will use one in the contract illustration 
and we can talk about it in particular at that time. 

Advisory audit reports are availble. The Air Force auditor is 
always a member of the Government procurement team. He is not a 
member of the procurement organization, but he participates in our 
negotiations with the contractors. He is stationed at the contractor's 
plant, with a staff of auditors, to go through the books, to look over 
proposals and to comment thereon. 

Industry averages are statistical types of information that we have 
accumulated in the Air Force in the airframe area, with airframe 
contractors, on many different aspects of their business. Many of 
these are in the production area and many are in the procurement area. 

Examples of those in procurement area are the historical records 
of previous aircraft costs, let’s say, of the same category or of other 
categories or in the entire industry. This type of cost may come down 
to such an answer as cost per pound. And we can put on a graph a 
record of the whole industry average or, let’s say, the average on 
fighter airplanes, of cost per pound or of man-hours per pound at the 
certain cumulative airplane produc tion point on the scale. Because 
as you go down the “‘learner’s curve’ these things do change. And 
we can take a price which we are negotiating and throw it on that 
graph with these yardsticks which we have developed from these 
industry averages, and without relation to the contractor’s submission 
based on his actual cost we can get a fix on just how reasonable it is 
in comparison with all other people in the industry. 

This is to some degree competition in pricing, when you are more or 
less in a sole-source situation and competition is very difficult. But 
to the extent that we have those averages and can compare price 
proposals with them, they are very valuable tools to a negotiator. 

I have an illustration, in our exemple of the KC-97, of a. industry 
average on cargo airplanes, and where this particular airframe will 
fit on that chart. 

We require, in the Air Force, price analysis on every proposal. Of 
course, in the area that we are talking about today of airframes, this 
is not only a must, but a considerable job and a very technical job 
which goes over quite a period of time. 
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ANALYSIS OF ESTIMATED PROFIT 


|. Printed instructions given to all procurement personnel stressing careful 
valuation of profit element in each negotiated price. 
2 Reasonableness of profit influenced by many factors: 
(a) Risk—Type of contract, engineering changes stretchouts, crash 
programs, terminations, extent of future business. 
(b) Performance—Design, timeliness of delivery, quality of product, 
cost reduction. 
(c) Volume 
subcontracting. 


‘ 





Government-furnished facilities, Government financing, 


Profit is analyzed differently from cost. Let’s say for costs you 
have historical records and you have trends. You have ratios that 
can be developed. But profit is an area where there is not a fix that 
is definite, that can be taken and used and projected out. 

Profit in our opinion must be related to the facts of the particular 
procurement. How risky is this procurement? How well has this 
contractor performed in the past, or if we are in a redetermination 
position, how well bas he performed on this procurement? How do 
his costs compare with other people within the industry? How well 
does he meet his deliveries and what kind of quality are we getting? 

All of those items it seems to us should be looked at individually at 
the time that we place a particular contract, rather than having a 
rigid rule or guide which goes through all contracts. 

Now, it is certain that in areas which we are working in and with 
certain types of contracts where we are talking about this same con- 
tract here as we are over here, there tends to be a level where you can 
start out talking about what profit we should be talking about. But 
taking that as a base point only, it seems like you have to go from 
there to somewhere else dependent upon the immediate circumstances. 
Not the least of which is the validity of the cost target which we are 
able to get negotiated. 

That is a most important thing and one which really can’t be 
determined until we are pretty far down the line. And the more 
valid the cost target, the higher the risk. So we are still within the 
policy of risk but we are talking about the risk as it pertains to the 
validity of the target rather than as to type of contract, for example 

We consider in the Air Force all items which pertain to risk, such 
as: type of contract; engineering changes; stretch-outs; crash pro- 
grams; terminations; extent of future business—which is a large risk 
in the everall profit base, we say the base point of profit, not so much 
at the time you negotiate an individual contract. 

Under performance, we consider design, time elements of delivery, 
quality of product and cost reduction, among other things. 

Volume is an important element in profit rates. Government- 
furnished facilities, Government financing and subcontracting may 
become important in this thing. 

But target profit, not being an exact formula, really resolves itself 
to taking a profit objective and really adding plusses and minuses to 
tis thing based on these factors to see whether or not we are deviating 
from this profit rate which maybe is the last one for the industry—the 
best profit rate on this type of contract seems to go to the best pro- 
ducer. We expect a good job from everyone we give a contract to. 
Take his production and go from there and see have we something 
better or something worse. So our profit rates are actually fixed and 
reviewed on each contract, in the incentive contract program. As 
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vou know, we have to negotiate in the incentive contract a target cost 
and a target profit. So we have to set profit our as something separate. 

In other types of contracts—price redetermination and fixed-price 
contracts—-we prefer to negotiate price, without reference to these 
things. Because it is a tough negotiation job as far as profits are con- 
cerned. The contractor is more sensitive to this element than to all 
other elements. It is a measure of his efficiency and it is much easier 
to negotiate price itself rather than cost plus profit. 

SELECTION OF CONTRACT 
1. Firm fixed price, whenever feasible. 
(a) Realistic competition; 
(b) Follow-on buy of same or similar item; 
(c) Analysis and negotiation establishes reasonableness of price. 

2. Other type contracts: cost, redetermination, incentive types made necessary 
b 

(a) Specialized and/or complex products of indeterminate cost; 
(b) Limited number of contracts with any given contractor; 
(c) Extended delivery schedule; 
(d) Contractor’s insistence on unwarranted contingencies. 

When we select a contract in the Air Force, we look immediately 
to see whether a firm fixed price contract can be used. I am going to 
skip past this fast because you know the circumstances when we can 
use it: When we have realistic competition in the pricing area—now 
I am speaking of competition—or when we have reasonableness of 
price established by analysis and negotiation. These firm fixed price 
contracts are not used on airframes. Airframe contracts being as 
large as they are and stretching out as far as they are, it would be 
very difficult to get any kind of a reasonable price without a consider- 
able amount of contingencies being included in the price, and I am 
afraid we would agree with the contractor that the risk would be so 
much that he would certainly—certainly some of those would probably 
cash in. 

Other types of contracts, including the incentive—besides the incen- 
tive we have cost-type contracts and price redetermination. 

Price redetermination may be in an incentive-type contract. We 
may reset the target of that contract, for example, or we may set it 
initially. 

Cost-type contracts—that is our cost-plus-fixed-fee contract which 
vou will find in most of our prototypes—let’s say first production to 
some extent, where we don’t have enough good information, his- 
torically let’s say, on labor to negotiate a target in the future. In 
that case we run to the cost-type contract to get this experience, 
This is where we pick up all of the cost and pay a flat fixed fee—I say 
all of the costs. I should probably say that the costs are defined 
pretty strictly in our armed services procurement regulations and we 
pick up those costs which are considered allowable and which are 
proved as being fair and reasonable. A fixed fee is paid to the con- 
tractor for his effort and management of this contract. 

You know why these are made necessary. We have these complex 
products. We don’t know necessarily what the cost is at the begin- 
ning, in case of cost-tvpe contracts. We may have a limited number 
of contracts with a given contractor, where one contract would make 
or break him. Extended delivery schedule is the big item, and may be 
the biggest item. And then we may have a contractor’s insistence on 





AIRCRAFT PRODUCTION COSTS AND PROFITS 2843 


unwarranted contingencies which makes us run to a type of contract, 
to a cost-type contract when we would very much like to negotiate a 
contract with more incentive in it. 


INCENTIVE-TYPE CONTRACT 
1. Characteristics: 
(a) Fixed price concept; 
(b) Provides for target cost and target profit; 
(c) Contractor and Government split cost savings or excess costs by 
predetermined sharing formula; 
(d) Lower costs-higher profit and vice versa; 
(e) Places limit on total price to contractor. 

2. Use is appropriate when— 

(a) Sound targets can be negotiated initially or early in performance; 

(b) There is sufficient exposure after pricing to permit incentives to 
operate ; 

(c) Firm fixed price (100 percent incentive) is not feasible; 

(d) Contractor’s accounting system is adequate; 

(e) Reliable cost estimates are possible. 

I have given special emphasis here to the fixed-price incentive-type 
contract. We believe that the incentive-type contract is in reality a 
modification of our firm fixed-price contract. The firm fixed-price 
contract really being a 100 percent incentive. All of the contractor’s 
savings to him and all of his overages in cost are at his expense. 

The incentive-type contract, which is a formula-type contract, pro- 
vides that only a percentage of that savings can be charged to the 
contractor. 

oy eee oe Dh ented Slee ey ‘i hiane ‘ ay = 

This percentage—let’s say it is 20 percent of savings, or 20 percent 
of cost overruns—becomes a significant figure in the light of the size 
of these contracts where we use the incentive type contract. In other 
words, 20 percent of a thousand dollars might be one figure. Twenty 
percent of $10,000 might be an entirely different figure. 

I think you have been probably briefed pretty well en how this 
incentive contract works. So I am not going into that in detail unless 
you would like for me to. 

We use it in the Air Force and our policy is not to use it except when 
we can negotiate sound targets—our conception of sound targets 
and negotiate them early. This is so there will be a valid incentive 
in a contract, in a sound target, and also that the target will be placed 
in the contract early enough so that an incentive can work, that he 
will have time for efficiencies to show themselves in his production. 

Mr. Courtney. Colonel, may I interrupt there? The target you 
speak of it a point in production and not a price, isn’t that right? 

Colonel THompson. -I am saying fix a target price, Mr. Courtney. 
l am speaking of a target price set. Actually target cost and target 
profit in this type of contract. 

Mr. Courtney. My question is, In the initial stages of the contract, 
it is a point in production? 

» Colonel THompson. Yes, sir. 

, Mr. Courrnrey. At which you make this second determination? 

F Colonel Toompson. Thank you. We try to make that only one 
time. We try to set this target at the inception of the contract, 
initially. 

Mr. Courtney. But you do not put it in the contract? 

Colonel THompson. Yes, sir. The target price which is the target 
cost and target profit is put in originally in the contract, firm, wherever 
we can do so, and in the last couple of years we have been able to do in, 
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let’s say, about half of our incentive-type contracts on airframes. If 
we can’t do that and we need more time—not necessarily for this 
contract but because we have a cost-type contract running and we 
don’t have enough experience on it at the moment, we will set a rede- 
termination of that follow-on contract based on a point in time when 
this earlier CPFF contract will give us the information we need. 

(Mr. Courtney nods.) 

Colonel THompson. And by pushing that policy, we have 80 per- 
cent, let’s say, of our contracts set prior to delivery of the first item 
shop completion of the first item. We are getting better on this as 
we go along, let’s say, of moving it down early. We have none of 
these negotiated later than, let’s say, 10 percent of the completion of 
the items. 

(Mr. Courtney nods.) 

Colonel THompson. So vou are correct—lI believe your question is 
as to the time in production. Yes, sir; that is the point we are shooting 
at. 

Mr. Courtney. That is right. 

Colonel THompson. To set this price. 

Mr. Héserr. Colonel, on your target profit, do you have a target 
range profit, within the specified figure? 

Colonel THompson. Yes, sir; in the airframes. 

Mr. Héserr. You do? 

Colonel THompson. | think we do have a range. We have never 
published anything such as this, but in our minds and in the minds 
of our review authorities and negotiators, we work somewhere between, 
let’s say, 7 or 7% to 9, and I believe 9 is the ceiling in my own experience 
from practice, let’s say. 1 don’t believe we have ever set it any higher 
than 9 percent. 

Mr. Hféserr. The Navy testified their range was 7 to 10. 

Colonel THompson. Yes, sir; I heard their testimony. I think we 
are not too far off from the Navy. It may be there is a little difference 
in that top level there, or it may be that we just haven’t had a contract 
which our people might have said, ‘‘This is a better risk’’—I mean 
“a higher risk and a better performance than this other 9 percent,” 
in which case we wouldn’t be estopped from going higher than 9. 
From practice standpoint we haven’t had any come up. 

Mr. Héperr. Under the Vinson-Trammell Act, you are allowed a 
ceiling of 12 percent. 

Colonel THompson. Twelve of sales, ves, sir, 1 believe. 

Mr. Héserr. Twelve of sales. 

Colonel THompson. Yes, sir. 

Mr. Hésperr. You are not hitting on sales when you are talking 
about your profit range? 

Colonel THompson. No. I am speaking of this as a percentage of 
cost, which is the way the negotiator looks at it. The contractor, of 
course, looks at it differently. 

Mr. Chairman, on this point, though, when I am speaking of this 
range of profits, I am speaking really in connection with incentive- 
type contracts. If we got into firm fixed price contracts with a 
considerable risk in a tight target, if someone wanted to take that 
chance, we might want to go up in that direction, in the Vinson- 
Trammell direction. Because to get someone to take a tight target 
on a firm fixed price basis you have to have that. The types of 
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contract situations we are negotiating don’t look to us like more 
than 9 percent target profit is reasonable. 

Mr. Hfépert. Tell me this—I don’t know whether it is analogous 
or not. In my own simple layman’s mind it is. For instance, we 
are talking about Government control of prices. That is what we 
are discussing here. For instance, in the case of a utility company, 
which bas an exclusive franchise to operate by Government control, 
the profit is limited; isn’t that correct? For instance, a utility com- 
pany is allowed to make X profit. 

Colonel THompson. Yes, sir. 

Mr. Héserr. On its investment. 

Colonel THompson. Yes, sir. 

Mr. H&éserr. Could that possibly be applied in the situation here 
where it is practically all Government operation— it is not an exclusive 
franchise but it is certainly almost an exclusive business, that the 
Government or the Defense Department could limit it and say, ‘Here 
is vour product, here is vour contract, manufacture it, but vou will 
not be allowed any more than X number of dollars profit.”’ 

Is that a feasible thought? 

Colonel THompson. You are speaking of an after-the-fact look at 
performance and applying a percentage of profit to it? I wouldn't 
want to recommend that type of thing as much as I would recommend 
this opportunity which we give to make profit. 

In other words, our 7 and 8 and 9 percent contracts are an oppor- 
tunity toacontractor. But he can make more than that or he cannot 
make that much based on his performance. 

I think our feeling is unanimous that giving him the incentive 
actually gives us a better overall price. In my own particular busi- 
ness, price to the Government really is what we are looking for. We 
have to watch profits. And we do control them as close as we know 
how. He doesn’t get anything free, no profit that he hasn’t really 
earned. But if we can set a tight target and profit rate initially and 
he really can earn more profit by doing better and performing at 
efficiencies that no one else has been able to do, why, that is the oppor- 
tunity for getting his bigger profit. 

Mr. Hésertr. Wouldn’t the target ultimately in profit be desirable? 
In other words, if you tell the individual contractor that he is allowed 
to make 8 percent, say. 

Colonel THompson. Yes, sir. 

Mr. H&ésert. And then he strives—that is target to make 8 
percent. 

Colonel THompson. Yes, sir. 

Mr. Hésert. To make as much as he can, but he can’t go over 
that 8 percent. 

Colonel THompson. What would be his incentive to keep his costs 
down if he was going to get 8 percent? 

Mr. Héperr. Not a guaranteed 8 percent. 

Colonel THompson. You mean a ceiling? 

Mr. Héperrt. A ceiling. That is what I am talking about. 

Colonel THompson. Yes, sir; I] see what you mean now. 

Secretary SHarp. Mr. Chairman, | think I could enlarge on that a 
little. We do have maximum target prices—there is a maximum 
amount that he can make, and it varies according to the contract; 
isn’t that correct? 
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General BAkrr. Yes, sir. 

Secretarv SHare. There is a limit. 

Mr. Hénerr. That is a new feature which now has been brought 
into the hearings. What is the target allowable to the Air Force? 

General Baker. The allowable target at the time of negotiation is 
12 percent in accordance with law; isn’t that right? 

Mr. Courtney. No. 

General Baker. In this particular area? 

Colonel THompson. In the CPFF contract. Could I take that 
one, General Baker? 

General Baker. Yes. 

Colonel THompson. I understand what Mr. Hébert means by this 
limitation. We place a ceiling limitation on both price and profit in 
incentive-type contracts, all of them, a ceiling that he cannot go 
beyond. This ceiling is beyond this point where were were talking 
about, negotiating profit ranges. In other words, this is a stopgap 
right here, of, say, 115 or 125 percent of target cost being the maximum 
we will pay in price if his costs go up, and, let’s say, 15 percent of 
profit of the target cost would be the maximum profit that could be 
earned as costs went down. That would hit at this ceiling point. 

Mr. H&éserr. Under the Vinson-Trammell Act, he couldn’t hit 
over 12. 

Mr. Courtney. No; that is different. 

Secretary SHARP. It is a different type of contract. 

General Baker. CPFF. 

Mr. Héperr. It is different. 

Mr. Courtney. Mr. Chairman and General and Colonel, while 
you are on that subject and while we are discussing ceilings, in the 
course of these hearings we have heard expressed in terms of percentage 
a limitation of 125 percent of cost. 

Colonel THompson. Yes, sir. 

Mr. Courtney. A limitation I think in 1 instance of 120 percent 
of target cost. 

Colonel THompson. Yes, sir. 

Mr. Courtney. Is that the ceiling to which vou are referring? 

Colonel THompson. Yes, sir; that is the ceiling. But that figure 
is not a set figure, Mr. Courtney. The 120 or 125—I say we don’t 
have a standard figure for that. That isa part of the negotiations, too. 

Mr. Courtney. However it is established-—— 

Colonel THompson. That is fixed. 

Mr. Courrney. It is at some time or other put into a contract 
by agreement. 

Colonel THompson. Yes, sir. 

Mr. Courtney. As you start the performance of your contract and 
work toward completion you do have a ceiling over all of the profits? 

Colonel THompson. That is correct. 

Mr. Courtney. At a fixed rate determined at the time the contract 
was entered into. 

Colonel THompson. In every case we have a ceiling on the contract, 
on price, and on profit. 
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Illustration, incentive contract (SO—20 split), percent of sales 


As negotiated: 
Target cost 3 ~. S100, OOO 
Target profit __- ye 8, 000 


‘Target price. .......- ; : 108, 000 


Profit as a percent of price____-_-_- Pog 
Assumption A: 


Actual cost _ _-_- 2 ee _ $110, 000 


Actual profit Pali lae ESTES 6, 000 
Total price to Government : 116, 000 
Profit as a percent of price____- a2 


Assumption B: 
Actual cost... _-- ; : $90, 000 
Actual profit 10, 000 


Total price to Government _ _- 100, 000 


Profit as a percent of price 10. 0 


I have here an illustration of incentive-type contracting, of how it 
works. Actually this target profit here is a negotiated hypothetical. 
You had this yesterday, and I think maybe this will not add anything. 
Actually a negotiation of an $8,000 against a $100,000 cost: In the 
case of a $10,000 increase in cost (assumption A), it lowers the con- 
tractor’s profit by 20 percent, from $8,000 to $6,000, and it actually 
increases the price to the Government. This is an undesirable situa- 
tion. The contractor makes less profit. In the case of a decrease in 
cost from target cost of $10,000 (assumption B), on an 80-20 split, 
the contractor would receive $2,000 more profit, $2,000 out of that 
$10,000 savings, or 20 percent. He would make $10,000 or more 
profit; but the Government would get the merchandise for $100,000 
against a $108,000 target. We would get a better price. In other 
words, this is the application of the formula arithmetic, illustrating 
the incentive approach to a hypothetical incentive-tvpe contract. We 
have our real contract coming up. In having gotten this thought 
over, when we get into figures which are not as clear as this we can 
dwell on it a little bit longer. 

Mr. Hfésert. You mean the future figures are not as clear as this? 

Mr. GoutpEen. More complicated. 

Colonel THompson. This word ‘‘clear’’ should have been “‘simple,”’ 
Mr. Hébert. I believe I should have said ‘‘more simple.” 

Mr. Héperr. Continue, Colonel. 

Colonel THompson. I think we want to talk about negotiation as 
being a team action, rather than one person as being the negotiator. 
Yes, we do have a man who is a price negotiator and he has a free 
hand after this objective has been established to do bis job without 
interference. But in arriving at this objective, he has the counsel of 
many experts. We have a conference, let’s say, before a negotiation 
with a contractor. We bring our administrative contracting officer 
from the field, who is located at the contractor’s plant. We bring in 
his cost analyst, the auditor from the local plant. 
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NEGOTIATION OF PRICE—“POSITIVE PROCUREMENT” 


1. Team approach-leadership principle. 
2. Prenegotiation planning. 
3. Conference with contractor. 
+. Techniques: 
(a) Positive approach; 
(b) Price negotiated—not cost plus profit; 
(c) Use of historical data (costs, ete.) ; 
(d) Establishing what price should be; 
(e) Emphasis on performance and incentive policy. 


We will discuss this price proposal or projection with the engineers 
involved and production people. And this Government team will 
sit down and together work out what we call the Government objec- 
tive. That is the price analysis as modified by any other factors 
pertinent to the negotiation. 

As far as the conference with the contractor is concerned, that is 
something which is after this prenegotiation planning which is done 
by the team. It is also after other events which take place prior to 
negotiation, such as our prenegotiation reviews. I am going to talk 
about reviews in just a moment and we will catch prenegotiation review 
at that time. 

But this whole price objective is worked out by this Government 
team and reviewed prior to going into negotiations with the contractor. 
Then discussions are entered into with the contractor. They are 
more or less of a fact-finding nature, comparing facts that we have as 
to cost projections or cost experience, with what data the contractor 
uses to support his proposal. 

In the case of the cost proposal which I mentioned, that is the 
official cost proposal, a bound copy. Supporting data to that, though, 
would result in many thick files of material, work papers of the con- 
tractor which are behind these things, and which we need to see, to 
see really how much detail and how much thought has been given to 
the engineering estimates, let’s say, of how many man-hours and 
machine-hours will be necessary in certain operations. 

Mr. Miuier. How deep do you go into that? 

Colonel THompson. In these large negotiations we try to find out 
as much about that projection as the contractor knows for sure. We 
think that we do have other techniques, such as our comparative in- 
dustry averages and other things, which lead us to go even further 
than that. 

Mr. Mixiuer. Does he submit his worksheets, his engineering 
worksheets? 

Colonel THompson. As far as I know, he submits as much of it 
as we need or we think is pertinent. I can’t answer whether all of 
it is submitted or not. I rather doubt that all of it is submitted. 
But if we are not satisfied with the backup to a certain figure, we 
keep on asking until we get enough to back it up. In other words, 
these figures are not pulled out of the air by the contractor, and we 
know this, and he knows that we know it, and we have been dealing 
together over a period of time and he knows what to expect we will 
want when he comes in and he will bring in this matérial to support 
his own projection. 

Mr. Mituier. Do you check those figures? 

Colonel THompson. Yes, sir. 
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Mr. Mititer. With your own—an independent check, or he know- 
ing what you want brings it in and you accept his worksheets as fact? 

Colonel THompson. I will say that we check it in considerable 
detail. But I think it can better be answered when I get to the 
specific contract example that we are talking about as to how we 
checked into those items or how we could check into any items of a 
like nature. Because different methods are used on the material 
element and subcontracting element, for example, than we would use 
on overhead. And again a different method is used on labor. But 
an illustration of that checking, I think, sir, you may be interested in. 
Because we try to check out every single thing in there that really 
makes any difference in the price. 

Naturally, his gyno papers are most important to us. His 
basis for it, and a great many of these are of a sound engineering 
nature and can Ky checked much easier than to be shy ten up origins ally 
by the Government, let’s say, because the chec king process is when 
we get into this area. 

Mr. Gavin. May I ask you, Colonel, how long it takes to negotiate 
on the price after you determined 

Colonel THompson. Never less than a week, I would say, on a 
sizable contract like this. I would like to ask Mr. Loofbourrow, who 
is here with me—Mr. Loofbourrow is in my office in Dayton and has 
been in airframe negotiations, let’s sav, for about 15 years. How 
long have you gone on some of these? A month? 

Mr. Loorsourrow. We have gone a month, or longer than a month. 

Mr. Gavin. Would you say a month would be average on the 
large-sized? 

Mr. Loorsovurrow. No, I would say an average would be a week 
and « half to two weeks. 

Mir. Gavin. The only point I am trying to prove is on the nego- 
tiation for the price and your prenegotiation on the price, it takes 
you a week and a half. 

Colonel THompson. Yes, sir. 

Mr. Gavin. But when it comes to renegotiation, it takes you about 
4 years to get it renegotiated. 

After they once get the progress payments and the money is 
moving into the corpcration. Then when it comes to renegotia- 
tion to get the determined price and settle up, it takes years. 

I wonder if the negotiators are here, these renegotiators are here. 

Mr. Hess. They will be here tomorrow morning. 

Mr. Gavin. They might profit by the example set by the pre- 
negotiators. 

Mr. Mriuier. Now you are down to prenegotiation. 

Mr. Hféserr. All right, Colonel. 

Colonel THompson. Besides having a good deal of policy and 
guidance, we have established in the Air Force a great many different 
controls, 

CONTROLS AND GUIDANCE 
l. Establishment of Pricing Staff Division: 
(a) Policy and uniformity of approach; 
(b) Evaluation; and 
(c) Training. 
2. Employment of qualified price analysts within buying elements. 
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3. Reviews: 
(a) Prenegotiation: 
(b) Procurement committee; 
(c) Manual approval; and 
(d) Post award. 
4. Training: 
(a) Basie, including accounting; 
(b) Policy interpretation and application—case method; 
(c) Negotiation techniques, advanced; and 
(d) Seminars, discussion of experiences. 

1 would like to discuss these individually and tell you just where 
they fit into this. 

In the first place, we have control over pricing. We have a staff 
division located in the Directorate of Procurement Production at 
Dayton. The Pricing Staff Division is responsible for the develop- 
ment of policy, guidance in pricing training and for overall review of 
the quality of the pricing job. That is their single purpose. This 
happens to be our office, the Pricing Staff Division. 

We have in the buying divisions and in the elements of the buying 
divisions qualified price analysts who are operating price analysts. 
These men are negotiators, physically dealing with the contractor 
as against the staff function which is performed by the same type 
people up in Pricing Staff Division. ‘These people look to us for staff 
service, surveillance, let’s say. 

They have the job to do and we look at the job they do and review 
it. In the area of review, assuming they have gone through this 
period of time necessary beforehand ‘and in the negotiation, prior to 
signing with that contractor—and in many cases prior to going too 
far in the negotiation—we want to look at these important airframe 
procurements. And every single one of them is of a size or complexity 
which requires it to be brought up to the top level of the Directorate 
of Procurement and Production at Headquarters, Air Materiel 
Command. 

General Baker, for example, who is the Director, and General 
Thurman, who is Chief of Procurement, physically attend these pre- 
negotiation briefings on all of these airframe negotiations. Besides 
which, we have our Deputy for Production and possibly General 
Baker’s deputy. We have interested staff officers and representatives 
from the Buying Division. 

At that time this negotiation team or its leader will give us a 
presentation on exactly what they propose to do in the case of this 
contractor and why. These prenegotiation reviews may extend in 
time. They may be fairly short, there may be fairly simple problems 
involved; they may be fairly extended, as to why we did this. 

At that time, all of the top people, the top minds in procure ment 
at Headquarters, AMC, get a chance to look at whether this is in 
fact a sound procurement, taking all of these things into consideration, 
or if there are any unsound elements in it to advise the negotiator 
that he should proceed to change and get that element out of the 
negotiation. 

Generally this is the best place we have for really cutting the length 
of the communications line down between the topman “who is re- 
sponsible for all this procurement and for this negotiator or negotiat- 
ing team who is engaged in spending anywhere from, oh, 50 or 100 
million dollars to $350 million worth of Government money in the 
case of 1 contract. 
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This is our top review prior to signoff with contractor. In the 
past year I believe we have reviewed something like $3% billion worth 
of contracts. That is a lot of money. It actually represented only 
about 35, 36 contracts, during that time, that is at this level {indicat- 
ing prenegotiation]. 

We are only speaking of airframes here. This filters down. All of 
this philosophy filters down to division level in the case of lesser dollar 
value contracts. I will cut it off with the airframe contracts, which I 
think in every instance, are of a size and complexity which do come up. 

The procurement committee is an organization at Headquarters, 
Air Materiel Command, consisting of the top experienced people in 
procurement that we can obtain. These people have had experience 
in buying and in all the areas of procurement over a period of time. 
They are the highest grade people in procurement. And in case of all 
contracts in excess of $350,000, which includes all of these airframe 
contracts which are much higher, they make a review prior to final 
approval. This is an after negotiation, after settlement of details, 
contract type of review. And after all the clauses are put into this 
contract, which by then is a complicated document, they go over the 
entire contract before sending that in for final approval. None of 
these contracts being valid until it is signed off by General Baker or 
one of his deputies. This committee advises the Director as to whether 
to sign or send it back to the buyer for corrections or whatever has to 
be done. 

This [indicating] is another review that is caught, though, before 
we have actually made a deal on these size contracts. I refer to 
manual approval. 

We also have postaward reviews, which are continuous at contrac- 
tor’s plants, where our administrative contracting officers are located 
and our auditors, reviewing how the contract is coming along and 
giving us information for possible future contracts, since this is a con- 
tinuing practice. 

Mr. Gavin. What grade does that personnel occupy? 

Colonel THompson. The top man in that committee is a 16. The 
others—some 15’s? 

General Baker. Yes, sir. 

Colonel THompson. General Baker, possibly you know exactly. 

General Baker. Two 15’s and one 14 and there may be a 13 in 
there. They are very senior people in our civil-service structure. 

Mr. Gavin. What is the base for a 13 to 15 or 16, do you know? 
Just approximately? 

General Baker. Yes, sir. 

Mr. Gavin. We just want to see what compensation these men are 
receiving. 

General Baker. The base for the 16 is $12,900; for the 15, $11,600; 
and for the 14, $10,300. 

Mr. Gavin. How many contracts, did you say, Colonel, you have 
let within recent times? It amounted to $350 million? 

General Baker. $3 billion. 

Colonel THompson. No, sir; $3% billion have been reviewed. 

Mr. Gavin. I meant to say $3 billion. 

Colonel THompson. Yes, sir. 


po 
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Mr. Gavin. And these are the men that make the final determina- 
tions? 

Colonel THompson. Mr. Gavin, there are two different reviews—one 
prior to negotiation with the contractor, which is at General Baker’s 
level, higher than this procurement committee. The one after the 
contract is written, negotiated and written with all of the clauses, 
legal clauses and so forth, all dressed up and ready to sign—that review 
is performed by this committee that we just mentioned, before General 
Baker signs off on it. 

In other words, we get a prelook and then we get a look after it is 
negotiated and ready to be signed. 

Mr. Gavin. I just merely wanted to call to the attention of the 
Secretary that these men have wide experience and qualifications and 
the salaries that they are receiving are certainly not commensurate 
with the importance of the decisions that they are reaching and the 
contracts they are making. Certainly | can’t see how you can retain 
that kind of personnel that are assuming these tremendous responsi- 
bilities, at the salaries that vou are paying them. 

Secretary SHARP. | agree with you. 

Mr. Gavin. We train them for a 3-year period as was pointed out 
here this morning, and certainly I can readily believe that men of this 
experience would have no difficulty going out someplace else and being 
paid a salary commensurate with the importance of the work they are 
doing. I just can’t see how you can get that kind of person. And it 
is very important, | think. 

Secretary SHarp. They certainly are very loyal personnel. I agree 
with you that I don’t think they are being paid commensurate with 
their responsibility. 

Colonel Toompson. I mentioned the importance of the people and 
the judgment factor and everything else. We heard some discussion 
before in the hearing on training. We do have many training courses 
for pricing people. Because there is basic training that is actually 
essential to doing this type of job. And we have basic training courses. 
And we have case method type courses, where discussions take place. 
On-the-job training is certainly the big and the most valuable way to 
pick this up--once a man has the background and experience to learn 
from on-the-job training, that is. We have advanced negotiation, 
technique-type courses, seminars, discussions and experiences. Semi- 
nars, it seems to me, pay us as much dividends as anything else. 
That is when we take pricing people from all over the country, from the 
various buying units, and bring them into one room, and they ask 
each other, ““What did you do and was it a good deal and why did you 
do it.”’ People will discuss deals they are not particularly proud of 
and, for example, what better way it could have been accomplished. 

In the airframe area all of our buying is done at Wright-Patterson. 
I mentioned all of these things. These men, before they get to nego- 
tiating airframes, must have gone through this type of training. And 
then the on-the-job training is the type of training which a man goes 
through for a period of many months and up to years before he is a 
skilled enough negotiator to handle a job like this, himself. 

That brings me down through policy and down to the example of 
the KC-97, Mr. Chairman. We can_ illustrate policies and 
applications. 
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Mr. H&épert. [ think it is 10 minutes to 4, Colonel, and you would 
hardly have time to present the specific case and answer the questions. 
So the committee will recess until tomorrow morning at 10 o'clock. 

Mr. Courtney. Mr. Chairman, will you make the announcement 
that the Renegotiation Board representatives will follow? 

Mr. H&éserr. The Renegotiation representatives will follow the 
Air Force. 

Mr. Nexson. Mr. Chairman, I would like to suggest that the 
Colonel has earned his eagles today. 

Mr. Héperrt. | think so, too. 

(Whereupon, at 3:50 p. m., the subcommittee adjourned to recon- 
vene at 10 a. m. the following day, Wednesday, March 21, 1956.) 
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WEDNESDAY, MARCH 21, 1956 


Hovst or REPRESENTATIVES, 
COMMITTEE ON ARMED SERVICES, 
SUBCOMMITTEE FOR SPECIAL INVESTIGATIONS, 
Washington, D. e. 

The subcommittee met at 10 a. m., Hon. F. Edward Hébert, chair- 
man of the subcommittee, presiding, and the following members 
present: Messrs. Hess, Gavin, Cunningham, Fisher, Bates, Nelson, 
and Miller. 

Mr. Héserr. The committee will come to order. 

Yesterday when the committee recessed, Colonel Thompson was 
giving us a briefing on the procedures of procurement by the Air 
Force. If you have been able to catch your breath, Colonel, you may 
continue this morning. , 

Colonel THompson. Thank you, Mr. Chairman. 

I believe we stated yesterday that we were using a contract for 
KC-97 type airplanes, contract with the Boeing Airplane Co., as a 
vehicle for demonstrating the way in which our policies are applied. 

Mr. Neuson. Is the KC—97 a tanker? 

Colonel THompson. The KC-—97 is a tanker airplane. It was 
developed from the C—-97, which was a cargo-type airframe. <A tanker 
is not exactly like cargo, but it is similar and we use cargo-type com- 
parative costs, and so forth. We will talk about “KC” there. 

When we receive the contractor’s cost proposal, which you remember 
is this book, the first thing we do is to brief down exactly what is in 
it by getting it down in more or less summary form. 

I have a list here which is more or less a table of contents of what 
will follow. 


IrTeEMs IN A TypicaL Cost AND Price PRopPosAL 


‘Direet productive material Tooling hours 

Purchased equipment Tooling rate 

Outside production (subcontracting) Tooling dollars 
Manufacturing direct labor hours Engineering overhead 
Manufacturing direct labor rate Manufacturing overhead 
Manufacturing direct labor dollars Total cost 

Production engineering hours Profit 

Production engineering rate Total cost 


Production engineering dollars 


Note.—In this instance administrative expense is allocated as a portion of both engineering and 
facturing overhead. 


manu- 

This shows direct productive labor, which is the manufacturing- 
type labor, which must be examined, which is the single big element, 
usually, in airframe contracts, to be analyzed. And we have the 
hours which must be approved, and the labor rates. 


74721—56——_99 2855 





2856 AIRCRAFT PRODUCTION COSTS AND PROFITS 


We have the manufacturing overhead, which is applied to direct 
productive labor. 

We have the general administrative expenses, which are the execu- 
tive salaries and home office types of expenses. 

We have our engineering labor and overhead, tooling labor over- 
head. We have our raw material, purchased parts, and subcontracted 
items. 

Some of those are very similar to each other. For example, one 
type of labor is analyzed just like another type. 

I have maybe simplified this example down to eliminate anything 
which would just be a duplication of procedure. 
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So I could start out by talking about our big, important element, 


g, 
which is direct production man-hours. 

This is the “learner’s curve,” that was used in the negotiation of 
the KC-97 airframe. 

The contractor had in process or had built close to 600 of these 
airframes. And we were negotiating a quantity of 262 follow-on. 

Now, you can see that this black line, labelled ‘“Actual,’’ which is 
the Boeing actual experience on previous contracts, more or less jumps 
around, but we have straightened it out by contract, until we have 
come down to the contract immediately preceding our 262, when the 
curve portion and the jagged portion of this “learner’s curve’’ is 
apparent. 
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Based on this experience, the contractor quoted for this quantity, 
this line right here (the last, solid line, step at the bottom of the 
actual line) which is slightly under the line (labeled “Industry aver- 
age’). This line was put on here by our cae as being the industry 
average for all recent cargo-type airframes, in man- -hours. 

In other w ords, there is a yardstick, to measure something against, 
in addition to the contractor’s own experience. 

You understand that when we have his experience, we project from 
that. But if his experience was high, let’s say, or low, we would never 
know it unless we had some kind of a yardstic ‘k to measure that 
against. So we put this industry average line on here, too. 

Now, he at this point here (the stepup—in the actual line after 
60 units) made an adjustment prior to his previous contract, a transfer 
of work out of one plant and consolidation in another. Possibly some 
changes in the airframe, too, at this time, which pulled the “learner’s 
curve” up. And this is on double log paper, we call it, which you 
know is the kind that goes 10, 100, and 1,000-type. So out in here 
(at right-hand side of chart) we are talking about large quantities with 
the small amount of space. But this makes possible a straight line 
projection, rather than curves. 

This line right here never got down to the industry average, but 
based on this new procurement it was projected that labor man- 
hours would be just about at industry average. 

We took this point here (actual at beginning of 231), and this 
point down here (actual at end of 314) as being actual ce 
and drew straight lines there and projected out the dotted line (for 
the 262) which was the Air Force estimate. 

This is about 5 percent, let’s say, difference between our estimate 
and his. The contract difference in this particular contract was about 
$800,000 of labor. Of course, when you negotiate labor, you are 
negotiating a lot more. Overhead is applied to labor. Many of the 
costs in overhead directly vary with labor. For example, payroll 
taxes and compensation insurance and labor benefits are identical to 
labor in the way they move around. Others are less variable and some 
of them are fixed. 

But it has a good deal of influence on many costs when we talk 
labor. But just in the Jabor element, that is about an $800,000 
difference. 

This was put into the price as a Government objective as far as 
labor was concerned. 

Having arrived at these man-hours—I believe I mentioned we had 
about 17 different charts on man-hours, different places of assembly, 
subassemblies, and all different kinds. In other words, this airplane 
is broken down into segments. This is the overall chart for the whole 
thing (on production labor), that we consolidated to test the entire 
airframe on the basis of the other 17. 

Having gotten man-hours we are concerned with the rate, the labor 
rate that is applied to labor hours, in order to get our dollars of cost. 

These rates are really projected from contractor’s history. The 
labor rates move on a more or less continuing curve—a moving 
average, let’s say. The older the labor (seniority) gets, the higher 
the rates are. That is longevity and experience and ungrading and 
so forth. 
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When you have an acceleration in schedule which requires a new 
hire of people to come in, those people come in at lower cost rates. 
Your analyst has to be familiar with many things to know what this 
rate is going to be, let’s say, out over the next 2 or 3 years. We get 
pretty good estimates on that. In the case of this contract we had 
many rates and it wouldn’t be significant to go into them particularly 
because they seem to us to be sound. We made no adjustment to 
rates. We did make adjustment to hours. We do make adjust- 
ments to rates generally, but it is not as common because it is pretty 
easy to see what the experience is. 

Mr. Courtney. Where does subcontracting fit into that projection? 

Colonel THomeson. This labor curve—correct me, Ben—is contrac- 
tor labor. 

Mr. Loorsourrow. Yes. 

Colonel Tuompson. Subcontracting curves would be taken up 
under individual subcontract analyses and we do have, in these types 
usually, some major subcontracts. For instance, wing panels and 
wing structure and fuselage. 

Mr. Courrnry. This is the contractor’s proposal? 

Colonel THompson. Yes. 

Mr. Courtney. For the work he plans to do himself? 

Colonel THompson. I want to check with Mr. Loofbourrow on that 
just a minute. This hasn’t been corrected for out of plant? 

Mr. Loorsourrow. No. 

Colonel THompson. It is contractor’s own man-hours. We some- 
times correct for that if it is significant and is needed in order to tie 
to this industry curve. But both curves are corrected for this same 
thing and then we can make this comparison. 

Mr. Netuson. Colonel, is this chart based on airframes that the 
manufacturer has already constructed? 

Colonel THompson. Back in this section (prior to the last quantity 
of 262); ves, sir. 

In this incentive-type contract we require some kind of experience. 

Now out in this area [indicating actual for first 10] this may have 
been a CPFF contract. I didn’t check back. But frequently we 
are not able to project to begin with. We would have no idea where 
these hours are falling and you need something to take off from on this 
curve and to show, kind of, the percentage that is going.. We use this 
line (industry average) really to make the curve reasonable. 
Sometimes (actual) curves will not follow (averages)—say this (industry 
average) is an 80 percent experience curve. If it is not following that, 
this type of chart will show it up and we can find out why and pull 
that (actual) down, or try to pullit down. 


MANUFACTURING OVERHEAD 


Costs: Indirect labor, labor fringe benefits, overtime premium, small tools and 
supplies, utilities, taxes, insurance, rent, depreciation, maintenance and repairs, 
services. 

1. Use of audit reports. 

2. Validity of projections: 

(a) Experienced costs. ; 
(b) Industry averages and ratios: Direct to indirect labor; fixed to 
semivariable expenses. 
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Specific costs are examined: 
(a) Reasonableness: Depreciation, rent. 
(b) Validity: Maintenance and repairs. 
(c) Approval: Overtime premium, insurance. 
(d) Are any costs nonrecurring? 

. Validity of base labor projection—reclassification of labor? 
5. Consistency of proration method. 

Propriety of base period. 

7. Rate equals expense divided by base. 

Having gotten through with labor hours, we take up manufacturing 
overhead, which is the burden that is applied to labor, which includes 
all his factory indirect charges, let’s say. I have listed several of them 
on this chart. It is not comple te by any means because there is no 
uniformity among contractors. These will appear in all of the con- 
tractors, but maybe by different names. 

Indirect labor is a tremendous item in here. These are the sweep- 
ers and maintenance people and various people who are not really 
direct workers on a contract, but are necessary to contract perform- 
ance. 

Labor fringe benefits is one I mentioned—sick leave, vacation pay, 
payroll taxes, compensation insurance, and many other factors, which 
are tied directly to labor rates. 

Overtime premium. That is the portion of overtime pay which 
costs more than regular labor rates. 

Small tools and supplies are big items. 

Utilities, taxes, insurance, rent, depreciation, maintenance and 
repairs, services, and so forth. Actually, you could go quite a spell. 
These are the major items I believe you will find in every proposal. 

We use as a basis for our manufacturing overhead our audit reports 
that are prepared by our Air Force auditors. Every one of these 
plants that we talk about in airframes has a staff located at that plant. 
And they give us regular reports and they give us special reports on 
the contract which we are negotiating. 

That takes—that starts with the contractor’s books and the auditor 
comments on the actual-cost experience of the contractor in the past, 
which is actually where an auditor works, in past experience, points 
out types of cost which should be questioned as being allocable to 
Government contracts, and comments on the labor base that is 
projected. 

Actually, the validity of the projection is what we are talking about. 
Experienced costs are a very good takeoff point. We must remember, 
though, that there is more to it than saying ‘‘this has been the experi- 
ence and, therefore, is what we will project.” In the case of a rising 
volume or a declining volume, this should not be true. Just the fact 
that there has been a cost incurred doesn’t answer our question, which 
is really, “should it have been incurred or should it be incurred in the 
future?” 

And a major function of price analysis is to control this type of 
overhead so that it doesn’t run away or get up high and stay there 
even when volume is breaking off. 

We use some ratios which we have developed and which have been 
developed by others, direct to indirect labor ratios and those types 
of things being used as tests. This is very valuable. Contractor 
experience is very valuable in this area. Because if we go back 3 or 
4 years, before volume got up, and saw what ratios were at that 
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point, we get down to that again and we can look back and say, 
“Well, you did this at one time and what is different now that we 
can’t get this same kind of a ratio?” 

What you want to do always is pull this overhead down. Over- 
head cost is necessary, but controllable to a large extent. 

Fixed expenses, such expenses as depreciation, taxes, insurance to 
& great extent; those are more or less fixed regardless of volume till 
you get to a point maybe you can cut out a whole plant and then 
maybe you can eliminate those. 

But semivariable type costs; a good example of that would be 
foremen’s wages, which are variable to a certain degree based on 
production type of labor but where a certain number is necessary, 
even though labor may fluctuate within that number. 

I think our first step in analysis of overhead would be to look at 
specific costs. I jotted down here 3 or 4 criteria that are asked of 
various costs, and examples of cost which this particularly applies to. 

All costs are looked at for reasonableness, as to whether the amount 
of the cost is reasonable. Depreciation and rent are very good 
examples of this. 

In other words, does this depreciation follow his income tax 
experience? Has he actually—has his actual depreciation over a 
period of vears been close to what his claimed depreciation for tax 
purposes is, or are buildings still in use and still usable even after 
depreciation may have run out? 

We followed Federal income-tax guides in the depreciation area, 
since they have had a great deal of experience in that. 

Mr. Courrney. In making vour analysis, do you use true deprecia- 
tion or the fixed depreciation rates of the Internal Revenue Service? 

Colonel THompson. The fixed depreciation rates of Internal 
Revenue Service are what we refer to as normal rates, which are the 
applicable rates to all types of equipment. When we get into that 
special equipment where Internal Revenue goes to very high rates 
because of certificates of necessity, you know, where they have the 
5-year chargeoff—when we get to that, we leave Internal Revenue. 
Because we are with them on the normal rates, but not on the 5-year 
chargeoff. On the 5-year chargeoff rates, we go in and establish 
what we call true depreciation. This is, as near as we can tell, 
depreciation which takes into account loss of econcmic usefulness 
as well as physical usefulness. 

This is higher than normal depreciation, which, let’s say, is just 
based on physical obsolescence. 

So we use true depreciation where our various boards, Army, Navy, 
or Air Force—we use each other’s rates in this area, by the way— 
wherever our boards have established true depreciation higher than 
normal, we use true depreciation. But we are not the same as 
Internal Revenue. That is our big variation. 

Mr. Courtney. Is it fair to say that vou use the Internal Revenue 
Service fixed rates? 

Colonel THompson. Yes, sir. 

Mr. Courtney. For different categories as a guide? 

Colonel THompson. Yes, sir. 

Mr. Courtney. Rather than as a control? 

Colonel Tuompson. Yes, sir, they are all used as a guide, Mr. 
Courtney. They are not controlling. We have no rule that you have 
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io use those rates, but customarily I believe they are used. They are 
a guide and customarily are used, 

Validity of the expense is questioned. Most of these places are 
where our auditors examine into the background behind the costs 
rather than what the book reflects. If you see the difference? For 
example, in maintenance and repairs, there is a tendency for items to 
creep in there which started out to be maintenance and wound up to 
be something on the order of a capital item. 

Where those capital items are contained in maintenance and repair 
accounts, Why we insist on only taking our depreciation on the item 
rather than the whole expense in 1 year. That is an example of 
where validity would be questioned. There may be others similar 
to that one. 

Certain types of costs that we have require specific approvals. 
Overtime premium is one which we have quite a control over at our 
local level. 

I believe I mentioned yesterday that in addition to our audit staff 
at the plants we have a plant resident officer who has working for him 
administrative contracting officer and cost analysts and quality con- 
trol people. 

The administrative contracting officer, who is a Government con. 
tracting officer at the local level for administration of the contract, 
is the man who gives this approval, see, as to whether or not overtime 
is required on this contract on a fixed basis or on a special basis to 
break a production bottleneck or whatever. He follows general 
policy. When there are circumstances where overtime goes beyond 
that he comes into our headquarters for his approval. 

In other words, he is limited as much as he can be in this overtime- 
premium area. 

Insurance programs of contractors are approved at Headquarters, 
Air Materiel Command, by our insurance office who looks over the 
entire program of insurance and approves it for Government contracts. 

Another type of cost, which we look for in a manufacturing expense, 
is the type of cost which is of a onetime nature. For instance, if in 
| year you have a big assessment of some nature which was a bona 
fide expense, but a onetime expense, you coulda’t project that year 
out the following year without eliminating this nonrecurring cost. 

Having gone into the various elements of cost and manufacturing 
expense—by the way, | have not included in here yet the sensitivity 
items which appear in general and administrative expense. I have 
another chart to go into those specifically. But having gotten into 
the types of cost and manufacturing expense, it is very important that 
we establish a valid base. 

The base as we mentioned is that amount of direct-labor hours or 
dollars upon which we apply manufacturing expense. 

The way that this is done: You take the manufacturing expense for 
a period, let’s say 1 year which is the normal accounting period, and 
you take the total direct labor for 1 year and you arrive at a percent- 
age. If there is $100 worth of manufacturing expense and $50 worth 
of labor, there is a 200 percent allocation of manufacturing expense. 
Based on every dollar of that $50 of labor you apply, you also pick 
up $2 worth of manufacturing expense and apply it to a contract. 

The base, therefore, that we establish for this year is a very impor- 
tant matter. Especially when we are projecting out a couple of years, 
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let’s say, in the future. So we go into all of the business which a 
contractor has based his estimate on, any other we may know about, 
and maybe adjust, because—even though it is not known at this time, 
we know there will be a pattern established based on past experience. 
And then we establish this rate, which then carries back to the con- 
tract and is applied against our labor hours that we have projected 
into this contract. 

There are many methods of proration. I don’t think it is necessary 
to go into all of them, but this method we use, let’s say of direct labor 
dollars, is a valid method providing it is used consistently. If you use 
that method on one contract, though, and you go to machine hours 
or some other base or proration at the same time in other contracts, 
you get a distortion of overhead, maybe an overproration or under- 
proration. So our auditors always look for consistency in this and 
any change in accounting method ts called to the negotiator’s attention 
or discussed with the contractor for its possible effect on price. 

The propriety of the base period ts of course looked at. It is simple, 
but we want our base period and our contract period to be the same. 
We don’t want to take overhead for one period and contract for another 
period and expect to get a fair price. 

Then the rate becomes as I said, the expense divided by the base. 

SUBCONTRACTING 

Review to determine that prime contractor used accepted Air Force policy and 
pricing procedures: 

1. Firm portion: 

(a) Smaller and simpler items; 

(b) Dependent on contractor’s buying method: 
(1) Check of contractor’s purchasing system; 
(2) Specific approvals of purchase orders. 

2. Estimated portion: 

(a) Individual review of all major items; similar to all basic pricing. 
(6) Use individual learning curves and average expectations 
(c) Use of competition. 
3. Test of total cost: 
(a) Experience on prior production. 
(6) Learners curve. 

In subcontracting—-I am leaving raw materials and purchased parts 
and that type of procurement for the moment because that is more 
routine than actual subcontracting is. The subcontracting I am 
talking about is production of components, let’s say, to manufacturer’s 
specifications. And this may range up to a fuselage, a wing or what- 
ever. 

In that case we are interested and we see that the prime follows 
with his subcontractors the pricing policies that we follow with him. 
And that is really what we shoot for when we go to review as to what 
he has done. 

Now there are many techniques that we use to check on con- 
tractors’ subcontracting. 

1. His purchasing system, itself, is looked at by our local people 
all the time and they sit in and they do approve these things at local 
level based on whether or not he is following techniques which the 
Air Force considers necessary. 

Of course, we review them. Where these large, major subcontracts 
are involved, we go through his work papers as to his own learner’s 
curve, for example, just like we look at ours. We want to see his, 
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how he applied it and why he did, what subcontract pricing and esti- 
mating data he used for backup. 

Mr. Courtney. This is all related to accounting, is it not, Colonel? 

Colonel THompson. There is a great deal of accounting in pricing. 
But in negotiation of contracts you go much further than pricing 
and I would say it is general business experience rather than any 
specialized type of experience necessary. We have—- 

Mr. Courtney. Well, do you consider production methods, for 
example? 

Colonel THompson. Yes, sir. We have the finest accounting talent 
available to us in our Air Force audit staff, which is a specialized 
accounting service. And we do use it in all these cases. But we have 
a team, actually, that is made up of other people in production, 
negotiation, and cost analysis, and estimating, which goes beyond 
audit. Accounting is wound up in here. When you explain these 
things and when you deal with a contractor, you are dealing really 
with an accounting statement. 

Mr. Neuson. Mr. Chairman. 

Mr. Heserr. Mr. Nelson. 

Mr. Neuson. This you are telling us about subcontractors goes on 
while the contract is being negotiated? In other words, you look into 
the proposed subcontractors while you are negotiating the contract? 

Colonel THompson. When we are negotiating a new contract we 
do have to consider subcontract structure, the proposed subcontract 
structure, and who subcontractors are; and in the case of this particu- 
lar example I have divided this into which ones of these are firm quotes 
and which are estimated types. In other words, we will have both 
types in an initial negotiation. 

Mr. Nrextson. But at the time you are negotiating a contract with 
the prime contractor, does he furnish you a list of proposed sub- 
contractors? 

Colonel THompson. I believe in all these major cases; yes. Now, 
there may not be the complete list of small items all the way down the 
line and we may not know exactly which ones in this area, for example, 
initially might be selected. But we will have a list of proposed major 
subcontractors and on a follow-on contract such as this probably a 
very complete list of the subcontractors who will be involved. 

Mr. Nexson. Well, what I am trying to get at is 

Colonel THompson. Yes, sir. 

Mr. Nenson. Is this procedure that you are explaining so well to 
us now one that you take while the contract is being negotiated or is it 
a check you make after the contract has been let and the airframes are 
being manufactured? 

General Baker. Sir, may I pick that one up? 

Mr. Newson. Sure. 

General BAkrER. We do both. Prior to the time and during the 
time of negotiation, we ask the contractor to submit to us those costs 
he intends to have as his subcontractor (or outside production costs), 
and that covers as a rule the majority of them. And this, of course, 
in effect is tentative, particularly in the cases where he is not yet firm 
in his contract. 

In the case of the KC-—97 it wouldn’t be tentative. But in a new 
aircraft it would be tentative. After we have completed the negotia- 
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tion he then starts to work with his contractors in accordance with the 
policy and the people he has already told us he is going to work with. 

We again review it after he has firmed up more or less on his sub- 
contract structure. 

Mr. Netson. Then what the colonel is now explaining to us is an 
actual check that was made before the KC—97 contract was negotiated? 

Colonel THompson. Yes, sir. 

General Baker. Yes, sir. 

Mr. Gavin. At that point, let me ask you: Does the prime con- 
tractor instruct the subcontractor that he wants competitive bidding— 
that he doesn’t block anybody out? And supposing the prime con- 
tractor just has certain subcontractors that maybe in his estimation 
feel are qualified and that they can handle the job, and that takes out 
of the picture everybody else who may be in a competitive business. 
Is everybody given an opportunity to bid on these jobs? On that 
theory, suppose a prime contractor says, ‘‘Well, here is a subcontractor, 
we will hand it to him.”’ Well, it is on a cost-plus basis and it makes 
no material difference to him. He could establish any kind of a price 
he wanted. 

I want to know whether or not these subcontractors are given a 
chance in competitive bidding or does the prime contractor just pick 
out one and hand it to him and then he can operate in any way that 
he feels fit, or does a prime contractor call in 4 or 5 that are in that 
specific field and say, ‘Here is a job we have to do, we want competi- 
tive bidding on this and let’s have your proposal,’ and nobody is 
blocked out. Everybody is given an opportunity to participate. 

General Baker. Sir, I would like to say first, of course, the fact 
that a contractor is under an incentive-type of contract, which in- 
cludes his subcontractors, will be a step toward forcing him in effect 
to pick out the contractor, that is subcontractor who can do the best 
job for him. 

Mr. Gavin. At the least cost. 

General Baker. At the least cost; yes, sir. 

However, in addition to this, one of the prime reasons for the Air 
Force examining our subcontract structure is to ascertain that the 
contractor has drawn competition insofar as he can with his sub- 
contractors. And I would like at this point to make a statement in 
connection with this, Mr. Gavin: That in one of our latest procure- 
ments, the B-52 at Wichita, which was negotiated with the Boeing 
people approximately a year and a half ago, we were able at that time 
for the first time to have the complete subcontract structure of the 
B-52 at Wichita placed on a competitive, a price competitive basis 
throughout the entire industry, and the individual companies that 
won those competitions were competing with at least 4, 5, or in many 
cases more, individual subcontractors in our industrial structure 
throughout the country. 

Mr. Gavin. As long as all the subcontractors that are qualified in a 
particular field have an opportunity to bid, that is what I am inter- 
ested in. 

General Baker. That is one of the major objectives of the review 
which I have just referred to. 

Colonel THompson. Thank you, General. 

Having gone through these other types of reviews, we still have 
this overall test which we do make of subcontracting and material, 
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which is very similar to this, and that is to take experience on these 
previous contracts of total subcontracted items, tie the same quan- 
tities to this contract, and apply a “learning curve” to it. Because 
all of these items are also subject to a “learning curve.”’ That overall 
test cleans up the individual elements that we may have looked at 
by making a test as to whether all of those add up to the right figure. 

Mr. Barns. Mr. Chairman. 

Mr. Hépert. Mr. Bates. 

Mr. Bares. Colonel, before you leave that point- 

Colonel THompson. Yes, sir. 

Mr. Bares. Will you tell us how you determine how much the 
contractor shall be paid for the work done by the subcontractor and 
how much profit he would be allowed on that particular work? 

Colonel THompson. The subcontractor’s price to the prime be- 
comes a part of the prime’s cost. 

Now I have a card in here on profit generally which includes that. 
I would rather wait until then, but if you would like it now we could 
take—— 

Mr. Bares. Be glad to wait. 

Colonel THomrson. Thank you, sir. 


MATERIAL 
Analysis of bill of material: 
(a) Validity of requirement; 
(b) Prices, competition? Any substantial variations? 
Application of factors: 
(a) Potential increases or decreases; 
(b) Serap and obsolescence factors. 
3. Test of total cost: 
(a) Experience on prior production; 
(b) Learners curve. 

In the area of materiel, purchased parts and that type of thing, we 
work generally from a bill of materials, which we analyze for require 
ments. This bill of materials may include the subcontracted parts 
as well as this raw material. This simplification of just using sub- 
contracting and material you understand does sometimes break down 
into 5 or 6 different categories, such as metals, raw materials, pur- 
chased parts, and other things. 

The validity of the requirement is a very important check which 
our production people make, at plant level, on this bill of materials. 

The prices of the bill of material itself which the contractor presents 
are checked for competition, for variations with previous experience, 
and the application of the contractor of any factors to his bill of 
materials. 

As you know, you take an exact bill of materials and you do have 
usage which varies from those exact quantities by spoilage or obsoles- 
cence or whatever. Factors must be reasonable, with relation to 
contractor’s experience and in relation to other people in the industry. 

Then we have the test of total costs which we do apply to material. 
- test is in terms of experience on prior production and the effect 
of a “learner’s curve.”’ This “learner’s curve” is flatter than on 
ba but there is a definite pattern. I would say a 95 percent curve 
is generally accepted in the industry based on experience. We 
follow that. As it moves or changes, why, we test our latest procure- 
ments against later averages. I am not discussing other types of 
labor and overhead such as engineering and tooling ‘and their related 
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overhead accounts since the procedures would be similar to what we 
used on production labor which is the large single element of labor in 
a contract. 

ADMINISTRATIVE EXPENSE 

All projections subjected to tests of reasonableness and propriety; audit reports 
one basis for decision. 

Method of proration—consistency, validity of projected base. 

Specific items of cost: 

1. Contributions: Not considered appropriate to Government contracts. 

2. Dues to industrial organizations: Acceptable. 

3. Bonuses: Cannot be profit sharing. 

4. Selling expenses: Contract administration acceptable; commercial sales 
expense not allocable. 

5. Executive salaries: Acceptance. 

6. Advertising: Help wanted and trade journal, O. K.; commercial or 
national advertising not acceptable. 

7. Entertainment: Not acceptable. 

8. General research: Portion acceptable, dependent upon approval of 
projects. 

Administrative expense contains those accounts which are at cor- 
porate level or home office level. They include salaries, office salaries, 
executive salaries, accounting expenses, selling expenses, advertising, 
contributions, legal and auditing expenses—expenses of that type 
generally. 

I have selected in this administrative expense the items which appear 
to be brought up in your hearings, up until this time, as being the 
pertinent ones to talk about. There are many of these others such as 
legal and auditing, for example, which do not seem to present any 
special problem. ‘They are very easy for our auditors to check. 

I would like to talk to you about how the Air Force looks at these 
particular elements of cost. 

In the first place, we are dealing with a projection, an estimate of 
the contractor, and all of the costs are subject to test for reasonable- 
ness, even though they may be very good costs, such as salaries and 
accounting expenses and so forth. 

The reasonableness of total cost in relation to your production work- 
load in the plant must be looked at. That is very important, because 
there is more money and difference in price in those areas frequently 
than there is in any one element of costs. We use an audit report in 
every instance as our basis for our analysis of administrative expenses. 

The evaluation of methods of proration and consistency of applica- 
tion, and validity of base, is similar to our treatment of manufacturing 
overhead. Different bases are used, but procedures are more or less 
the same. 

In the area of specific items of cost, when we get our audit report on 
the contractor’s submission, there may be an item in there for con- 
tributions to charitable organizations, and so forth. The Air Force 
eliminates that expense from its projection of overhead, of administra- 
tive expense or overhead for application to our contract, as not being 
pertinent to our total price. 

Dues to industrial organizations, trade organizations, we accept as 
being necessary and proper. 

In the case of bonuses based on profit-sharing or any profit-sharing 
formula dependent upon profit: We eliminate that at this time from 
our consideration on price. 

In the case of the contract in question—I have some figures here 
on some of these costs, in case you are interested in them. 
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The contract was negotiated about a year ago. Prior to that 
time we had been accepting bonuses and we accepted in this contract 
slightly over $200,000, and we eliminated about $264,000 for the 
projection in the future—1955 and forward. 

Contributions: There were 

Mr. Hépert. Colonel, you say you accepted $200,000 and elimi- 
nated $264,000? 

Colonel THompson. Yes, sir. 

Mr. Héperr. What is the reason of the acceptance and the elimi- 
nation? 

Colonel THompson. The Air Force policy on bonuses was developed 
about January 1, 1955; as to where these bonuses were shown to be 
profit-sharing we would not accept them in our contracts. However, 
when we had let contracts with this contractor and with others. 
they had gone into these contracts without that sort of a policy stated 
by the Air Force. So at the date our policy was established—-we use 
that as a cut-off point. From that point on they are not allowable. 
From there back we were honoring our existing commitments. 

Mr. Héperv. In other words, the Air Force changed its policy? 

Colonel THompson. Yes, sir. 

Mr. Hérert. As far as incentive bonuses were allowable? 

Colonel THompson. Yes, sir. 

Mr. Hésert. What was the reason for that change? Can you 
answer that, Mr. Secretary? j 

Secretary SHarp. I can’t answer that because I wasn’t here at the 
time the change came into effect. 

Mr. GoupEN. I can. 

Secretary SHarp. Would you mind? 

Mr. Gotpen. No. There is a little bit of history on it. In about 
October 1954, one of the aircraft companies came into the Secretary’s 
Office complaining that its bonus plan, which it had just inaugurated, 
had been disallowed by the Air Materiel Command. That is General 
Baker’s office. 

The Air Materiel Command had reviewed the proposed bonus plan 
of this contractor and decided (1) that it was unreasonable, and (2) 
that, while the Air Materiel Command had been allowing bonus plans 
based on profit sharing in a few instances, it looked like a major review 
was necessary of that principle. 

Actually, in the aircraft industry there had been 3 or 4 companies 
that had been allowed bonus plans based upon profit sharing. 

The matter was reviewed very carefully in the Secretary’s Office, 
by the then Assistant Secretary with the Secretary, and a decision 
made to disallow the proposal of this manufacturer. 

The decision was based on the thinking that actually a distribution 
of profits was involved. We felt that we negotiated a profit with the 
contractor in his contract. We also gave him an opportunity to make 
more money if he could reduce costs. This is our policy. * We then 
felt that, if he adopted techniques which encouraged his people to 
reduce costs and to make more than the target profit established in 
the contract, he was doing something primarily for himself. If he 
made more profit—we did not feel it would be proper for him to come 
in and then say, “I made more profit. [| have this profit-sharing plan. 
I am going to distribute some of the profit among my employees, both 
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supervisory and executive e. I should be reimbursed for the amount 
of profit so distributed.” 

In essence, we felt that it was a distribution of profits which he 
had earned and which we were perfectly willing for him to earn and 
distribute among his employees. We consider, however, he should 
not ask for reimbursement therefor as a cost. 

There has been some misconception about our position. We are 
not against profit sharing as such. We believe in many cases it is a 
good thing and that it can induce management and supervisory 
personnel to reduce costs. 

We do feel, however, that, when contractors come in to us for 
reimbursement of that distribution of profits, they have gone too far. 
Our position since January 1, 1955, has been that we would not allow 
bonuses based upon profit sharing. 

Mr. Hfiperr. Well, it never occurred to you before that the bonuses 
were paid out of profits, or rather were being charged against the cost 
of the aircraft? 

Mr. Gotprn. No. Actually, until that time the then Assistant 
Secretary who made this decision was not aware that there were these 
few cases in the Air Materiel Command where this has been allowed. 

We did find subsequent history—in fairness to the Air Materiel 
Command—where a particular case had been considered back in about 
1949 or 1950 and a decision had been made to allow it. But we were 
making a major review. Profit sharing, while it had been in effect 
in some companies for over 30 years, was just beginning to take hold 
after World War II in our industry, and the plans that had been 
allowed were very fresh, some of them in 1948 and 1949. 

We reviewed one case and found that the profit-sharing plan— 
and some of it is understandable because of increase in volume— 
distributed about $180,000 in the first year of its inauguration and § 
years later was distributing $4 million. 

Mr. Héperr. An aircraft company was doing that? 

Mr. GoupeENn. Yes. 

Mr. Hésertr. In other words, they shocked the Department into 

realization of what was going on? 

Mr. GotpEN. Well, I think that may be overstating it, but we 
felt that we should take a real hard look. We felt this was very 
important. Where you have an industry that is 99 percent Govern- 
ment business, you don’t have the pressure that stockholders usually 
have on management to keep such things fair and reasonable. 

If a company was predominantly commercial, a lot of it would 
come out of his commercial business and commercial profits and that 
would exert a pressure on how much they would take out in the form 
of profit sharing. 

Where you have a company with 99 percent Government business 
it is no loss to stockholders if a profit-sharing bonus is declared for 
$5 million. The stockholders don’t lose if the Air Force turns right 
around and pays that back to them. So, there is no pressure that 
stockholders care to exert if it doesn’t come out of any earnings that 
they might get by way of distribution of dividends. 

Mr. Hénert. What was the name of this company? 

Mr. Gotpen. The particular company that caused this review was 
Lockheed Aircraft, which inaugurated a plan, I believe, in 1953, but 
came to us in October of 1954, and made a sincere plea for allowance. 
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I want to point this out: There is a great difference of opinion within 
the Department of Defense as to the allowability of this item; it is a 
healthy difference of opinion and, I am sure, a sincere one. But 
looking at the industry we deal with, the Secretary of the Air Force 
felt that we would prefer to negotiate a contract profit, make him 
earn it. Thereafter, if he wants to reward management for a good job 
done, let him take it out of profit rather than seek reimbursement 
again from us. 

Mr. Hépert. Well, here, I want to point to you that Lockheed is 
the lowest of all the aircraft companies with Government business, 
only 76.7. Its total salary was $820,675, and the bonus was $77 ,547— 
$77,547, which is the lowest of all the aircraft companies, with the 
exception of the Glenn Martin Co. 

Mr. Hess. Proportionately it is more. 

Mr. GoupEen. May I address myself to that, Mr. Chairman? It 
is a very pertinent point. In its submission to us Lockheed very 
fairly and properly told us they were just starting this policy and were 
expecting to expand it. This has been the history of these profit- 
sharing policies. They start out on a very modest basis. We have 
noticed that they will start with a few people receiving the distribu- 
tion, but gradually expand to the point where it assumes the propor- 
tions that I spoke about. 

Mr. H&éBerr. Yes, I understood you to say the amount was such a 
figure that it directed your attention, focused your attention on it. 

Mr. GoupENn, Oh, yes. 

Mr. Héperr. As a matter of fact, from the record we have before 
us, it shows they only paid $77,000 bonus as compared to North 
American, who paid $399,000. 

Mr. Go.upeNn, Yes; I can explain that, Mr. Chairman. 

Mr. H&éserr. I wish you would. 

Mr. GotpEeN. When I said the Air Materiel Command decided to 
disallow it for two reasons, one of which was unreasonableness, AMC 
was looking at the particular bonus allowed to the particular indi- 
vidual. In other words, they looked at the salary that a particular 
officer was getting and then looked at the additional distribution of 
profits given, intended to be given to him as bonus, and the unreason- 
ableness was in relation to a particular individual’s reward. 

Mr. Héserr. Well, now, the president of that company received a 
salary of $125,928 and no bonus. Lockheed I am still addressing 
myself to. 

Mr. GoupvENn. Yes. 

Mr. Hésert. Which brought this to your attention? 

Mr. Go.peNn. That is correct. 

Mr. Hésert. How do you reconcile your statement with the facts? 

Mr. GoupeENn. I am sure we can show you, by running down the 
few individuals that were to be the recipients of this bonus in the 
Lockheed case, that we found a consistently higher rate, for example, 
of pay to officers than in many other companies. Adding to it the 
bonus allowance, the Air Materiel Command determined that in their 
mind the sum of the two was unreasonable. 

Mr. H&sert. Still in the case of North American, the chairman of 
the board received $150,000 and a bonus of $114,000? 

Mr. GoupEn. Yes, sir. 

Mr. Hésert, And that didn’t shock the Department? 
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Mr. Goupen. I won’t use the word “shock,” but it is one ef the 
cases that was reviewed by us as a result of this particular practice 
coming to our attention. 

Mr. Héserr. | recognize that. But what I am trying to get at: 
At what time was the Department so shocked—and you pointed out 
Lockheed. Lockheed had no chairman of the board and yet you were 
allowing a bonus payment to North American——— 

Mr. Gotpren. Mr. Chairman, Lockheed brought this to our atten- 
tion in terms of the principle. They asked us to approve their plan 
and to overrule the Air Materiel Command. It was the Division 
plans only, which Lockheed was then submitting. The corporate 
plan for officers of the corporation was established about 1 year after 
the division plans. When we looked at that, | remember very clearly 
we called in the Air Materiel Command and requested them to tell 
us what their practice had been in negotiating this G. and A. expense, 
that Colonel Thompson has been talking about. 

They came in and made a presentation to us. They showed us 3 
or 4 other aircraft manufacturers that had these plans who had sought 
reimbursement and were getting it. That caused us to know about 
North American and 1 or 2 others. 

We do find in the industry, for example, and it was reported to this 
committee, that there are a number of aircraft companies and other 
large companies who have profit-sharing plans who have never 
requested us to reimburse them for this. 

So within the industry, itself, there has been a difference of ap- 
proach. 

Mr. Héperr. It is still very interesting to the committee, I think, 
that these other huge amounts were allowed and Lockheed comes in 
apparently an innocent victim—and asks for a ruling, whereas the 
practice had been allowed. You said one company jumped from 
$100,000 to $4 million? 

Mr. GoLpren. Yes, sir. 

Mr. Hénerr. Which company was that? 

Mr. GoLpren. It was $180,000, I believe, to $4 million. And I] want 
to make it clear there were more people who shared in the distribution 
of profits. 

Mr. Hénerr. That is all right. Which company was it? 

Mr. Gouipen. | believe there were about 5,000 people who shared 
in the distribution. 

Mr. Gavin. What is the name of the company? 

Mr. Goupren. The Boeing Co. 

Mr. Héserr. The Boeing Co.? 

Mr. Goipen. Yes. 

Mr. Héserr. And nothing was said about that? 

Mr. Gouipren. This is the point lam making. When this Lockheed 
case triggered our review of it, we asked for a complete presentation on 
the practices of the Air Materiel Command. Frankly, the Air Ma- 
teriel Command wanted a review, and made a presentation as re- 
quested. The practice was not widespread up to that time, but it 
had reached the point where review was necessary. Our decision was 
that profit-sharing bonuses should not be reimbursed as a cost. 

Mr Chairman, Air Materiel Command had been paying the bonuses 
based on profit-sharing in the past for a few companies. 

Mr. Héserr. The committee is to understand that as of January 
1, 1955 
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Mr. Bares. A year and 3 months ago? 

Mr. Goupen. A year and 3 months ago. 

Mr. Héserr. Yes. That the Air Force will not allow any incentive 
bonuses chargeable to the contract? 

Mr. GoupEN. Bonuses based on profit sharing. 

Mr. Courtney. Yes. 

Mr. GoupENn. I| might say in fairness that there was a difference of 
opinion among the services on this and, through our normal channels 
this matter is being considered in the Assistant Secretary of Defense’s 
Office. 

Mr. Héserr. I hope we get a little unification along the line 
somewhere. 

Mr. Goupen. I think it would be well to have it, because we should 
not be disallowing it and the Navy allowing it. We are waiting for a 
decision on that from the Assistant Secretary of Defense. 

Mr. Héperr. Probably the Defense Department will want to put 
another layer on the cake and name a new Secretary in charge of 
bonuses over there. 

Mr. Héperr. Mr. Gavin. 

Mr. Gavin. You say there is a difference of opinion over there? 

Mr. Goupen. Yes, sir. 

Mr. Gavin. In view of the fact vou have already established a 
policy which seems to be satisfactory, where is the difference of 
opinion? 

Who in the Department has a difference of opinion on it? 

Mr. Goutpen. No one in the Air Force. There is no difference of 
opinion within the Air Force. The Navy has been approaching the 
question of profit-sharing bonuses differently. We know our differ- 
ences. We have asked for a resolution of it by the Assistant Seere- 
tary of Defense. That is our usual channel for resolution of these 
differences. 

Mr. Gavin: May I ask that the chairman be advised in the event 
there is any change in your policy that has been already estab- 
lished 

Mr. Goupen. In our Air Force policy, sir? 

Mr. Gavin. Yes; that is right. And I think the Navy’s policy, 
too, if they make any changes, that we ought to be advised. | think 
the policy that you have determined upon is a correct one and it 
should be maintained. When you said there is a difference of opin- 
ion over there, I just wondered how strong that difference of opinion 
would be, that they may change the already established policy. 

Let me ask you this question: What is the reaction from the con- 
tractor since you adopted this policy? 

Mr. Gotpen. Well, of course, we have some contractors who have 
never asked for it and have no problem with such contractors. 

There is a very sincere difference of opinion on the part of those to 
whom we have allowed it before. It is natural. 

Mr. Gavin. It would be. 

Mr. GotpEn. We respect their opinions on this. 

So far we have been able on contracts since January 1, 1955, to 
negotiate out of the general and administrative expense amounts 
representing profit-sharing bonuses. 

Mr. Gavin. I think it is all right if they take and pay bonuses 
out of the profits that are accrued, but when they take and pay 

74721—56——100 
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bonuses out of the actual production of the Air Force on a cost-plus 
basis on which the Government is operating, then there is a doubt 
in my mind that that is the logical answer to that bonus system. 

Let them take it out of the profits that accrue to them after all 
determination has been made on the cost of the plane and its settle- 
ment, renegotiation has been established. Then if they want to pay 
profits, | think—pay bonuses, I think it is entirely up to them. 

Secretary SHarp. Mr. Chairman. 

Mr. H&éperr. Mr. Secretary. 

Secretary Suarp. [ might say that one of the bases of a difference 
of opinion, which I personally do not agree with, but it is a reasonable 
form of logic, is that in some cases where the business is almost 
entirely with the Government, the profits are an indication of how 
efficient the company is in working for the Government. 

The way they make more profits is to increase their efficiency and 
lower the Government’s cost. And, therefore, we should put no 
block in the way of the top management receiving bonuses based on 
profits. 

I think that is the other side of the coin. I think that is the thinking 
of the people who advocate our allowing those bonuses. 

There may be some reason in that. I personally do not believe 
that that is the proper way to do it. 

Mr. Héserr. Of course the thing that intrigues me at the moment 
is the fact that matter came to the attention of the Air Force or it 
made its decision as of January 1, 1955, and here is a year and 3 
months have elapsed and the Defense Department under the pious 
practice of unification, hasn’t come to a decision yet. It probably 
takes its place alongside the Renegotiation Board for settling these 
matters. 

Secretary Suarp. It isa very difficult problem to resolve apparently 
because there is this difference of opinion on what gives the Govern- 
ment ultimately the cheapest aircraft. 

Mr. Hérerr. It must be a terribly perplexing and complex 
problem for the brains of the Defense Department, if they can’t 
resolve it in a year and 3 months. It must be a terribly complex 
thing. I am sure it is a weighty matter that they are taking a year 
and 3 months and haven’t come up with an answer yet. 

Mr. Miller? 

Mr. Minuier. Mr. Secretary, where these bonuses are paid to a 
great number of people, [ think you said, did any of that seep down 
to the subcontractors under the prime contract, to their supervisory 
and executive people? 

Mr. GoupEN. Not, of course, directly from the prime contractor, 
but I am sure some of our large subcontractors also have bonus plans 
of varying kinds. 

Mr. Miuurer. I was just wondering how valuable these bonuses 
were if they were kept to the prime contractors, because the men 
that actually hammer the metal and put the airframes together and 
do the work in the plants of the subcontractors are the ones that can 
go to make for the efficiency of operation. 

Mr. Goupen. Well, I think the major effort, sir, is in the prime 
contractor, particularly in the airframe business, where subcontract- 
ing might run 30 percent of the effort. But there are large subcon- 
tractors with whom we have the same problem. In some cases they 
are our primes. In other contracts they are subcontractors. 
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Mr. Miller. Whether it is a large subcontract or a small subcon- 
tract, it is an integral part of the plane. 

Mr. GoupEn. Yes, sir. 

Mr. Miuuer. And bears an integral part of the cost of the plane. 
[ just wondered whether any consideration was given to those people 
when you talk about this efficiency. If you had an inefficient sub- 
contractor, certainly the prime contractor could come in and say, 
“This little gadget costs so much,”’ when it perhaps should only cost 
half that much, and there wouldn’t be a lot of efficiency, would there? 

Mr. Goupen. That is right. 

Secretary SHarp. The same principles would apply to both. 

Mr. Héperr. Mr. Hess. 

Mr. Hess. This change, then, that went into effect on the Ist of 
January 1955, in no way affects the incentive payments under the 
contract? 

Mr. GoupeEn. No, sir. 

Mr. Hess. So that the incentive payments in the event that the 
cost per unit is reduced, they receive an incentive payment which is 
part of their profit, which increases their profit. 

If the company wants to pay some of those incentive payments 
which they have earned, as bonuses to their personnel, they have a 
right to do that. And of course it is taken out of profits and not 
charged up to the Government. 

Mr. Goutpren,. No objection and no basis for objection on our part. 

Mr. H&éperr. Mr. Nelson. 

Mr. Netson. How much business does the Air Force do with North 
American? Is North American exclusively Air Force? 

Mr. Goutpen. No, Navy as well. 

Mr. Nexson. Navy and Air Force? 

Mr. GoLpEn. Yes. 

Mr. Netson. Well for 1955 they showed bonus payments to North 
American of $399,000. Now that is after the Air Force adopted that 
policy. 

(Secretary Sharp nods.) 

Mr. Netson. Were those bonus payments made under existing 
contract? 

Mr. Goupen. I think I might be able to explain that in this way. 

When we examined some of these arrangements that had been 
made under contracts entered into before we announced our policy, 
we found the companies being reimbursed in several ways. In some 
cases bonus payments made for the year 1954 would be estimated and 
actually put in the general and administrative expense for 1954 for 
contract purposes. 

Now, in the case of North American, its practice had been in the 
past to determine the amount of the bonus, for example, on the basis 
of profits earned in the year 1954, and to pay it to their people in 1954 
and subsequent years. They might give them 25 percent in 1954, 
25 percent in 1955, and so forth. For ease in contract administration 
we agreed to pick up the amount of the 1954 bonus as a cost in con- 
tract pricing during 1955. 

Mr. Netson. So that the bonus—— 

Mr. Gotpen. Where we had made a deal in previous years, we 
thought it would be fair to maintain the integrity of that deal. 
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Mr. Nexson. It is your opinion that the $399,000 paid in bonuses 
by North American was paid out of 1954 business? 

Mr. Gotpen. It probably was paid out of 1954 business and prior 
years’ business insofar as Air Force contracts are involved. 

Mr. Neuson. And was not paid under a 1955 contract with the 
Air Force? 

Mr. GoupeNn. That is right. Any profit-sharing bonus for 1955 
would not be allowed in 1955 contracts. 

Mr. Netson. As I understand the policy of the Air Force—and | 
want to get this clear because I think it is important—the Air Force 
now feels that it is a far greater incentive for an executive to do a good 
job to earn the profit first and then take his share of it rather than it 
is to guarantee him a share of the profits in a Government contract? 

Secretary SHarp. That is correct. 

Mr. GotpEeNn. Well, that is one way of stating it. 

Mr. Netson. Is that a correct way of stating it? 

Mr. Go.LpEN. Yes, sir. 

Mr. Bares. Mr. Chairman. 

Mr. Héserr. Mr. Bates. 

Mr. Bares. What sort of profit-sharing bonuses, that is, nen- 
profit-sharing bonuses do you permit? 

Mr. Gotpen. Colonel Thompson has a very good illustration of 
one with Beach Aircraft, and I might let him tell you about it. He 
reviewed it personally. 

Mr. Bares. I would just like to know the difference. 

Colonel THompson. Yes, sir; the Beach Aircraft bonus is based on 
production efficiency. They have a bonus plan which is applicable 
to all of their machinists. Actually it is in two sections, and is also 
applicable to all supervisory personnel based on effort at the machinist 
level. The unit used is production per man-hour. They have a 
norm, set at what a good average production per man-hour should be. 
Any excess production over that norm accrues to machinists in the 
form of a bonus and to all supervisory personnel based on that same 
formula. 

Mr. Bares. It is like the old B hour? 

Colonel THompson. Yes, sir. 

Mr. Bares. They used to call it the B hour—capital B, or anything. 

Colonel Tuomrson. Mr. Bates, I think the test really that we made 
there is going back over Beach’s experience over prior years 
actually in 2 years where they had shown losses, is that this bonus 
formula worked right along just like it did in profitable years. 

Mr. Bares. But that is predicated on efficiency? 

Colonel THompson. On efficiency, ves, sir. 

Mr. Gotpen. That is right. 

Mr. Bares. Your incentive contract is predicated upom incentive? 

Colonel THompson. Yes, sir. 

Mr. Bares. And efficiency? 

Colonel THompson. Yes, sir. 

Mr. Bares. So you are paying them in this instance for efficiency 
whereas you deny it under the profit sharing which is also, I suspect 
at least that is what they say, it contributes to efficiency. It seems 
to me it is six in one and half a dozen in the other. I don’t see a bit 
of difference between those two things. 

Secretary SHarp. There definitely are arguments on both sides. 
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Mr. Bares. Let’s turn the coin over. Just another minute, Mr. 
Chairman. I think we certainly ought to get into that further, 
because I see no difference whatsoever. 

Let’s say these executives—comparing their salaries with other 
companies—decide, ‘“‘Well, we are not going to have this bonus any 
more on this particular type.’’ So instead of getting paid $75,000 
and $25,000 in bonus, we are going to make it $100,000. That is 
going to be salary. What would you say then? Is that too much 
money? 

Mr. GoupeEN. I would say this. There is a difference between, for 
example, stockholders or management of a company agreeing that 
an Official is worth so much and binding the company to pay him 
whether the company makes or loses money, and a company at the 
end of the year looking over its profit situation and saying, ‘‘We did 
real well; this vear instead of $4 million distribution, we will make it 
$10 million. You stockholders aren’t going to lose by it because we 
are going to get it from the Air Force.” 

Mr. Bares. Sure. 

Mr. Goupen. I think there is quite a difference between a company 
accepting a liability, an obligation to pay salaries, right from the very 
beginning as against taking a look at it afterward and deciding this 
vear it will be $5 million and next year it will be 7, and next year 
it will be 10. The point is, we have little control over this kind of a 
situation. 

Mr. Bates. Under this deal right here the Government pays, on 
the profit sharing. They pay the bonus. 

Mr. Gotpren. Which deal are you talking about? 

Mr. Bares. Under the one which you indicate is not allowed here. 
The Government pays that money; doesn’t it? 

Mr. Gotpen. No. The Government pays a profit for the work 
done. If the fellow does a better job and makes more profit, he keeps 
it. 

Mr. Bates. Let’s go back prior to 1955. The Government used 
to pay for these bonuses? 

Mr. GoupeENn. Yes. 

Mr. Bares. All right. What is the difference between that or 
them increasing the salary from $75,000 to $100,000? Uncle Sam 
pays. 

Mr. Goupen. There is a great difference. In the first place, I 
think production efficiency is related to and measured by actual 
efficiency in performance of the contract. I don’t think we can ever 
pinpoint that the profit distributed is necessarily based on efficiency. 
It might be based on increased volume of business. In fact, it could 
be that a manufacturer, who has not produced efficiently for a particu- 
lar year, could still, out of any profits earned, distribute bonuses based 
on profits. 

Mr. Bates. Under both circumstances, Uncle picks up the check. 

Mr. Goutpen. He might pick it up twice in one case. 

Mr. Bares. If you eliminate these bonuses here, you will find all 
of these salaries go up. Because it is exactly the same thing and 
Uncle is paying it all the way. 

Mr. Hfésert. Members of the committee, we will have to recess 
now. There will be about four rollcalls. The committee has to go to 
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to the floor now. I understand there will be about four rollealls this 
morning. So we will have to recess until 2 o’clock. 
(Whereupon, at 11:15 a. m., the subcommittee recessed until 2 p. m., 
the same day.) 
AFTERNOON SESSION 


Mr. Hépert. (Also present: Messrs. Hess, Bates, and Nelson. 
The committee will come to order. 

Colonel Thompson, you were explaining. You may continue. 

Colonel THompson. Thank you. This brings us down to the item 
of selling expenses, which falls within administrative expense pool. 

This account may contain items of cost which pertain to contract 
administration. It frequently does. Those types of expenses are 
acceptable in Air Force pricing. Other types of sales expense 
commercial type, commercial sales expense—are not considered 
allocable to Government contracts and are deleted from the price 
analysis, the Government objective. 

Mr. Héperr. Mr. Hess. 

Mr. Hess. Colonel, just let me ask one question there. 

Mr. Héperr. He should be a general. 

Mr. Hess. I received in the mail this morning the first edition or 
first copy of a monthly publication, I presume, put out by the new 
Air Force Academy. 

Colonel THompson. Yes, sir. 

Mr. Hess. I note there are quite a number of advertisements in 
there of aircraft companies. Would those be allowable items of 
expense on these Government contracts? 

Colonel THompson. They should not be. Our policy is to throw 
them out. I don’t know that in all cases they do get them out, but 
I am told by our auditors that they do screen carefully for those 
types of publications as well as commercial publications. 

Mr. Hépert. What was this publication? 

Mr. Hess. The Talon. 

Mr. Hésert. It is the first Air Force Academy publication? 

Mr. Hess. That is right. 

Mr. Héperr. In accepting manufacturing ads? 

Mr. Hess. That is right. 

Mr. Hésert. Mr. Courtney, I think the committee would want to 
look into that matter and see how those ads were obtained. We in- 
vestigated West Point and stopped them from doing the same thing 
in the football program. General Marshall, at the time he was 
Secretary of the Defense Department, stopped it. I think it was a 
very unhealthy situation, if the services go out and get these adver- 
tisements to support these magazines. Because it was testified here 
only the day before yesterday by the Navy, that in effect they sub- 
sidize the trade magazines with advertising. 

Mr. Gotpen. Mr. Chairman, I think we would like to look into 
this, too. 

Mr. Héserr. There may not be anything wrong. I think we 
should know it. 

(The information follows:) 
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DEPARTMENT OF THE AIR FORCE, 
Washington, April 19, 1956. 

Dear Mr. CuarrMan: In the course of your subcommittee’s recent hearings 
on the subject of profits in the aircraft industry, the Air Force Academy magazine, 
Talon, came under discussion. The subcommittee was interested in the adver- 
tisements of major aircraft companies which appeared in the first issue of this 
magazine. You suggested that the subcommittee would want to look into the 
matter and see how these advertisements were obtained. 

In order to assist the committee in obtaining all of the facts in this regard, and 
to remove any possible implications of impropriety, the Academy has furnished 
detailed information on the publication of the magazine. 

The publication of the Talon is a nonappropriated fund activity; that is, it is a 
self-supporting activity and receives no funds, either appropriated or nonappro- 
priated, from governmental sources. The Talon is published monthly, September 
to June, by the cadets of the USAF Academy. 

Supervision of the cadet staff is provided by a staff supervisor and an officer in 
charge. The officer in charge of the magazine staff is the contracting agent and 
the only person authorized to execute contracts in behalf of and in the name of the 
magazine staff. 

The magazine is printed under contract by W. H. Kistler Stationery Co., 
Denver, Colo., and all advertising is handled, also under contract, by Wogrin- 
Westcott & Frye, Inc., Denver, Colo. 

All advertisements appearing in the February and March 1956 issues of the 
Talon were solicited by Wogrin-Westcott & Frye, Inc. Firms at all levels of 
industry and business were considered as potential advertisers and approximately 
540 contacts were made nationwide. No attempt was made to limit solicitations 
to any particular group. 

In order to preclude any possible misunderstanding on the part of advertisers, 
a supplemental contract between the cadet magazine staff and Wogrin- Westcott 
& Frye, Inc., has been executed. This supplemental contract requires that all 
future letters of solicitation will include the following statement: ‘“‘Advertising 
in the Talon may be accepted by the cadet magazine staff only if the advertiser 
agrees that the cost of such advertising will not subsequently be charged by the 
advertiser either directly or indirectly to any Government contract.’’ 

There have not been and there are not now any retired officers connected in 
any way with the publication of the Talon or the solicitation of advertising for it. 

The Talon is not an official Academy magazine. Each issue states on the 
editorial page: “This is a USAFA cadet publication. The opinions in this 
publication do not in any way express the official views of the United States Air 
Force, the Department of Defense, or the United States Government.” 

It is the intent of the staff of the cadet magazine to produce a publication which 
will be widely read by the wing of cadets and interested, outside subscribers, and 
which will provide an interesting and stimulating picture of Academy life. 
Subscription to the Talon is open to the public and on attempt is made to limit 
distribution. 

I am pleased to furnish this information. Should a more detailed report be 
desired it can be made available at your request. 

Sincerely yours, 
Joe W. KELty, 
Major General, USAF, 
Director, Legislative Liaison. 

Mr. Courtney. Mr. Chairman, if I may remind you in the case of 
the Academy matter, both the Navy and the Army czse, this was an 
operation that was conducted by a group of retired personnel, largely 
in their own interests and independent of the Military Establishment 
as such. 

Mr. Hfésertr. But they used the name of West Point to get the ad. 

Mr. Courtney. But they had the ring and the crest and everything 
else. It was one of those things. 

Mr. Hésert. All right, Colonel. 

Colonel THompson. We look at the executive salary, part of the 
G. and A. account. We have rules for acceptance of those as to 
reasonableness, overall reasonableness and individual reasonableness 
Those must be approved. 
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Advertising is an account which as I remarked is screened carefully 
by our auditors. Help-wanted and trade journal advertising is 
acceptable. 

Mr. Courtney. Colonel, may I ask a question on advertising? 

Colonel THompson. Yes, sir. 

Mr. Courtney. You distinguish between institutional and so-called 
business advertising. May I ask you whether or not it has come to 
the attention of the Air Force. For some time now the Press Office 
of the Pentagon has been complaining—and I think properly—about 
the attrition in armed services people, Air Force personnel, civilian 
and military as well. 

(Colonel Thompson nods). 

Mr. Courtney. If vou will examine any service paper you will find 
that practically all of the companies that we are here concerned with, 
and many others, have advertisements paid for in these service 
journals, all offering positions at better salaries and under more 
attractive conditions and a greater future potential than that offered 
by the service in which they are presumably then engaged. 

I will ask you whether that type of advertising is approved and 
allowed by the Air Force, in particular? 

Colonel THompson. I can answer that, that the policy of the Air 
Force is not to allow that. I would have to check on specific cases to 
see whether in screening a great mass of this advertising some person 
in the Air Force may have considered that that was a trade journal 
type simply without knowing what it was. 

Mr. Courtney. Simply stating it would amount to financing its 
own competition, and the question is whether that is a sound policy? 

Colonel THompson. It very definitely is against Air Force policy, 
Mr. Courtney, to pick that type of advertising up. 

Mr. Hépertr. What advertising do you allow, Colonel? 

Colonel THompson. Help-wanted type of advertising is a very 
large part of advertising expense. 

Mr. Hésert. You mean help-wanted as distinguished from tech- 
niques which Mr. Courtney referred to? 

Colonel Tuomprson. Yes, sir. I am thinking of one type, Mr. 
Chairman. Trade journal advertising is certainly help-wanted type 
advertising, too. You see, institutional advertising is really con- 
trasted with product-type advertising. When you just put the name 
of a company in an ad, that is institutional advertising. 

Mr. Hépert. Do you allow that? 

Colonel THompson. There may be a description on there saying, 
‘‘We make the best airplanes; you should be our engineers.”” That is 
institutional advertising. 

Mr. Héserr. Do you allow that? 

Colonel THompson. No, sir; we don’t. But that kind of advertising 
might creep into a trade journal. That may be their way of support- 
ing that. So 1 would want to clear up just exactly what we are talking 
about. Institutional advertising in the ‘‘slick’’ magazines is not 
allowable. We do not accept it in the Air Force. 

Mr. Hézrerr. Do you allow it in the trade magazines? 

Colonel Tuompson. In the trade journals, the support to a trade 
journal where it is necessary to the health of that journal that they 
advertise in, we have been allowing it in accordance with our policy, 
yes. 
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Mr. Hépert. In other words, your policy is the same as the Navy? 

Colonel THompson. Yes, sir. 

Mr. Hépert. In allowing the Government to subsidize the maga- 
zine? 

Colonel THompson. Yes, sir; it is exactly the same. 

Mr. GotpeN. It isa Department of Defense policy. 

Mr. Héperr. All the Departments of Defense got together at least 
on one thing. 

Mr. GoLpEN. Yes, sir. 

Mr. Hépert. It is wonderful. It is showing progress. 

Mr. Courtney. Go ahead. 

Colonel THompson. Entertainment expense in any form is not 
acceptable in our contracts and is eliminated. General research is an 
item in administrative expense. In the Air Force we will accept that 
providing we have approved it in accordance with our stated policies. 
A portion may be acceptable and dependent upon that. 

That about winds up the items which I consider controversial. 


Profit analysis by factors 


. Performance: 
(a) Design and quality of product-_- 
(b) Delivery-- 
(c) Cost control_- 
2. BI wes 
3. Volume. 2 
4. Subcontracting---__- 
5. Facilities, Government__. 
6. Financing, Government (75 percent progress payments 


Profit analysis is really of a subjective nature. With your permis- 
sion, | would not now like to relate this particular chart to the KC—97 
or to the Boeing Aircraft Co. After all, it is a little bit sensitive area 
to talk openly about. But this is a typical profit analysis as would 
be presented by our Government team to our prenegotiation people. 

Mr. Courtney. You are not expected to show your hole card, 
Colonel. 

Colonel THompson. That is the point, Mr. Courtney; yes, sir. 

The zero mark on here is a base point in profit which we kind of 
keep to ourselves, but we know in the areas we are working in about 
what this level is. Let’s assume that point could be 8 percent, or 8% 
percent, or whatever, depending on the type of contract, the area 
that we are working in, the types of items we are buying—airframes. 
We would then take this company, this procurement, and all the 
factors that we know about that affect profit, and we put pluses and 
minuses or zeros down, as to how they affect profit. It is subjective, 
too. This can’t be accurate. It is considered judgment as to which 
one of these factors fall where. But the point | believe we would 
like to make is that it is a well-considered one. It is reviewed by the 
top people in our Directorate of Procurement Production at Wright- 
Patterson. 

This would result in some kind of a target profit, the rate which 
would be translated into dollars, and dollars would go into the con- 
tract as target profit. 
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Secretary SHarP. Do I understand you use a chart very similar to 
that; is that correct? 

Colonel THompson. Yes, sir; this is the format that is used. 

Mr. Courtney. In other words, you use the grid system in making 
your evaluation? 

Colonel THompson. We use—it is really subjective, as I say, but 
we really do have points down there. In our discussions we would 
bring out how strong a point this item is only at that point. 

Mr. Courrnry. That is known as the grid system of evaluation. 
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Colonel THompson. Thank you, sir; I didn’t know that. I am 
getting educated around here. 

Mr. Nevson. Mr. Chairman, are we getting football into this now? 

Mr. Héperr. All right, Colonel; continue. 

Colonel THompson. Having arrived at a target cost and profit by 
all of the means that are available to us, we apply, continue to apply, 
our tests of reasonableness and competition against these averages of 
the entire industry and of specific airframes within that industry. For 
example, here is the industry average cost per pound on cargo-type 
airframes. This airframe at its proper number in the production 
cycle is compared with that line at the same number airplane. It 
actually fell very close to industry average and a bit on the low side. 
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Mr. Netson. That is the actual cost? 

Colonel THOMPSON. Yes, sir. This is the actual Government 
objective or Government Position on this airframe as to whether we 
ave a sound objective. We have not actually negotiated. 
in this case a figure, but that is the fi 
We are testing our figure here, 
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Mr. Nevson. Yes, but you are illustrating the KC-97 contract? 
Colonel THompgon. Yes, sir. 

Mr. Netson. Which I understand is in production now. 

Colonel Thompson. Yes, sir. This is actually—— 

Mr. Netson. How is the actual cost comparing with your curve? 
Colonel Tompson. Let me get over to this page, Mr. Nelson, 


This is a line which is cost in millions of dollars this way |indicating 
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the horizontal axis], and profit in millions of dollars this way [indicating 
the vertical axis]. This X is our target cost of approximately $160 
million. Target profit was set at $12.8 million. 

This compared with an original quotation of the contractor of about 
$176 million, which was adjusted by some differences prior to negotia- 
tion, resolving subcontract figures at firm prices rather than at 
estimates—it reduced it about $8.5 million. Another $1.8 million 
was adjusted for a tooling deactivation charge. Giving an actual 
contractor quote of about $165.7 million which was then negotiated 
at $159.6 million as the firm target cost. 

That is our target cost and profit at this point. 

This contract is approximately complete, but has not vet been 
finally negotiated. We are pretty sure that our indicated final will 
be approximately 157.4 cost, million dollars, that is, cost, or a profit 
of $13.2 million. 

Mr. Newson. Profit over target? 

Colonel THompson. Sir? 

Mr. Netson. How does the $157 million compare with the target? 

Mr. Courtney. 160. 

Colonel THompson. The actual result is an increase in the contrac- 
tor’s profit made of $400,000 over his target profit. He makes an 
additional $400,000. Total price to the Government is about $2 mil- 
lion less. 

Mr. Newson. Less? 

Colonel THompson. Yes, sir. 

That about winds up this C-97 example. 

Mr. Héserr. Does that end your presentation of the manner in 
which you conduct the negotiations? 

Colonel THompeson. Yes, sir; I have tried to cover in this the per- 
tinent things. 

Mr. Héperr. That is the end of it, Colonel. 

Have you—I don’t mean you individually, but I mean the Air Force 
and the Navy—ever conferred on the types of procedure in an effort 
to bring it into uniformity? 

Colonel THompson. Yes, sir; several times. I have personally been 
privileged to meet with BuAir on formal occasions and on informal 
occasions. We talk to them about many different things as to how 
we treat different items—profits, statements that contractors make 
to one of us. We would like to know whether they are true when 
contractors place 

Mr. Héserr. I don’t mean that. That is an area of cooperation. 

Colonel THompson. Yes, sir. 

Mr. Héserr. The check system. 

Colonel THompson. Yes, sir. 

Mr. H&serr. I am referring to procedures. 

Colonel THompson. I believe that is a Washington level. 

General Baker. Sir, I will accept that. 

Approximately a year and a half to 2 years ago, we had a meeting 
between the top groups in the Navy, some of whom were present 
yesterday, and others, their predecessors were present at the meeting 
approximately a year and a half ago. The first meeting was held at 
Wright Field, at which I and my top procurement people and some 
of our pricing people—Mr. Loofbourrow was present, I don’t know if 
Colonel Thompson was present at that time—discussed policies which 
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we are following. A subsequent meeting was held, as I recall, here 
in Washington. The third meeting was held at the very top, my 
level, with some of my procedure and policy people—the third meeting 
was held again in Dayton, I imagine about 2 months after that. 

At those meetings we established a very good relationship between 
our pricing people which has since carried forth into the things that 
Colonel Thompson has brought forth. 7 

In other words, we had in many cases personal friendships, almost 
developed as a result of those meetings. 

Mr. Hépert. Did vou adopt any of the Navy ideas? Did you 
consider the Navy procedure was preferable to yours, or did you 
merely tell them what you did? , , 

General Baker. They told us what they did and we told them— 
they told us what they did and we told them what we did. 

I am sure that in our thinking as to any changes that we made sub- 
sequently in our policies or our procedures, that that was in the back- 
ground of our thinking. Specifically, it is very difficult to say we 
changed this because the Navy was doing it this way, but I am sure 
that had an influence on our thinking. 

Mr. Hésert. Did that thinking give birth to any bouncing baby? 

Mr. Goupen. I can give you one illustration, Mr. Chairman, of a 
very good technique. It is something we originated. We call it a 
basic agreement with industry. Wherever we have a contractor with 
whom we write a lot of contracts during a year, we establish a tech- 
nique that saves a lot of time and money and effort. We write up on 
a yearly basis, or for a longer period if the clauses are still outstanding, 
a basic agreement which contains all the boilerplate clauses plus other 
clauses that we generally would use for the type of procurement with 
that contractor. 

Mr. Netson. What do vou call boilerplate clauses? 

Mr. GoLpEn. Well, thev are clauses that are used throughout Gov- 
ernment or throughout the Department of Defense—standard clauses. 
We also negotiate with the contractor the clauses that are actually 
needed for the particular procurements we place with him, depending 
upon whether it is electronics or aircraft or engines. 

Then, when we write an actual procurement—the actual procure- 
ment document might consist of about 3 or 4 pages, because we 
simply incorporate by reference this basic agreement. Instead of 
having mountains of files, you might have 100 contracts a year with 
the particular contractor—you have one basic agreement plus the 
order, the requisition against the basic agreement that sets forth the 
price and delivery dates and the things you are buying. 

Mr. Hésert. No; I am not directing my question to that area at 
all. What I am directing my question to is the area of difference. 
For instance, in your incentive bonus plan, which you say you have 
not allowed. I have forgotten what the Navy’s testimony was on 
that. Mr. Courtney, do you recall? 

Mr. Courtney. The Navy has taken no position on that. They 
have said in substance that they consider the total amount, that there 
are no restrictions. 

Mr. Héperr. As I recall, they used a percentage figure on the 
overall—is that correct, Admiral Russell? You were here. 

Admiral Russetu. It is based on reasonableness and experience, 
what the company has been doing in the past, whether it actually 
provides an incentive. It is based entirely on the individual case, sir. 
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Mr. Héserr. In other words, the Navy does allow the bonus 
payment? 

Admiral Russeuu. Yes, sir, if it serves a good purpose. 

Mr. Héserr. I think the Navy and the Air Force ought to get to- 
gether a little bit, or come to some uniformity, particularly in that area. 
Because as I recall the industry witnesses, they did testify—and I 
want to again be sure of it—that one service allowed it and the othe: 
service did not allow it. It is either proper or it is not proper. It 
can’t be half and half. Of course, I realize that the Department of 
Defense has a lot of work to do. Maybe if we give them 3 or 4 more 
years they can get around to it and resolve that problem. 

Is there any other area of disagreement that you can recall, of that 
magnitude, because that is certainly one of magnitude. 

Mr. Goupen. I don’t know of any others. The profit-sharing 
matter and some other issues are now in the channels established in 
the Department of Defense for resolution—in the Assistant Secretary 
of Defense’s Office. 

Mr. Hfésperr. Are you together on depreciation? 

Mr. Golden. Yes, we are together on depreciation. 

Mr. H&éserr. You are together on institutional advertising, too? 

Mr. Go.tpEN. We are, I believe, on the policy of not allowing insti- 
tutional advertising. 

Mr. Héperr. Well, the Navy has taken the same position. 

Mr. Go.pen. Yes. 

Mr. H&éperr. Except in the matter of subsidizing trade journals. 

Mr. Goutpen. Mr. Chairman, you pointed out one, on depreciation, 
which is a good one. There was a great deal of joint effort by the 
Air Force and the Navy in working out true depreciation rates which 
Mr. Courtney brought up this morning. We worked on it over months 
and reached a point where we are actually uniform in our approach to 
allowance of true depreciation. 

Mr. Héperr. That was the result of collaboration and conferences 
between the two services? 

Mr. Goupen. Yes, sir; very close conferences. 

Secretary Suarp. We have conferences, Mr. Chairman, among the 
procurement Secretaries in the Departments, Army, Navy, Air Force, 
and Defense, at least once a month on various matters—on which 
there may be some controversy and on which we would like to reach 
a single accord. We have those meetings regularly within the Depart- 
ment of Defense. 

Mr. Héserr. I appreciate that on the part of the services, but | 
am just wondering what the Department of Defense is doing about 
it, except to be se Aa 

Secretary SHarp. In most cases these meetings are held in an effort 
to arrive at a consolidated view. 

Mr. H&éperr. Has the bonus question ever been brought up to the 
Secretary on the Defense level? 

Secretary SHARP. Yes, sir. 

Mr. Hfperr. I think we developed that this morning. 

Secretary SHARP. Yes, sir. 

Mr. Hésert. They have had that under consideration for 1 year 
and 3 months. 

(Mr. Golden nods.) 

Mr. Hfézerr. Any questions, Mr. Nelson? 
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Mr. Netson. Yes, Mr. Chairman. 

I have heard in detail this very fine presentation the colonel has 
made, but I haven’t heard what must be an overriding consideration 
in all procurement. 

So far as competition is concerned, competition only obtains in 
design and prototype, isn’t that correct, Mr. Secretary? 

Secretary SHarp. I would say it largely obtains there. 

It also is felt, of course, in the subcontracting area, which is 
enormous. 

Mr. Netson. Let’s just take 1 airframe, 1 particular design of 
plane. The only time there is competition is for the design of the 
prototype? 

Secretary SHarp. That is the primary competition, yes, sir. 

Mr. Neutson. And once you have arrived on that, then the Air 
Force has only one aircraft manufacturer to deal with to get that 
particular plane. 

Secretary SHarp. Primarily that is true. We don’t always build 
our aircraft with one manufacturer, though. We have cases like 
the B-47’s? 

General Baker. Yes, sir. 

I would like to say that we have been making great strides in 
getting what we think is a pretty good type of competition into the 
abnormal type of business that we are involved in the Air Force, 
First-—— 

Mr. Netson. General, you bring that up 

General Baker. May I give some specifics? 

Mr. Newson. Yes. 

General Baker. Yes, sir. 

Mr. Netson. I would like to ask you about the B-52. 

General Baker. | would like to state, for example, in connection 
with the selection of aircraft, if I might, into the present method that 
we have for selecting an aircraft, through what we call a source 
selection board, consisting of 2 general officers, 1 from the research 
and development side, and 1 from the production side, and other 
individuals who support them in the selection of a particular contractor 
who will be asked to go ahead with the design for, let us say, a long- 
range interceptor which we are currently interested in. 

These officers evaluate from a management point of view the 
different companies in the industry who would be qualified to design 
that particular aircraft. And they consider not just design capability, 
but they consider the cost history of that company. ‘They consider 
their subcontracting policies. In fact, they come in and present to 
this group their policies that they will carry out in the execution of 
this program. 

That may go along to the point where prototype is developed, 
Again, assuming that we carry 2 companies forward to the production 
of 2 prototypes—again we consider there the performance of the 
particular prototype as compared to the performance of the other. 
And obviously that must be a very important thing, because per- 
formance is our No. 1 objective. 

However, at the same time we grind right into the evaluation, and 
it is presented right up, straight up the line, as part of the evaluation, 
the performance costwise of that particular company, against its 
subcontracting policies and so on. So that we have at the time we 
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make the selection of prototype, not just design alone, but we also have 
at that time a complete evaluation of the particular company in order 
to make the selection of which prototype will be carried on through. 

Having gone that far, we still don’t give up trying to get competi- 
tion from our business. 

We do have some means by which we can evaluate the costs of one 
contractor versus another contractor. And we use those means, as 
the presentation you saw this morning showed, where we use the in- 
dustry averages. 

Sometimes we go even further. When I review these, I don’t 
just look at the industry averages. I want to know how North Ameri- 
can is doing and how Lockheed is doing and how the rest of them are 
doing. 

I personally have been to the presidents of two companies—and I 
desire not to state their names—very recently, stating that we felt 
that the costs of the products to us were too high. And I showed them 
why I thought there they were too high. I did not indicate the com- 
panies. So that this is a continuous thing, every time we come up 
for consideration we evaluate the costs of our programs. 

And we do try to get some competition. 

Now one other way, in which we sometimes are able to get competi- 
tion and which we have utilized to a great extent in the Air Force, is 
in connection with the production of the B-47. The B-—47 as you 
know, was produced by Douglas. It is produced by Lockheed. And 
it is produced by Boeing. 

We have made studies, elaborate studies, to indicate the efficiency 
of each of those companies. And in one specific case we found that 
one of the companies on this periodic evaluation was quite a bit out 
of line and we immediately took it up with the Secretary—Mr. Golden 
may recall it—and at that time we went to this particular company 
and said we felt their costs were too high, what were they going to do 
about getting them down. 

They did. And since that time we have had a return as I recall, 
of at least $80 million on that particular contract. 

Mr. Netson. General, the B-47 was a medium bomber developed 
by Boeing with Government money? 

General Baker. That is right. 

Mr. Neuson. So the design belongs to the Government? 

General Baker. That is right, sir. 

Mr. Netson. And the Government can have any other aircraft 
manufacturing plant it wants manufacture the B-47. 

(General Baker nods.) 

Mr. Netson. Let me ask you this. In your search for a long- 
range interceptor and your evaluation of the companies, say two going 
to prototype stage, suppose that both prototypes meet the specifica- 
tions for design put out by the Air Force, but that one out-performs 
the others, and that the company which developed the prototype 
which is the least efficient has a better record than the other company, 
what do you do in that case? 

General Baker. This is a very difficult area because while we pro- 
ceed with the prototype, we are also proceeding to a degree, as it looks 
as if it is going to be suitable for production, with facilitizing, if neces- 
sary, or that company sometimes, itself, will go to the extent of 
facilitizing the plant for the ultimate production. 
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But there is one other thing that I think we must fully understand 
about our aircraft business. I am sure that the people on this com- 
mittee understand that even after we have produced a prototype we 
have not yet completed the development of that aircraft. And that 
the development of that aircraft will proceed continually, almost, 
until, let’s say—at least until half the production is completed. 

Your statement of a moment ago is a little difficult because we 
could not have had Douglas producing B—47’s, and we could not have 
had Lockheed producing B-47’s unless we had Boeing working with 
Lockheed and working with Douglas, because Boeing were the design 
people and they had to carry that responsibility right straight through. 
If they dropped the responsibility, we dropped the B-47. 

Mr. Nretson. You have separate contracts with Boeing, with Lock- 
heed, and with Douglas? 

General Baker. Yes, sir. 

Mr. Netson. For B-47’s? 

General Baker. Yes, sir. 

Mr. Netson. But in the Boeing contract, there is a provision that 
they are responsible for supervision of the Douglas and Lockheed 
plants, is that correct? 

General Baker. No, sir. They are responsible—I might go into 
a bit more detail as to how we work the B-47 program. We estab- 
lished at Wichita, in connection with the B—47, what we call the B—47 
production committee. It is headed up by a military man and 2 or 
3 military assistants. There are—there were—we have just about 
disbanded it since our B-47 has come along and it is just about going 
on the downgrade on production—We had also on that committee 
representatives of the Boeing Co., representatives of the Lockheed 
and representatives of the Douglas organization. And those people 
together—well, let me say this. The production committee, itself, 
was a focal point for tying together the engineering changes and the 
engineering processes that were going on in all three plants, with Boe- 
ing feeding into that committee. So while we don’t charge Boeing 
with the supervision, we charge them with the design and develop- 
ment responsibility, and that is passed directly or at least money 
toward, through the committee that was established to take care of 
the production in three plants. 

Mr. Netson. General, in the question I asked you about the long- 
range interceptor, you could in that particular instance take the 
best design and best performing long-range interceptor and have 
both aircraft companies manufacture it? 

General Baker. Yes, sir. If we desired to, we could have both of 
them manufacture it, if the requirement was great enough to justify a 
second source, that is. 

Mr. Newson. Because in each case that arises in the development 
of a new plane, the Government owns the design because it has paid 
for the research and development. 

(General Baker nods.) 

Mr. Courtney. The answer is “Yes,’’ General? 

Mr. Baker. Yes, sir. 

Mr. Héserrt. Mr Secretary, there is one other matter that I would 
like to ask you about and that is the consideration of the cancellation 
of contracts. The Air Force has just announced the cancellation of a 
$100-million contract with Republic, as I understand it? 

74721—56——101 
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Secretary SHarp. Yes, sir. 

Mr. Hésert. Where along the line was that considered, the 
canceling out of that contract? 

Secretary Suarp. Where along the line? 

Mr. Héserv. In other words, it is canceled now, and I understand 
that the strike at Republic had nothing to do with the cancellation. 

Secretary Suarp. No, nothing at all. 

Mr. Héperr. Let us assume that the strike at Republic had not 
occurred, they would have been continuing that contract during the 
period of strike, would they not have? 

Secretary SHarp. Yes, sir. 

Mr. Hésert. I mean along the line—at just about what stage 
does the Air Force review these contracts to determine the continua- 
tion or cancellation? Now this $100-million contract which was 
canceled: Are you in a position to tell the committee what the loss 
to the Government will be? 

Secretary SHarp. The estimates I have had vary. They don’t 
know exactly what the cancellation charge will be. Including the 
engines and all the parts that go into it, the charges will be somewhere 
from 80 to 100 million dollars. 

Mr. Héperrt. On the $100-million contract which would have pro- 
duced the finished product, the Government stands to lose $80 million? 

General Grerrity. Mr. Hébert, may I pick up this point here? 

Mr. Hésert. Yes, sir. 

General Grerrity. We did have a recent evaluation of our overall 
program and in looking at that program we found that we at this time 
have a capability of buying more modern aircraft to increase the 
modernization of both our forces and NATO. For that reason we 
determined it advisable to reduce the program of F-84’s at this 
stage. 

As you know, the F-84 is a subsonic airplane. We now have coming 
into production the supersonic airplanes. 

We didn’t terminate and have not terminated that program in its 
entirety. As a matter of fact, we will still have in production the 
F-84’s for the next year and a half, approximately. But we did find 
it wise to reduce that number to some extent. 

There will be some termination costs which we haven’t ascertained 
completely at this stage of the game. But we believe that we will 
be able to utilize most of our inventory toward those airplanes that 
are terminated for the purpose of producing spare parts in support 
of the total program which still continues. 

Mr. Héserr. In other words, you have cut back? 

General Grrrity. Yes, sir. 

Mr. Hésert. It was cut back, the production? 

General Grerrity. Yes, sir. 

Mr. Hésert. Not canceled out in its entirety? 

General Grerrity. No, sir. 

Secretary Susrp. No, sir. 

Mr. Hésertr. Anything further? 

Mr. Hess. No, sir. 

Mr. Héserr. We thank you gentlemen very much. 

Mr. Courtney. Wait a minute. 

Mr. Hézerr. I thought you finished. 

Mr. Courtney. I have some questions. 
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Mr. Secretary, this question has been asked of the Navy Depart- 
ment and the subcommittee would like an expression of your opinion 
on it. In view of the large amounts in dollars that have been repre- 
sented here in facilities assigned to these various companies and of the 
continuing implementation of this program by facilities in greater or 
less amount, would you consider it—prescinding from the question of 
legal authority, would you consider it either necessary or desirable 
for the Air Force to be able to enter into contracts on these various 
planes with provisions relating to the right of the contractor to 
purchase facilities on formulas similar to those employed during 
World War II, either a rate of depreciation or market-value formula 
or worked out by way of contract, with priority to the companies, 
with a view to getting these facilities into the ownership of the com- 
panies who might be expected to employ them? 

Secretary SHarp. I would say if we could work out fair and reason- 
able terms, we would be delighted to have the contractors take over 
the facilities, in a good many cases. It would depend, for instance, 
upon the type of facility. Im the case of machine-tool facilities, we 
have found it distinctly to our advantage to be able to move these 
facilities from one manufacturing operation to another. 

We think the Government will save a great deal by doing that. 
So, it would depend upon the situation. On the whole we are very 
anxious to have the contractors, however, assume the expense of the 
facilities. 

Mr. Courtney. In your opinion and speaking now as a matter of 
policy for the Air Force, would that be of assistance to you in making 
contracts or contracting for the future, to have the authority to con- 
tract for the purchase by the contractor of either tools or plant as the 
case may be? 

Secretary SHarp. I would think it would. 

Mr. Courtney. Another question which has been raised—and 
these are general questions for which Air Force opinion and policy is 
requested. 

It has been generally bandied around that there are lacking, defini- 
tive cost principles known to contractor and contracting officer and 
others alike on these so-called incentive contracts—the question is 
whether or not the Air Force considers that there is sufficient guidance 
and sufficient understanding in these areas between contractor and 
Government? 

Secretary SHarp. I would think that we have sufficient guidance on 
the whole. There are certainly some points on which we would like 
to have a little more definitization. 

However, due to the great variety of the contracts and the great 
variety of situations under which the contracts must be let, I would 
feel that we would prefer to have considerable area in which to 
operate. We would rather not have it too tightly definitized, because 
of the varying factors involved. I believe we can make a better deal 
for the taxpayers on that basis. 

Mr. Courtney. In your opinion, is the Government prejudiced— 
not prejudiced, as the case may be, by the uncertainty, shall we say, 
in these areas or the lack of definiteness? 

Secretary SHarp. My opinion is it should remain that way, that 
we should not have too definite a formula laid down. If we did that, 
it would be simply a matter of filling in blank spaces in order to work 
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outa contract. I think we can work out better contracts with a little 
more freedom, 

Mr. Courtney. What do you have to say on the same subject with 
respect to subcontractors? 

Secretary SHarpP. I would think the same thing would apply. 

Mr. Courtney. The same principle in your opinion would apply? 

Secretary Suarp. The same principle. 

Mr. Courtney. Has the Air Force examined the change orders that 
have been recited with respect to the various contracts under con- 
sideration? 

General Gerrity. Yes, sir. May I take that? 

Secretary SHarp. Yes, sir. 

Mr. Courtney. You have examined all the change orders? 

General Grrrity. Yes, sir. 

Mr. Courtney. Reported to the committee. 

I will ask you whether or not in your opinion the scheduling shown 
and in some instances the differences in time or the lag in time, if you 
please, is indicative of unrealistic scheduling on the part of the Air 
Force? 

General Grrrity. No, sir; I do not believe so. 

We operate, like the Navy stated yesterday, under tight schedules 
with the contractors. We make their schedules reasonably ambitious 
because we are trying to get ahead in this game of developing and 
producing new airplanes to maintain the Air Force modern. 

But we are not using unrealistic schedules in this approach. We 
believe our schedules are reasonably ambitious, but capable of 
achievement. 

Mr. Courtney. Air Force policy is to insist on tight scheduling; 
is that it? 

General Gerrity. That is right, sir. 

Mr. Courtney. With a view to accelerating performance? 

General Gerrity. That is right. 

Mr. Courtney. And giving way in the event that the circumstances 
later prove that the schedule can’t be met; is that correct? 

General Gerrity. That is correct, Mr. Courtney. 

Mr. Courtney. That is what is represented in the change orders 
which we see in these various contracts? 

General Grerrity. In the area of change orders, of course we recog- 
nize that we need to increase the performance of our aircraft as we 
go along. When we initially design and develop an airplane, it is 
the best airplane that we can design at that time. As we go along in 
time we find other ways of improving that particular airplane’s per- 
formance, to enable it to accomplish its mission better, and those are 
the changes that we place in the airplanes as we continue through 
the production life of that airplane. 

Mr. Courtney. The next question—this is in the general area for 
the information of the committee. Once a contract has been made 
definite between the contractor and the Government, who takes over 
the administration and how is it administered? Where is the 
responsibility? 

General Baker. Once a contract has been negotiated, the admin- 
istration responsibility in the airframe area rests with the plant repre- 
sentative physically located at the particular plant in question. In 
the case of the KC-97, the plant representative—a full colonel located 
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at Seattle will take over that responsibility. He carries out and let’s 
say he insures the implementation of that contract in accordance with 
the manner in which it was negotiated by the negotiating team. 

Mr. Courtney. Is the negotiator acquainted with this process? 

General Baker. The individual who does the negotiating? 

Mr. Courtney. Or the Board, as the case may be. 

General Baxer. Yes, sir. There is an individual who has also a 
Board—I shouldn’t say a Board. There is an individual who is sup- 
ported by a group of people that is called a team, as Colonel Thompson 
said. 

Mr. Courtney. The point is do you coordinate between the officer 
in charge of the plant, if that is a fair description of him, and the 
original negotiator, the original negotiating team representative? 

General Baker. In connection with the changes? 

Mr. Courtney. In connection with the administration of the con- 
tract, including changes. 

General Baker. Yes, sir. In the case of changes, minor changes 
within the scope of the contract, they can be approved locally by 
our plant representative. Any changes of any significance, especially 
any changes involving any cost change, are forwarded from the plant 
representative to Wright Field where the negotiator is located, and 
there, if it is a change that involves a change in tactical capability, 
it then goes to United States Air Force for approval there, back again, 
and the change is negotiated at Wright Field by the individual and 
the team that did the original negotiation. 

Mr. Courtnry. Who has the final authority on these change orders 
and on payments? Two questions. 

General Baxknr. The final authority on change orders of a minor 
nature rests with the plant representative. Changes of a major nature 
or any change involving a change in cost: the final authority rests at 
Headquarters, Materiel Command, Dayton, Ohio. 

Mr. Courtney. Dayton, Ohio. The whole contract is administered 
within that command? 

General Baker. Yes, sir. 

Mr. Courtney. Who has the authority to certify the payments 
made under these contracts? 


TESTIMONY OF GEN. W. T. THURMAN, DEPUTY DIRECTOR/ 
PROCUREMENT, DIRECTORATE OF PROCUREMENT AND PRO- 


DUCTION, HEADQUARTERS, AIR MATERIEL COMMAND, AIR 
FORCE 


General TourMAN. I am General Thurman. Certified by the ad- 
ministrative contracting officer. 

Mr. Courtney. Does he have an auditor with him? 

General TaurMaNn. He does. 

Mr. Courtney. Is the decision of the contracting officer final or is 
that of the auditor final with respect to the billings? 

General TourMAN. The decision of the contracting officer is final, 
subject to the provisions of the disputes clause. 

Mr. Courtney. I am speaking only within the Air Force now. 

General TourMAN. The decision of the contracting officer is final. 

Mr. Courtney. Within the Air Force? 

General Touran. Right. 
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Mr. Courtney. But any disputes between himself and the con- 
tractor, of course, would be covered by the provisions of the disputes 
clause? 

General Touran. Correct. 

Mr. Courtney. Have you examined—and I am sure you have—all 
of the contract data that has been submitted to the subcommittee 
and are you familiar with the amounts of money carried by the various 
companies as refunds or refundable items under incentive? 

General Baker. General Gerrity? 

General Gerrity. Mr. Courtney, may I answer that question? 
We have examined these contracts—not in every last detail, that is 
the submissions made to the committee—and we are aware of this 
point you bring out, which is, I believe, the contractor’s reserves 
which have accumulated on the incentive contracts? 

Mr. Courtney. Yes. 

General Gerriry. Mr. Courtney, we became aware of these re- 
serves accumulating sometime early last year and at that time 

Mr. Courtney. Was it in September? 

General Grerrity. No, sir. It was much earlier than that. 

Mr. Goupen. June or July. 

General Gerrity. At that time we started working with the con- 
tractors on a voluntary basis to get these reserves back to the Air 
Force and we did make much progress before the final DOD directive 
came out on this in December. 

Mr. Courtney. When this problem was first posed for the Air 
Force and these refunds or refundable sums became effective, what 
was the order of magnitude in amount of the refunds then due to the 
Government at the time you first discovered it? 

General Gerrity. Approximately $200 million. 

Mr. Courtney. As of the present time are you able to state how 
much of this refund has been returned to the Government? 

General Grerrity. Approximately $178 million. 

Mr. Courtney. Would you say as of the present time the books 
are substantially in balance? 

General Gerriry. We are substantially on a current basis now. 

Mr. Courtney. On a current basis. 

General Gerriry. And with the DOD directive now in force, we 
believe that the problem is largely solved and we will maintain our- 
selves on a current basis. 

Mr. Courtney. You are speaking now of the Defense Department 
directive of December 5, 1955? 

General Gerritry. That is right, Mr. Courtney. 

Mr. Courtney. Which followed on the directive of September 
1955? 

General Gerrity. Right. 

Mr. Courtney. Now, would you say that the large amount of 
money carried in reserves which the contractor admittedly would not 
earn under his contract, was due to high pricing in negotiations or was 
it due to lack of definitive contracts or was it due to the billing 
methods employed? How did this accumulation occur? 

General Grerriry. I believe a fair statement of that, Mr. Courtney, 
is that in some cases these contractors prior to redetermination of the 
contracts encountered lower costs than had originally been anticipated 
in the initial billing prices set forth. 


ceemnen - BTYETh SEITE INCENTIVE TYPE CONTRACT 
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I might state also that there have been other circumstances where 
they encountered higher prices, or higher costs than the original 
billing prices. 

Mr. Courrney. General, let us see whether we understand fully 
the way in which payments on these contracts occur so that we may 
locate the area within which refundable or reimbursable moneys may 
accumulate. Let me state, and correct me if I am wrong, the method 
of payments. As I understand it, when a fixed price incentive con- 
tract, of either the initially firm or delayed target type, is issued and 
work commences on the first plane, there are two prices agreed upon: 
one is called the contract price, and the other is called the billing price. 
When work commences, these figures are identical. But after work 
has commenced, the billing price may be adjusted up or down after 
the first delivery is made and before there is a final redetermination 
for incentive allocation. 

Payments to contractors occur in this way in both types of contracts: 
Before delivery, progress payments are made on 75 percent of the 
actual costs of work performed as certified by contracting officer; as 
additional planes are delivered, progress payments continue to be 
made at 75 percent of actual cost; after delivery of each additional 
ylane, the remaining 25 percent of the billing price, which has not 
loon received by the contractor under the 75 percent progress pay- 
ment formula, is paid. 

Then this formula for payment continues to final determination of 
incentive. Now, it is possible under these contracts to readjust the 
billing price after first delivery and before final redetermination. If 
the Air Force finds, during this period, that the first billing price is 
too high, it may readjust the billing price, but final adjustment does 
not occur until final redetermination date. ‘ 

If the cost of the work, therefore, should fall below contract target 
cost and progress and billing payments continue without readjustment 
of billing price before completion date, then there may be an accumu- 
lation of refundable money in the hands of the contractor. It is in 
this area, and during this time that it is possible for contractors to 
accumulate reserves or what amount to overpayments and where the 
accumulation of $200 million which you mentioned has occurred. 

In the case of letter contracts, the payments prior to definitization 
are progress payments at 75 percent of actual cost and there can be no 
overpayment. After definitization, the contract price and _ billing 
price are established and payments are then on the basis just described. 
Is that a correct statement? 

General Grerrity. Yes, it is, and I think we have made -great 
strides in that direction. We not only have a system now that will 
help us maintain accurate billing prices which reflect accurate costs, 
but we are maintaining currency on our conversion of contracts to 
definitive contracts and in redetermining prices. 

Mr. Courtney. Just so we may have it in hand at the moment 
since this change has occurred in the last half of last year, are you able 
to state for the information of the subcommittee the number of con- 
tracts in this area that have not been definitized? 

General Baker. Yes, sir. In the aircraft area, including the guided 
missiles area, there are currently 76 letter contracts, as contrasted to 
letters of intent—letter contracts that have not been definitized and 
no letters of intent. 
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Mr. Courtney. And they are in the reasonably current stage? 

General Baker. Yes, sir. 

The numbers that are over, let us say, 6 months old are compara- 
tively small. I would estimate one-quarter of that total. 

Mr. Courtney. Have you and your pricing people examined the 
costing presented to the committee by the various companies? 

General Baker. No, sir; we have not detailed it. We have seen 
it, but not detailed it. 

Mr. Courtney. Then you haven’t compared your estimates and 
your costing with those supplied by the contractor to the subcom- 
mittee? 

General Baker. Sir, the particular items that were forwarded to 
the subcommittee, I do not believe were made available at Wright 
Field in time for us to compare those costs. 

However, it is a routine practice for the Air Force and for the Air 
Materiel Command to compute ultimate results with, let us say, 
forecasted or estimated profits that are determined at the time of 
negotiation. 

Mr. Courtney. You obtained no guidance as I would understand 
it, from the companies’ own books as presented to the subcommittee? 

General Gerrity. Mr. Courtney, may I explain this? We have 
looked at these figures at the staff level as submitted by the contrac- 
tors. We have not been able to examine them in great detail. But 
we have looked at them sufficiently to know that their costs as repre- 
sented to the committee do not reflect exactly in all cases the costs as 
we look at them in our review of these contracts for redetermination 
purposes. They are the contractor’s honest reflections of his costs, 
and we still have negotiations to go through before we finally deter- 
mine the costs that are acceptable to us. 

Mr. Courtney. The subcommittee staff has examined the con- 
tractors’ data presented to it and has arrived at an opinion as to 
which of the contractors is the highest cost producer. May I ask 
whether the Air Force has determined which of these 12 is the highest 
cost producer? 

Notre.—The insert of the word “‘staff’’ in italic in the preamble to the above 
question is for clarification. North American Aviation Inc. in a meeting with the 
subcommittee group on April 27, 1956, at its plant, complained that a magazine 
had interpreted the question to mean that that company was in the mind of the 
questioner. The record does fot reveal that any company was named. The 
subcommittee has not formed any opinion on this subject. But all of the subject 
matter has been under the scrutiny of the staff. The omission of the word ‘“‘staff’”’ 
was not observed either by the interrogator, or by the subcommittee members 
present at that time. Since the question was not answered, this note completes 
the record. 

General Baker. Based on the information that the subcommittee 
has examined, we have not determined as a result of that which one of 
these contractors is the highest-cost producer. 

Based on the information which we have currently available to us 
through various means, we do, I feel confidently, know which con- 
tractors are higher-cost producers than others. 

Mr. Courtney. Since we are still hypothetical, does it occur to 
you that it is either accident or coincidence that the highest cost 
producer as shown by the contractors’ data presented to the subeom- 
mittee, happens also to be the company where the management 
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receives the highest return for its services? Does that help you in 
getting at the subject? 

Have you ever made that comparison, General? 

General Baker. Of salaries? 

Mr. Courtney. Yes, sir. 

General Baker. With cost of production? 

Mr. Courtney. Yes, sir. 

General Baker. No, sir; I don’t believe that we ever have. We 
do it indirectly in considering through our prenegotiation meetings 
on a particular contract, we will consider it at that time. But from 
an overall basis, I do not believe we have considered total salaries of 
executives as compared to those companies which might be considered 
‘as high-cost producers. 

Mr. Courtney. Would that accident or coincidence have any 
influence in your determination as to the amount or the reasonable- 
ness of the salaries which you have approved? 

General Baker. Yes, sir; it would. 

Mr. Courtney. In those circumstances? 

General Baker. It would. 

Mr. Courtney. Since you haven’t taken it into account, I can’t 
ask you the next question. 

I will ask you this much: Isn’t it customary, and without regard to 
contract—Mr. Secretary, in your own business experience —for lend- 
ing institutions and investors by the power of suggestion, shall we 
say, to regulate the business management of the company in which 
they are placing their moneys, either for investment or for loan and to 
limit or suggest the amount that management might siphon off either 


by way of dividends or by way of salaries or by way of bonuses? 
Secretary SHARP. You mean the investors? 
Mr. Courtney. Isn’t that a normal practice in American business? 
Secretary SHarp. I would xy f SO; yes. 


Mr. Courtney. Where the Air Force is spending 99 percent of the 
money that many of these companies take in, or at least the Govern- 
ment, do you think it would either be improper or out of order for the 
Government to suggest the kind of operation that management 
should conduct both as to its salaries and bonuses and as to the amount 
. money that would be taken out of earnings and ploughed back into 
plant? 

Secretary SHarp. I think we in the Air Force take a very substan- 
tial interest in and have our own ways of influencing the amount of 
money which the Air Force contractors take from their business and 
reinvest in the business. 

I think we pointed out before, the dividend policies of these com- 
panies have been rather conservative, perhaps as compared to industry 
as a whole. 

Mr. Courtney. Would you suggest that the salary and manage- 
ment policies, on salary and bonuses, have been conservative? 

Secretary Suarp. I would say that as compared to business as a 
whole, if there was any way of making a comparison. 

Mr. Courtney. Yes. 

Secretary SHarp. It is such a difficult field, because there seems 
to be no regularity in this field even in areas in private industry. It 
is probably a reasonable distribution looking at the overall picture. 

Mr. Courtney. Are you familiar, Mr. Secretary, or anyone on 
your side of the table, with the power of suggestion exercised by the 
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RFC, for example, with respect to salaries, dividends, bonuses, and 
operations of companies in which moneys were loaned under the 
provisions of the Reconstruction Finance Act? 

Secretary SHarp. I am not familiar with that; no, sir. 

rom GoLpEN. We are familiar with the fact that they are very 
tight. 

Mr. Courtney. Would you consider that the control, if you please 
to call it that, exercised by this Corporation where Government 
moneys were involved, of course by way of loan, was improper or that 
it impaired the efficiency of American business or of the borrowers in 
the case of the RFC? 

Mr. Gotpen. I am not familiar with that, but I think you do have 
a substantially different situation when somebody in a pitiful financial 
condition comes to the RFC and asks to borrow money. 

I would think they were no more stringent than a private bank in 
loaning money where the risk could be very substantial. They were 
protecting their investment. 

I think there are many differences between that situation and the 
way we have to deal with our aircraft industry, the way it is set up, 
on & private enterprise basis. 

Mr. Courtney. As a matter of fact, the RFC loans in many in- 
— were for developing new industries, which is not a great 

ea. 

Mr. Goupen. I am sure that is right. 

Mr. Courtney. Which is not a great deal unlike the situation which 
you have, where you were developing a broader base of production as 
a potential for future weapons or present requirement for weapons. 
Would there be any difference of principle between the two? 

Mr. Goupen. I think there is a considerable difference in the rela- 
tionship between the two parties. 

Mr. Courtney. Considering a company: Let us take a hypotheti- 
cal case. Let us take a company with sales in the order of half a 
million dollars a year, all to the Government. What would you con- 
sider to be a fair and reasonable reward for the management of that 
concern, say, for example, the president of the company? 

Secretary SHarp. That is a very difficult question to answer. It 
would relate entirely to the type of work they were doing, how difficult 
it were—— 

Mr. Courtney. Suppose, specifically, they were manufacturing for 
the Air Force? 

Secretary SHarp. It would still relate entirely to the type of work 
they were doing. If they were doing a type of work which required 
special managerial skills or special skills of some kind that were hard 
to obtain, a rather high salary might be paid. 

Mr. Courtney. Could you give us 

Secretary SHarp. If it were simply a company who was making 
routine competitive items, in all probability we wouldn’t consider the 
salary at all because we would go out on a competitive basis on the 
price. 

The conditions vary so that it is very difficult to answer that 
question. 

Mr. Courtney. Mr. Secretary, considering the 12 companies that 
have been before the subcommittee, I think the lowest salary that 
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I recall as a salary is $35,000 to the top management of Convair 
division. 

(Secretary Sharp nods.) 

Mr. Foco. $75,000 and it was cut to $62,500. It originally was 
$75,000. 

Mr. Courtney. $75,000. 

Mr. Foco. And cut to $62,500 by agreement. 

Mr. Courtney. Is that Convair? 

Mr. Fogo. Yes. 

Mr. Courtney. From there it ranged in the case of North American 
to two officers, each of whom drew substantially the same amount, of 
something over two hundred and sixty-odd-thousand dollars from all 
sources, bonuses and the like. One got $264,000 and the other got 
$190,000. 

Mr. Hféserr. Yes. 

Mr, Courtney. Knowing the amount of business that each of 
these two companies have for the Air Force, which would you consider 
too high and which would you consider too low? 

Secretary SHarp. Do you have a specific answer to it, Mr. Golden? 

Mr. Goupen. Mr. Courtney, I wonder if it would help in this 
respect, to show you what we are up against in trying to reach a norm 
here. There was a very good article, which I am sure you must have 
read, in the April 1955 issue of Fortune magazine. I would like to 
put it in the record to show what we are up against, too. We have 
a problem and I think you will understand it more clearly from this 
article. 

Mr. Courtney. As a good lawyer, you are confronted with a copy- 
right. So let’s be careful about this. 

Mr. Goupen. I think Fortune would appreciate our giving them a 
credit for this. 

It so well answers your question that, with your permission, I 
would like to read just two paragraphs: 

The picture of executive compensation that is visible to outsiders is baffling 
indeed. From company to company and industry to industry, the salaries, 
bonuses, pensions, and other benefits paid to corporate officers show no predictable 
patterns or clear relationship to company operations. What appears to be the 
most reliable relationship—that between total officers’ pay and sales—is very 
loose. Two companies in the same industry, with approximately the same sales 
volume, may pay their presidents widely disparate salaries and bonuses. For 
example, Fruehauf Trailer Co., whose sales total over $184,000,000 in 1953, paid 
its president $225,000 in salary and bonus, while Mack Trucks, Inc., with very 
nearly the same sales volume, awarded its president total compensation of only 
$104,700. Similarly, United States Steel, with sales of over $3.8 billion in 1953, 
paid President Benjamin Fairless a total of $258,400, while Bethlehem Steel, 
whose sales were only a little more than half of Steel’s that year, rewarded Chair- 
man Grace with $456,654. Are such oddities merely, as some have argued, the 
reflection of corporate politics? Orcustom? If not, how is the executive payroll 
related to a company’s sales and earnings? 

The article goes on and after you are all through you are as frus- 
trated as the writer. There is no norm within an industry; there is 
no norm between industries. A company which is trying to survive 
will sometimes bring a man in and pay him a large sum to keep the 
company from going down further as against a company that is in 
a high profit position and doing well. 

We have the same difficult job in our industry that all industry has. 
You have companies competing among themselves within an industry 
and between industries, for the best talent on the market. 
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It is a hard problem. We want you to understand our problem. I 
don’t think we have it licked by any means. 

Mr. Bares. Will you make any adjustments at all? You challenge 
these figures. Do you change any of these salaries that have been 
listed? I mean, have you had any—they can change as far as allow- 
ances under the contract are concerned. 

General Baker. The answer is “Yes,” we have. I have 1 or 2 
specific examples that were made at our plant level by our plant 
representative. That is right at the plant. 

I have approximately three examples of where changes have been 
made at our headquarters under a recently adopted policy of the Air 
Force for the review of executive compensation of contractors in the 
airframe business. I would prefer not to give the examples at this 
time. 

Mr. Héperr. No. 

General Baker. But I have right here two cases outside, one of 
whom was a retired officer. 

Mr. Bates. Then do I understand with the elimination of the 
bonuses, if they increase that so that the total sum which they would 
then receive would be commensurate with what they had received 
previously, you might challenge that? 

General Baker. No, sir. 

Mr. Bates. You would let it go? 

General Baker. Let us look at our feelings, and this is a most diffi- 
cult area, and we at the Air Materiel Command have recently been 
charged—we have for many years been charged with the examination 
of executive compensation, and we have done this primarily through 
our plant representatives. Approximately 6 months ago we felt that 
perhaps it wasn’t quite fair to our plant representatives who are living 
there with the contractors to charge them with this very delicate 
responsibility. 

We, therefore, adopted a new policy, which is just taking effect 
and has been effective actually for about the past 6 months—the 
regulation was published very recently—whereby all approvals for 
increases in executive compensation of our contractors are sent to the 
Headquarters of the Air Materiel Command and are viewed at that 
level rather than being reviewed at the plant representative level as 
prior to that time. 

We recognized that when we took this on we had a bear by the tail. 
And I don’t think there is any question that this is a most difficult 
thing. 

However, we have drawn up certain guide rules that we are going 
to use. First, the procedure will be that the aircraft plant representa- 
tive will comment or not, as he so desires, when he forwards it to the 
Headquarters, Air Materiel Command. At the Headquarters, Air 
Materiel Command I have established a board of two civilians, very 
senior civilians, and two of the most competent people I could find 
in this area, and also two military, who will review these requests as 
they come into the Headquarters, Air Materiel Command. 

The yardsticks that we have established are, of course, indefinite. 
However, they will include one which has been brought up by Mr. 
Courtney, the volume of the business. 

Another yardstick will be the complexity of the item, which is 
brought up by Mr. Sharp. Another yardstick will be the percentage 
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of this increase, Another yardstick will be when this increase—when 
was this individual given an increase last. And another yardstick, 
which is important, of course, is what is the degree of ownership of 
this individual in the company. 

Those are some of the yardsticks that we have developed to assist 
this committee in its recommendation to, in this case a general officer 
for final approval—I should not say for final approval. The final 
approval will be done by the administrative contracting officer. The 
recommendation will go from Headquarters, Air Materiel Command 
to the ACO, where it will be limited, the ACO being our plant repre- 
sentative. 


Mr. Bares. You take into consideration they are now being denied 
the bonus? 


General Baker. Yes, sir, obviously that would be taken into 
consideration. 

Mr. Bates. What has been the history of these increases since you 
eliminated the bonus allowance? Have most of the companies come 
in and asked for increases? 

Mr. GoutpeEn. No, sir. 

General Baker. I haven’t seen any of them. 

Mr. Goupen. And they will probably continue to pay the bonuses. 

Mr. Hess. Sure, out of profits. 

General Baker. I would like to make one other point, if I may 

Mr. Gotpen. Could I just finish this statement, General Baker? 
I talked to several in industry when this issue first came up, I saw no 
intent on their part, because we were denying reimbursement of the 
profit-sharing bonus to stop paying the bonus. They think it is a 
very good incentive. We think it can work, too; but they are not 
changing their system because we have decided to deny it. 

Mr. Bares. They haven’t increased the salary portion of it? 

Mr. Gotpen. No, sir. 

General Baker. I would like to make my point because it is ex- 
tremely important. -We in the Air Materiel Command, and certainly 
I am sure that we in the Air Force, don’t decide that the president of 
X company will get such and such amount of money. e do decide 
that portion which we will not allow as an item of cost. 

Mr. Bates. I understand that. 

Mr. Hésert. But you can control it to the extent it goes into the 
costs of the Air Force? 

General Baker. Yes, sir. 

Mr. Hess. I think it was a wise decision, General, taking it from 
the level in the plant up to your level there, taking that responsibility 
away from the man in the plant. 

General Baker. We felt it was not fair. 

Mr. Hésert. But you are cognizant and doing something about it? 

General Baker. Yes, sir. 

Mr. Hésert. Admiral Russell, what is the Navy doing about it? 

Admiral Russe.u. We have in two cases in the fairly recent past 
challenged an executive—amount of executive compensation. We 
have not recognized them in costs. I believe that our action is con- 
sistent with that of the Air Force. 

Mr. Hésert. Thank you, sir. 

Mr. Courtney. Mr. Chairman, I believe that we have covered all 
of the areas covered by the Navy and that are suggested by the in- 
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quiries made of the 12 different companies. I think the record so far 
as the subcommittee is concerned is complete in all areas. 

Mr. Hésert. I want to thank you gentlemen for your cooperation 
and your patience with the subcommittee because of the situation 
that is prevailing on the floor. 

Secretary SHarp. Mr. Chairman, could I make one statement 
before we close, if you intend to close the hearings? 

Mr. Hépert. Yes, sir, you may. 

Secretary SHarp. I would just like to say for the benefit of the 
subcommittee that I am rather new in this position, having come 
from the outside business world and having been for a good many 
years a rather substantial taxpayer. I have been terribly impressed 
by the earnestness and ability of this group in the Air Force, the 
professional working group, both the civilian and military, in their 
endeavor to solve this terribly complex problem of giving the country 
adequate defense at the lowest possible dollar. 

I just would like to enter a good word for them because they are 
really trying hard to solve these problems. They are interested in 
any possible suggestions for improvement. I think with the help of 
such committees as this we will continue to improve our operations. 

Mr. Hésert. I thank the Secretary for his observation and also 
wish to commend the Air Force again for its cooperation, and to also 
express appreciation for the obvious interest of the Air Force. 

Mr. Secretary, you know at the beginning of this we were informed 
the Air Force weren’t interested in this at all. 

Secretary SHARP. I can assure you that was not the case. 

Mr. Hésert. The committee will stand in recess until tomorrow 
morning at 10 o’clock, when the Renegotiation Board will be here. 

(Whereupon, at 3:15 p. m., the subcommittee adjourned until 
10 a. m., Thursday, March 22, 1956.) 
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THURSDAY, MARCH 22, 1956 


Hovuser or REPRESENTATIVES, 
CoMMITTEE ON ARMED SERVICES, 
SUBCOMMITTEE FOR SPECIAL INVESTIGATIONS, 
Washington, D. C. 

The subcommittee met at 10 a. m., Hon. F. Edward Hébert (chair- 
man of the subcommittee) presiding, with the following members 
present: Messrs. Hess, Gavin, Rivers, Bates, and Nelson. 

Mr. Hésert. The committee will come to order. 

Mr. Courtney. Mr. Chairman, we have asked the Renegotiation 
Board to discuss the subject of this inquiry with us this morning. We 
have here with us the acting chairman of the board, Mr. Coggeshall, 
Mr. Fitch of his staff, and Mr. Fensterstock. 

Mr. Coggeshall, the subcommittee, as you know, has been interested 
in the subject of profits and, of course, the operation of the statutory 
renegotiation is implicit in any consideration of profits and certainly 
in consideration of the financial poriion of these companies. 

Of course, we have only considered 12, but they represent probably 
the major dominant portion of the industry. 

Save one, none of the financial statements that have been presented 
to the committee and in none of the years, save one, has renegotiation 
actually been the subject of inquiry or brought to the attention of the 
subcommittee. 

As you know, we have considered only the period, that is, the 
calendar years and fiscal years where they—overall 1952 on to the 
present time. 

And the subcommittee would be interested in your views, one, as to 
the operation of the act; two, with reference to the timeliness of 
decisions within the board, itself, which again has been commented 
on by both service and companies—that is, both services and com- 
panies—and in general your view of the earning picture as it is dis- 
closed and the profit picture as it is disclosed and has been disclosed 
by these companies to the subcommittee. 

If you will take over from there, we would appreciate it. 


TESTIMONY OF MR, THOMAS COGGESHALL, ACTING CHAIRMAN 
OF THE RENEGOTIATION BOARD 


Mr. CoacesHa.u. Thank you very much, Mr. Courtney and Mr. 
Chairman. 

I have no prepared statement, but I have a number of documents 
which I would like to put into the record and distribute copies. 

By way of background, I wish to state first, I joined this board last 
March. I was appointed, and I have been acting chairman since 
November. In other words, | have been on the board a little over a 
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year. But I have—I am not falling back on that absence of knowledge 

vecause I have been connected with postwar renegotiation since 1949 
when I was appointed to the Air Force Division of the Armed Services 
Renegotiation Board which administered under the Policy Review 
Board the 1948 Renegotiation Act. 

That gave way to the Renegotiation Board in 1951, under the 1951 
act. The board was constituted in October 1951. I was appointed 
by the then Secretary of Defense, Mr. Lovett, to the Washington 
Regional Board and also later to the New York Regional Board, and 
returned to Washington last March by appointment of the President. 

So I am acquainted from the statutory board point of view, officially 
only since last year, but as a member of the 2 regional boards in the 
field, 2 of the then 6 regional boards, and also the Military Renegotia- 
tion Policy and Review Board. 

From that I would like to give something by way of background 
first, because we have more to do in renegotiation than deal with the 
12 airframe companies. 

Mr. Hépert. By background, you mean background of the Board? 

Mr. CoGGEsHALL. Yes; in renegotiation. 

Mr. Héperr. I think it would be wise to give your own personal 
background. 

Mr. CoGGEsHatu. Yes. 

Mr. Hésert. Before the Board. 

Mr. CocersHatu. Yes. At this stage | was drawn—lI spent some- 
thing like 25 years since the end of the First World War in the field 
of foreign trade and banking. 

I was connected—in the First World War because of eyesight; I 
was rejected for military service, but I served as a representative of 
the Bureau of Enemy Trade and the War Trade Board— 

Mr. Hépert. Your educational background. 

Mr. CoacrsHati. Educational background. Boston Latin School, 
1909. Harvard College, 1913. Bachelor of arts degree, magna cum 
laude. Sheldon Traveling Fellow in Europe of Harvard University, 
1913-14, in the course of which I studied both at Oxford and two 
German universities. 

I had 3 years of school-mastering afterward. I was drawn into the 
Bureau of Enemy Trade and War Trade Board in the First World 
War, and assigned to what was the greatest export-import company 
in America, for 17 years—G. Amsinck & Co., Inc., which was acquired 
by the American International Corp. in 1917, at the instance of the 
State Department, being German-controlled. 

I went there representing the Bureau of Enemy Trade and the 
War Trade Board. 

After the war and the termination of my services with the Bureau 
of Enemy Trade and War Trade Board, the company was completely 
Americanized and I went to Paris as manager, in 1920. Subsequently 
I was with the Bankers Trust Co. in Paris. Subsequently I joined 
the First National Bank of Boston, in 1923, and spent 18 years with 
that bank and its security affiliate, the First National Corporation of 
Boston. 

In the war, I was drawn first—my end of the business was the 
foreign business always. I spent a great many years in South America 
and Europe. My end of the business was pretty low. I offered my 
services to the Treasury and was Special Adviser on Trade and 
Foreign Exchange. 
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In the first part of 1942, I was drawn to the Reconstruction Finance 
Corporation, by Mr. Clayton, and assigned to the U. S. Commercial 
Company, to conduct economic warfare in Spain—set it up. I set it 
up for 4 months. 

After my return home, I withdrew from that in September. I had 
a family at home. I joimed—was drawn into the Price Adjustment 
Board, as it was called. I was with the Air Force in New York. 
That was in January 1943. I served through the war, became a mem- 
ber of the board and vice chairman of the Air Force Board and received 
the Exceptional Civilian Service Award from Mr. Patterson, Judge 
Patterson, because of my services in renegotiation. 

Then I was drawn back, as I said, postwar. 

Now I would like to give some background, if I may, of renegotia- 
tion in general and then get down to particulars. 

Turning over in my mind—I ought to put before you gentlemen 
that although you help make the various renegotiation acts, I don’t 
think any of you have ever been connected with administration. The 
chairman of your full committee, Mr. Vinson, has followed it very 
closely as you know, from the start. 

My attention was drawn a few months ago to a statement he made 
on the floor during the consideration of the Renegotiation Act of 1951 
in which you are interested. I take the liberty of reading this state- 
ment and put copies before you. I think it is the finest statement on 
renegotiation which I have ever seen. [Reading:] 

Renegotiation is not an exact science. There is no fixed formula or yardstick 
for the determination of excessive profits, nor is there any fixed maximum to the 
amount of profits which may be realized or retained by any contractor. * * * 
The bill lays down certain factors * * * which must be taken into consideration 
by the renegotiation authorities in determining in every case whether excessive 
profits exist, and if so, in what amount. 


* * * * * * © 


* * * T think it important to emphasize before this body, that renegotiation 


is an operation which is broadly conceived and broadly administered. It is not a 
detailed process of audit and examination, contract by contract and dollar by 
dollar. nd it is by no means a device to remedy or repair errors or inequities in 
individual procurement transactions. The renegotiation authorities do not reset 
the price of each contract after completion of performance and payment. This 
type of individual price adjustment, which was contemplated in the earliest days 
of renegotiation and from which the process derived its name, gave way almost 
immediately, out of obvious necessity, to overall review of a contractor's opera- 
tions for his entire fiscal year. 

This basic conception is indispensable to any understanding of what renegotia- 
tion is and the way it works. All of a contractor’s receipts or accruals during 
his year from all of his contracts and subcontracts subject to renegotiation, includ- 
ing both his profitable and his nonprofitable ones, and all of his costs and expenses 
applicable thereto, are considered at a single proceeding together with all other 
facts and figures pertinent to the statutory factors, and a single overall determina- 
tion is made. If no excessive profits are found to exist, a clearance is granted to 
the contractor. If it is determined that excessive profits were realized, a determi- 
nation of the amount thereof is made and this determination is embodied in an 
agreement or order. 

It is evident that in this type of operation the renegotiation authorities must 
use, not a fine-toothed comb, but a broad brush. And it is for precisely this 
reason that renegotiation is not designed to be, nor can it be, a substitute for 
sound procurement pricing. Renegotiation does no more than prevent or elim- 
inate profits that are clearly excessive and unreasonable on an overall basis—profits 
that it would be clearly unconscionable for a contractor to retain from his dealings 
with his Government in circumstances which precluded proper initial pricing. 
The sole objective as well as the net result of a renegotiation proceeding is to make 
certain that the Government has paid no more to a contractor, directly or indi- 
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rectly, than he should in good conscience be entitled to receive in the circum- 
stances—in a word, that from the efforts of the Government to maintain the 
common defense for the common good, he has not accumulated more than a fair 
return or overall price for what he has done. The purpose is not to take money 
away from the contractor, but rather to see that not too much money has been 
taken from the Government under unusual conditions lacking the controls nor- 
mally exerted upon prices by the pressures of competition. 

Mr. Rivers. Now negotiation derives—the right of the Govern- 
ment to negotiate derives—from the instant the contractor signs the 
document, the cost plus or competitive document? 

Mr. CoaGrsHa.u. On all of them. 

Mr. Rivers. On all documents? 

Mr. CoccesHauu. On all contracts and subcontracts thereunder 
with the departments named in the Renegotiation Act. 

Mr. Rivers. Whether or not they are competitive or awarded on 
a cost plus or fixed fee, or whatever it is? 

Mr. CocGrsHauu. You are right, sir. That is it. 

Mr. Rivers. That is the procedure to which he agrees when he 
accepts the contract? 

Mr. GoacrsHai. That is right. 

Mr. Rivers. Hence your jurisdiction? 

Mr. CoaersHatu. That is right. 

Mr. Rivers. Yes. 

Mr. CoaGrsHautu. Whether he agrees or not. And even it is pro- 
vided in the law that if by accident or oversight the renegotiation 
article is omitted from the contract, nonetheless, under the law—— 

Mr. Rivers. Basic law gives you the authority? 

Mr. CocGcresHauu. Yes. 

Mr. Héserr. The particular matter which interests the committee, 
in order that we get on a basic level—of course, nobody disagrees with 
the laudable purposes and pious hopes as expressed in this document. 

Mr. CoaGEsHa.i. Yes. 

Mr. Hésert. What the committee is interested in is to know why 
it is taking you so long to attain this virtue. 

Mr. CoacrsHau. May I give you first a little background on the 
costs here? 

Mr. Héserr. Yes. 

Mr. CoaersHa.v. I have a document which is prepared for another 
committee, some 50 pages- 

Mr. Rivers. It looks like you are always one administration behind, 
which you never catch up. 

Mr. CoaGesHa.t. Yes, sir. I would like to go into the regulations 
particularly as regards the accounting statement. 

It was prepared for another committee, as I say, and they are quite 
willing that we should use it here. 

I will read the brief outline of the renegotiation process. This is 
very short. 





The act requires every contractor to file a report with respect to its renegotiable 
business for a fiscal year. All reports are examined by the Headquarters Board 
in Washington. Those which show aggregate renegotiable sales below the floor 
(i. e., the minimum amount prescribed in the statute) are set aside. In cases 
above the floor, if the profits are obviously not excessive— 


by the way, we have about 10,000 cases a year above the floor—not 
just these 12 companies, but 10,000. 

May I request the committee—this whole statement can’t be 
released to the press, just the seetion I am reading from. 
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Mr. Courtney. I am sorry, gentlemen. Will you return the 
statement to me, please. 

Mr. CoccesHatu. Yes. Just the sections I read. 

Mr. Hépert. You better get the whole thing back. 

Mr. Courtney. I didn’t observe any restriction on the use of it. 

Mr. CocGersHa.t. Yes, sir. [Continuing:] 

In cases above the floor, if the profits are obviously not excessive, no further 
action is taken and the contractor is so notified. All other cases are assigned for 
renegotiation to a regional board, usually on a geographic basis, 

I will interpolate here, Mr. Chairman, to state there are about 
10,000 cases above the floor each year. We have about 50,000 filings 
per year; 10,000 are above the floor of $500,000. 

We were assigning to the field about 6,000 a year for processing, to 
our four regional boards. ‘That figure now is nearer about 3,000 a 
vear. We screen out more in headquarters, with more experience. 

Mr. Hess. Do I understand, then, Mr. Chairman, that there are 
10,000 Government contracts? 

Mr. CoacresHati. No; 10,000 contractors with over $500,000 
renegotiable business each base year. 

Mr. Hess. 10,000 contractors that have Government business each 
vear. 

Mr. CoacrsHatyu. Of over $500,000 a year. 

Mr. Hess. Yes, of over $500,000 each year. 

Mr. CoacrsHauu. Yes. There are 50,000 all told that have some 
renegotiable business. About 40,000 per year are less than $500,000 
renegotiable receipts and accruals. Is that plain, Mr. Hess? 

Mr. Hess. Yes, sir. 

Mr. CoaccEsHaLL. The regional board commences renegotiation, 
accumulates all additional information that it needs, and then deter- 
mines whether the contractor realized excessive profits, and if so, in 
what amount. The Board has delegated to the regional boards final 
authority to make agreements in cases involving aggregate renegotiable 
profits below a certain amount. 

That figure today is below $800,000 renegotiable profits. It used 
to be $400,000. 

Mr. Rivers. Have the personnel of your regional boards been 
reduced? 

Mr. CocGrsHALu. Yes; each year. 

Mr. Rivers. Since when? 

Mr. CoacrsHatu. We have had a lower budget each year. 

Mr. Rivers. Since when? 

Mr. CocgcrsHatt. I have a table here that shows just what 
happened. 

Mr. Rivers. If you keep on reducing—— 

Mr. CoccrsHaLu. We have all told, headquarters and regional 
boards, less than 500 people. 

Mr. Rivers. If you keep on, they will reduce you out of business; 
won’t they? 

Mr. CoacesHaLut. We had a budget in 1953, for fiscal 1953, of 
$5,133,000, in which year recoveries or determinations of excessive 
profits were $19 million. The next year the budget was about the 
same, $5,143,000. Recoveries were $119 million. 

Such a good job was done, the budget was reduced to 4 million 4, 
but the receipts still went up. Recoveries were $167 million in that 
year. 
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Mr. Courtney. Mr. Coggeshall, could I ask a question there, 
please? 

Mr. CoGGesHa.u. Yes, sir. 

Mr. Courtney. Is that $167 million which you give for the fiscal 
year 1955 the gross figure? 

Mr. CoGGEsHa.u. Gross. 

Mr. Courtney. Or the figure after taxes? 

Mr. CoaeesHa... It is the gross. You see, we do not figure the 
tax credit. That is done by the Federal Government—the Internal 
Revenue. But it is transferred on the books of the Treasury, that is, 
the Treasury of the United States, to recoveries from renegotiation. 

You see, the concept is if it operated like taxes, if you could operate 
at once, these would never be taxable profits. 

Mr. Courtney. The question was addressed to whether or not this 
represented the return to the Government in dollars, whether from 
renegotiation or from taxes. 

Mr. CoacesHatyu. We never know. We can only make an estimate 
of what the net is. 

Mr. Hess. We could make an estimate of 50 percent for our pur- 
poses then. 

Mr. CoacGcrsHaALu. Roughly; yes. This year we are running on a 
budget of $4,150,000 and recoveries up to December 31 were 73 mil- 
lions of dollars. 

Mr. Rivers. But less than 500 employees? 

Mr. CoaGrsHa.u. Yes; less than 500 employees. 

Mr. Hfésperr. May I ask here: How many of these renegotiated 
contracts are carried to the Tax Court? 

Mr. CoacrsHALu. We have had 2,300 determinations, roughly, of 
excessive profits, of which all but 180 or is it 120—Howard? 

Mr. Fenstersrock. 120. 

Mr. CoacrsHa.Lu. Have been concluded by bilateral agreements. 
Some 120, or 180, were unilateral orders, but only 24 contractors all 
told have taken their cases to the Tax Court postwar. 

Mr. Hfésert. They have been settled? 

Mr. CoaersHaLu. No; none have been settled. 

Mr. Hfépert. None of the cases which have been taken to the 
Tax Court— 

Mr. CoaccrsHatu. In June—— 

Mr. Hésert. In June. 

Mr. CoacrsHaLu. None have come up. The court is still engaged 
in wartime. 

Mr. Hésert. So we do not have a yardstick of measurement? 

Mr. CoaGrsHALu. No. 

Mr. Hézert. To where the Renegotiation Board has been reversed 
by the Tax Court? 

Mr. CoacrsHatu. No. The first one to come up is now scheduled 
for April. 

Mr. Hépert. Which one is that? 

Mr. CoacesHALt. Fletcher Aviation, a very small case, 1950 year. 
It has been in the Tax Court for 2 years? 
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TESTIMONY OF MR. H. W. FENSTERSTOCK, ASSISTANT GENERAL 
COUNSEL, RENEGOTIATION BOARD 


Mr. Fensterstock. Approximately. 

Mr. CoGGesHaLt. Yes. 

Mr. Rivers. Who represents you? The Department of Justice? 

Mr. CoccresHatt. The Department of Justice picks their own 
lawyers. I think Mr. Curley has been engaged very actively in the 
wartime cases. 

Mr. Rivers. I say the Department of Justice. 

Mr. CoacresHatt. The Department of Justice is our lawyer. 

Mr. Rivers. I see. 

Mr. CoacesHALL. In other words, we have had agreements, bi- 
lateral agreements in 95 percent of the determinations of excessive 
profits, and of that small 5 percent—was it 120 or 180? 

Mr. Fensterstock. I think 120. 

Mr. CoaGcrsHatu. Yes. Of that small 5 percent, only 24— that is 
another 20 percent of that—have gone to the Tax Court. In other 
words, by either agreement or by unilateral order which the con- 
tractor has responded to, 99 percent of the determinations have been 
disposed of, finalized. 

Mr. Fensterstock. May I interrupt? 

Mr. CoaGcrsHat.. Yes. 

Mr. Fensterstock. The figures appear on the material we just 
handed the committee. 

Petitions filed under the 1951 act. Petitions dismissed, 4; pending, 
18. That is through December 31, 1955. 

Mr. CoaeesHa... I think- 

Mr. Courtney. The other cases you were talking about were under 
the earlier act? 

Mr. CoGGEsHALu. Yes. 

Mr. Fensterstock. Yes. There has been no case arising under the 
1951 act that has yet been tried or decided by the court. 

Mr. CoccesHauu. That is what I said. 

Mr. Courtney. I just wanted to clear up that point. 

Mr. CoacGEsHa.t. If in any such case, Mr. Chairman, the contractor 
accepts the determination, an agreement is made for the payment 
of the amount determined. Otherwise, the regional board—they do 
the processing in the first instance—issues an order directing such 
payment. From this order, the contractor has a right of appeal to 
the statutory Board. 

In the larger cases, in which the regional boards do not have final 
authority to make agreements, the determinations of the regional 
boards must be approved by the statutory Board before agreements 
can be executed. If a regional board determination is not acceptable 
to either the statutory Board or the contractor, the case is transferred 
from the regional board to the statutory Board for further processing 
and completion. On any final order of the Board with which the 
contractor does not agree, the contractor may obtain a judicial review 
by filing a petition in the Tax Court of the United States. 

A fuller description of the various steps involved in this admin- 
istrative process is presented below. 

The one thing I would like to bring out here and I think it will give 
you a background for the questions with which you seem to be par- 
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ticularly concerned, Mr. Hébert, is the section 8 (e), pages 29 and 
30—no, that is the first one. I have two things. Pages 29 and 30, 
allocation of costs, so you can answer the type—our view, of course, 
where they differ from the services. 

This is a matter of statute and regulation under the statute. 

Allocation of costs—— 

Mr. Rivers. This document from which you are to read, despite 
the fact you don’t want to give us the impression, you give it to 
each one of us to retain, is that right? 

Mr. CoGcGcrsHaLy. You may retain it. And the sections I am 
reading here I have no objection to the press having. 

Mr. Rivers. Yes. 

Mr. CoaersHatyu. But the document as a whole covers a great 
deal more information. 

Mr. Rivers. I see. 

Mr. CoacrsHauy. It was prepared for the joint committee. 

Mr. Rivers. I see, sir. 

Mr. CoccrsHauu. In determining the costs of renegotiable business, 
the renegotiation law has always been closely linked to the Internal 
Revenue Code. By express provision in the act, all items estimated 
to be allowable as deductions or exclusions under the code must, to 
the extent allocable to renegotiable contracts and subcontracts, be 
allowed as items of cost in renegotiation. 

Generally, the method of accounting employed by the contractor in 
determining net income for Federal income tax purposes is followed 
for renegotiation purposes. It is not followed when, in the opinion 
of the Board, such method does not clearly reflect the renegotiable 
profits of the contractor. In such cases, by special accounting agree- 
ment with the contractor or, if necessary, by unilateral action, a 
different method of accounting is employed to determine the costs 
and expenses of the contractor allocable to the fiscal year under 
review. 

Specific provision is made in the regulations for the renegotiation 
treatment of selected items of cost. Costs allocable to nonrenego- 
tiable business, including exempt business, are not allowed as a 
charge against renegotiable business. 

The 1951 act, unlike the earlier statutes, provides that the con- 
tractor generally shall be allowed as a cost, in the year under review, 
the amount of any loss sustained by the contractor on renegotiable 
business in the immediately preceding fiscal year. Except to this 
extent, losses in other vears are not allowed. However, by regulation, 
in connection with the statutory factor of risk, the Board gives 
special consideration to evidence showing risks through losses in- 
curred by the contractor in performing similar contracts in other 
years, 

I remember you raised that question the other day with one of the 
services, I think with Secretary Sharp. 

(Mr. Hebert nods.) 

Mr. CoaersHatu. Whether he thought it was fair. It is not done 
accountingwise outside of a loss in the prior vear, but under the 
factors which you also asked me to discuss today, the statutory 
factors—I mean I will develop this further. 

Mr. Hésert. We are very much interested in your rules or your 
formula. 


co 
1. 


wi 


be 


re 
ai 


AIRCRAFT PRODUCTION COSTS AND PROFITS 2911 


Mr. CoacEesHaLu. Yes. 

Mr. Héserr. And how is it applied to individuals. 

Mr. CoacesHatu. Well, there is no formula, but there are factors 

One thing: I will enter right here for the record the status of the 
completion, where we stand, in the large, rather than these 12, though 
I am perfectly prepared to discuss the other 12 and expect to. But ] 
would like to give you the background of the picture, the job we have 
to do, which isn’t just renegotiating these 12 contractors who have 
been before you. 

Now, there is a statement in regard to completion progress. 

Since statutory renegotiation is conducted on the basis of overall 
results for a fiscal year, it must necessarily await the close of such year 
and the submission of the contractor’s report with respect thereto. 
This report is not required to be filed until the first day of the fifth 
month following the close of the fiscal year under review, that is for a 
contractor’s 1952 vear. 

If he is a calendar year, he is not called upon to file until May 1953. 
He often requires extension at that time. If it is requested, it is 
granted, I mean if the reasons are good. 

The act, recognizing the vast number of filings made with the Board 
and the preliminary work that must be done thereon before it can be 
determined in which cases actual renegotiation proceedings are neces- 
sary, provides a period of 1 year for the commencement of renegotia- 
tion. Two years, following such commencement, are prescribed for 
completion. All of these filings of contractors are made with the 
statutory board in Washington, and some—about 70 percent of con- 
tractors are on a calendar-year basis. That means something like 
35,000 filings pour into our small shop around the first of May. And 
they have to be assorted, assembled, records have to be set up and 
then they go through this process of screening—examination first. 
The nonstatutory filings are set aside, that is, below $500,000. It 
leaves about 10,000 above $500,000 that go through a small committee 
well versed in the background of the companies and the treatment in 
renegotiation, to make a recommendation to the Board as to those 
which should be sent to the field or withheld. On the average that 
takes 2 to 3 months at that time. 

We get another bunch, of course, the fiscal June 30, which is a 
popular period for a great many companies, like Government. About 
30 percent of the companies, pretty close, follow that. Those pour 
in the first of November or December. 

Mr. Rivers. All of those which pour into your shop—and a lot 
as-you say, is personnelwise? 

Mr. CoaGesHatu. Yes, Mr. Rivers. 

Mr. Rivers. How far behind are you on those, screenings? 

Mr. CoceEesHa.y. On the screening? 

Mr. Rivers. Yes. 

Mr. CoccrsHALuL. Two to three months. 

Mr. Rivers. Two to three months. You process the whole 
business? 

Mr. CoaersHaLL. We send them out to the field after they have 
been screened. Those that are not withheld from renegotiation are 
sent to the field. They do the processing in the original instance. ~ If 
the profits involved are less than $800,000, the determination of the 
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four regional boards—New York, Chicago, Detroit, and Los Angeles— 
those are final. 

Mr. Rivers. Yes. 

Mr. CoacrsHaut. That is, they are final if the contractor agrees. 
If he doesn’t agree and they issue a unilateral order, he has the right 
to appeal to us within 90 days or we may initiate a review on our own 
motion. 


Mr. Rivers. What is your statutory period in favor of the con- 
tractor? 

Mr. CoaGesHauu. Two years after the commencement of renego- 
tiation. That is fixed by law. 

Mr. Rivers. Two years after it has been 

Mr. CoacesHatt. Initiated. 

Mr. Rivers. Assigned to a regional office. 

Mr. CoacrsHatu. Not assigned. After a letter commencing re- 
negotiation has been issued? 

Mr. Rivers. Yes. 

Mr. CoacresHatu. That must be sent within 1 year of the filing. 

Mr. Rivers. I see. 

Mr. CoaaesHa.t. If the filing is complete and perfect, which it 
often isn’t. 

Mr. Hépert. May I ask there: After you initiate the proceedings 
of renegotiation—— 

Mr. CoaGrsHALt. Yes. 

Mr. Hésert. The contractor then—you have to complete it within 
2 years? 

Mr. CoaccrsHaty. Yes. Of course, you can get an extension, just 
as the tax people do. We use it much less than the tax people do, 
though, extensions. 

Mr. Hésert. A waiver in effect? 

Mr. CoaGesHatu. A waiver; yes. An extension for 6 months or a 

ear. 

Mr. Hésert. Now those that are initiated—-the committee does 
not understand that an initiation occurs in every renegotiable con- 
tract. 

Mr. CoaarsHaLu. Not in every renegotiable contract, but with 
every contractor who is assigned to the field for processing. We 
screen out a number of cases. 

Mr. Héserr. That is right. 

Mr. CoaersHatu. And notify the contractor that we are withhold- 
ing and in the absence of development, further development—we 
don’t initiate the renegotiation, and in that case, the statute doesn’t 
run. 

Mr. H&pnertr. The question was intended to reveal this: = your 
prescreening activity—— 

Mr. CoaGrsHauu. Yes. 

Mr. Héperr. There are a number of contracts I assume during this 
prescreening activity that you determine there is no basis for renego- 
tiation? 

Mr. CoccrsHaty. Yes. We have gotten to the point now—at one 
time they screened out no more than one-third. I have the past 
records. 


Mr. Héperr. Yes. 
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Mr. CoGcGEsHALL. At the present time we are screening out—that 
is, within the last year or so—about two-thirds. We have more ex- 
perience and more knowledge. 

Mr. Hézert. In other words, I just wanted the record to show that 
this is not a blanket initiation. 

Mr. CoacGrsHa.u. That is right. 

Mr. Gavin. You stated that you receive about 35 cases, about 
June 30, did you? 

Mr. CoccesHaty. About 35 percent. 

Mr. Gavin. Oh. 

Mr. CoagersHALi. Of total contractors, 30 percent are on a fiscal- 
year basis. Some 50,000 contractors file with us each year. And 
that would mean roughly 15,000 filings at the June 30 period. 

Mr. Gavin. And what 

Mr. CoccrsHatu. And they file on December 1, on that— 
November 1. 

Mr. Gavin. You spoke about, say, 15,000 cases in that period. 
You spoke about coming in with additional cases in November. 
How many 

Mr. CocGresHaLu. Well, that is the June 30. The ones that come 
in on May 1 are about 35,000, Mr. Gavin. 

Mr. Gavin. 35,000. 

Mr. CoaGcresHaLL. And on November 1 it is roughly 15,000. I am 
using those rough figures. 

Mr. Gavin. About 50,000. 

Mr. CoaGrsHAL.. It is spread through the year. The odd fiscal 
year companies don’t count much. 

Following is the record of case completions of the Board, tabulated 
according to contractor fiscal years: I am departing from the 
statement. 

This Board, on its establishment in October 1951, inherited or 
acquired by delegation, although it wasn’t until January 1952—the 
Secretary of Defense delegated to the Renegotiation Board all un- 
finished cases under the 1948 act, the Secretary of Defense having 
been responsible for that renegotiation in the first instance. 

There were some 1,490 of those cases which were assigned by the 
Renegotiation Board when it got underway. It took some time to 
get underway. They didn’t have their regulations published until 
March 1952, because they consulted with industry and got industry’s 
views and so forth. The 1,490 were assigned to the field officers and 
have been, of course, fully completed, some time ago. 

For the 1951 year, the Renegotiation Board assigned to its field 
offices some 6,074 filings for the 1951 year, of which 5,944 were com- 
pleted as at December 31. All these figures are December 31, 1955. 
At that time there was a balance of 129 of the 1951’s. 

I should explain here—it may look a long time—there were a number 
of delinquent filings and in the course of the year 1951, the Renegotia- 
tion Board received a total—thousands of delinquent filings and 
some 165 were assigned to the field. So we have a balance at the end 
of the year unfinished of 129 for that year, and in the course of that 
year we have sent to our field offices 165 late filings. 

In 19—in other words, we stood 97.9 complete for the 1951 year. 

In 1952 we assigned to the field offices 5,986, of which 5,415 were 
completed at December 31, leaving a balance of 571. In other words, 
a’state of 90 percent completion overall—90.5 
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For the 1953 year of contractors, 3,427 were sent to the field. 
That is when our screening became more effective, | mean, we had 
more experience and more background. Total completed at Decem- 
ber 31, 2,305, leaving 1,122 for completion. 

The percentage of completion was 67.3 percent. 

For the 1954 year, the easier cases, 1 mean those that were sent to 
the field, less complicated, which was a fair time—at that time only 
1,394 had been sent. We estimate it will be about 3,000. 

Some 335 were completed, leaving a balance of 1,059. That is a 
percent of completion of 24 percent. 

And even in 1955 fiscals, there have been 103 assignments. There 
were 5 completed, or a 98 balance. That was a percentage of comple- 
tion of 5 percent. They must have been fairly simple cases. 

I would like to make a statement at this stage in regard to the 12 
airframe companies. I would like to proceed further with a statement, 
but I just want to make one more statement. 

Our experience, because of the great complications of these great 
aircraft companies, the great numbers of types of contract—we have 
to examine contracts by groups, by regulations, as I will put in the 
record later: CPFF contracts, fixed-price contracts—you have been 
hearing all about it—fixed price, redeterminable contracts, incentive- 
type contracts, terminated contracts, which are subject to renegotia- 
tion, facilities contracts—have I missed any? 

Mr. Frrcen. Price redetermination. 

Mr. Coaersuauu. Price redetermination I mentioned also. And, 
with some of them, subcontracts. In other words, for example, 
Glenn L. Martin is doing a big job for Grumman or were doing a big 
job as subcontractor for Grumman. Lockheed and Douglas—they 
weren’t subcontracting, I am wrong in that. But McDonnell was 
actually doing subcontracting to Grumman and—not McDonnell, but 
Glenn L. Martin. 

I will give you one example of that, the 1951 and 1952 years of 
Glenn L. Martin were withheld from being sent to the field because of 
the big losses there. There seemed to be no necessity of conducting 
any renegotiation. By hindsight, I would say—I shouldn’t criticize 
my predecessors. By hindsight I would say that was a mistake. 
Because the New York regional board—when I left the New York 
regional board last March, the New York regional board had got into 
the Glenn L. Martin case for 1953. They had filed, we will say, on 
May 1, 1954. Iam not sure whether they filed exactly on time or not, 
but when they did file and it was sent up to the New York regional 
board, I took a look at it first as a board member. We saw that we 
had one awful job to straighten out. Not having gone through the 
renegotiation process for the 1952 preceding years, 1951 and 1952, 
with contracts still under way in 1953, which had been let in 1951 or 
before of every possible variety—there were CPFF, I say there were 
subcontracts to Grumman, there were redeterminable contracts, 
incentive-type contracts, terminations and facilities contracts. The 
company’s books were done in a certain way, the tax return in another 
way, and the treatment of the redetermination and incentive-type 
contracts weren’t finished in many instances. 

I think they found that in 1 year, either that or another company, 
there were some 36 contracts, performance under 36 contracts involved, 
and they are still trying to straighten those figures out so they will 
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know what is the proper carry forward of loss. The contractor is 
entitled to the carry forward into the 1953 year loss, the true final 
loss on renegotiable business under the act and under the regulations. 

Still one of the best accountants in the New York board is at it 
and the best accountants of Glenn L. Martin, I understand, have 
been at it, trying to straighten those figures out. 
example. 

Therefore, our experience in this table shows it. We stand today, 
as you know through these 12 airframe companies that have been 
before you, the largest and the most important and also by the same 
token, the most complicated in the picture—we are about at the 
stage of completion where we are with the general run of our business 
through the 1953 year. That is 67 percent complete. We happen 
to be 75 percent complete on those 12 airframe companies. In 
other words, nine have been finalized. 

One more is in our shop for final review, having come from the field. 
Another is going through preliminary review. And the last one on 
the limb: The best estimates I had from the New York board was 
that it would be done in a fortnight. 

But it takes about a year longer. Because we can’t start on these 
figures—their original filmg on May 1 with the airframe company 
means nothing. It is a pro forma filing. They have a segregation 
of sales. Yet as it stands at the time it is set out. And estimated 
profits as they stand. But they have to wait for the settlement of 
these redeterminable contracts for at least a year after an incentive- 
type, and so forth. 

And until you have firm figures, you can do nothing. That is just 
the beginning. That is the alpha. ; 

Mr. Rivers. Mr. Chairman, are you speaking of a specific year 
for those 12 companies? 

Mr. CoccrsHa.Lu. Yes; the 1952 year. 

Mr. Rivers. The 1952 year. 3 

Mr. CoaGrsHALL. One company I will say we finished through 1953. 
I am interpolating. One company told you they got here only this 
summer, they knew where they stood for 1951. I can mention the 
name because they gave it. I will refresh your memory. The 
McDonnell Aircraft Co. Within 2 weeks they were also settled for 
1952 and 1953. 

Our Chicago regional board that had the processing in the first 
instance was forced by the cireumstances—they had to wait until the 
company got approval from the Internal Revenue Bureau of changing 
their method of accounting which had been in vogue through 1950 
and they had reported, I think for 1951 and 1952, anyway, on a 
completed contract basis. 

They found themselves so tangled with practically no contracts 
completed—their statement meant nothing, their P and L statements 
meant nothing. And they know where they stood. They reverted. 
They asked the Internal Revenue to permit them to file on a percentage 
of completion contract basis. And not until they got that permission 
from the Internal Revenue Bureau, could we proceed from the figures. 

When we did, for the 1951 year, there had to be a kind of pickup 
from what had been left over on the change from the preceding year 
of 1950. It was an awful mess, very difficult to untangle. But the 
1952 and 1953: We were enabled—the minute the refund determina- 


I give that as an 
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tion was agreed to by the company, we were able to follow with the 
1952 and 1953 cases and they have notified their stockholders they 
were cleared for those 2 years. 

So it is perfectly proper to mention it. Those 3 years were really 
done at once. And I thought my friends at McDonnell might have 
been a little fairer if they mentioned that. They happened to be 
ahead of any of the larger airframe companies in the state of com- 
pletion, namely through the 1953 year. They happened to be fiscal 
year, June 30, 1953. ‘They were a little ahead of the others. 

Mr. Rivers. Of course, there was every reason on earth for them 
to get busy because they have had more trouble than most people. 

Mr. CocersHati. Now I would like to direct myself—the next 
thing you asked, Mr. Chairman, that we let you know what our 
formula is. 

Our formula is no formula. 

I must insert in the record this section of the regulations, and I 
have copies for all of you, the regulations which are drawn up under 
the Renegotiation Act. 

Principles and factors in determining excessive profits—and if you 
will bear with me, I would like to read this, because this is what I 
call the omega of renegotiation. To use earthier language, the guts 
of renegotiation, after the figures are agreed to. Alpha is the figures 
and the application of the factors is, in elegant language, omega, and 
in less elegant, the guts. 


General considerations: In making determinations in renegotiation, the board 
will proceed generally as follows: 

(a) All the information necessary to a sound determination will be obtained. 

(b) The contractor will be given an opportunity to develop and present what- 
ever information is available to it which the contractor may consider pertinent 
to the determination. 

(c) Requests for additional information and the number of meetings held with 
the contractor or its representatives will be kept to a minimum. That is the 
desideratum. In the case of an airframe company, I mean it is an impossibility. 

(d) Financial and factual information will be reviewed with the contractor and 
its agreement to the accuracy of such information will be obtained. 

(e) The contractor will be given every reasonable assistance and all necessary 
information with respect to the technical requirements of renegotiation, the act, 
and the regulations in this subchapter. 

(f) The facts and conclusions with respect to the contractor’s business will be 
fully developed. 

1460.2 Specific considerations: (a) Profits before taxes. In renegotiation the 
amount of excessive profits is determined before provision for Federal taxes on 
income. In determining the existence or amount of excessive profits, the effect of 
Federal income taxes on the retained profits will not be considered, the theory 
being that these are profits which should never have been realized. 

(b) Separate consideration of certain types of contracts. While renegotiation 
will be conducted with respect to the aggregate of the contractor’s renegotiable 
business for the fiscal year, separate consideration will be given to eost-plus-a- 
fixed-fee contracts and other cost-type contracts and to contracts, whether fixed 
price or cost-plus-a-fixed-fee, which contain incentive provisions or provide for 
escalation, redetermination, or other revision of the contract price during the life 
of the contract. Patent royalty income will also be separately considered. 

(c) Comparisons: In evaluating the contractor’s performance, comparisons will 
be made with the prices, costs and profits of other contractors engaged in the 
production of the same or similar products or using the same or similar processes. 

(d) Significance of settlements or profits or losses in prior years: Renegotiation 
settlements for prior years are not controlling precedents. Consideration will be 
given to profits or losses in prior years only to the extent provided elsewhere in 
these regulations. Except to that extent, determinations of excessive profits will 
be predicated on the facts and circumstances of the year under review. 
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(e) Reserves for possible renegotiation refund: It is recognized that sound ac- 
counting principles may make it desirable for contractors to establish reserves for 
possible renegotiation refunds and that the amount of such reserves established in 
individual situations will vary widely depending upon the policy of the particular 
contractor concerned. Neither the existence nor the amount of such reserves is 
to be considered directly or indirectly in connection with the determination of 
excessive profits. The Board recognizes that conservative practice may result in 
setting up such reserves in excess of the anticipated liability and will not permit 
such a practice to prejudice the contractor in any way. 

I would like to just interpolate a remark here. We were fully 
accustomed in the war to seeing reserves set up by most companies, 
including, I think, practically all the airframe companies. They 
learned by experience. They might set up a reserve much larger than 
we found proper. ‘They might set up a reserve much lower than we 
find proper. They learned that the renegotiation authorities, the 
War Department Price Adjustment Board and the War Contracts 
Price Adjustment Board—this statement is copied from wartime 
regulations. They meant it. And apparently considered it their 
duty and their obligation to the stockholders to let them know they 
were facing up to the liability of refund and makes an estimate. 

For reasons best known to the industry—I don’t know them 
1 or 2 did it under the 1948 act, when their business was very small. 

I can’t recall seeing in the books of any of the 12 companies that 
were here before me—I may be mistaken, but I can’t recall seeing any 
reserve for renegotiation liability set up for the years 1951, 1952, 
1953—any that I have examined up to now. 

McDonnell: I must say McDonnell after they faced up to their 
refund and agreed to and it was very satisfactory, we thought, to both 
sides, agreed to it this summer, they notified their stockholders at 
once of the refund for 1951 and that they had been cleared for 1952 
and 1953, and that though they had made no reserves for renegotia- 
tion liability hitherto, that in view of the basis of the settlement for 
1951 and the clearances for 1952 and 1953, they felt it proper to pro- 
vide a reserve—I think it was for $900,000 after Federal tax, after 
estimated Federal tax, for the years 1954 and 1955. 

That was the first company | have seen to do that. Though it was 
practically universal practice in the wartime only moderately indulged 
in by companies just beginning to make some money prior to 1951 in 
this industry; why as a body they have chosen not to, I do not know. 

Mr. Hess. Wouldn’t it be natural that they would not set up 
reserves when they figure they are not making excessive profits? 

Mr. CoaGrsHALL. Some of them were doing it prior to 1951, when 
they werent’ making anywhere near the amount of profits. 

Mr. Hess. Of course this wording in section (e) here. 

Mr. CoGGEsHALL. Yes, sir. 

Mr. Hess. Sounds awfully nice. 

Mr. CoacEsHaLu. Yes. 

Mr. Hess. But—you are not going to take into consideration that 
a reserve has been set up. I don’t see how you can avoid taking it 
into consideration, when you see a reserve has been set up, why you 
would immediately say, ‘Well, this company says we have made 
excessive profits, we are prepared for any action the Board might 
take.” 

Mr. CoacesHa.i. We don’t do it that way, Mr. Hess. 

Mr. Hess. I know, but we are all human and I[ think that that 
would enter into it. 
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Mr. Rivers. Do you think they were acting on advice of counsel? 

Mr. Hess. I don’t know. 

Mr. Rivers. It is a rather peculiar coincidence, isn’t it? 

Mr. Gavin. Mr. Chairman, I think the practice as set up by 
McDonnell is the logical manner to proceed. 

Mr. CoaGrsHat.. Yes. 

Mr. Gavin. In other words, if a corporation naturally puts any 
accumulated surplus in reserves and they come back to renegotiate 
and there are several hundred millions dollars, they are going to have 
some explanations to give to their stockholders? 

Mr. CoGGEsHatu. Yes. 

Mr. Gavin. I think the policy that McDonnell is pursuing is a 
policy that should be adopted. 

Mr. CocGrsHatu. Yes. 

Mr. Hess. Admitting guilt, though? 

Mr. Gavin. Certainly, they are not admitting anything. They 
are just anticipating that they may eventually necessarily refund 
back to the Government in a renegotiation certain sums of money 
which they will have to explain. If their profits are on a certain 
basis and suddenly they are set back by a terrific refund, there is 
certainly going to be an explanation called for on the part of the 
stockholders as to why their profits under the amount of business 
they are doing are less than they have been in a preceding year, and 
this way the stockholders could anticipate that eventually in renego- 
tiation, they may have to pay out certain sums of money that are not 
in the ordinary conduct of their business. 

Mr. CoccresHaty. Yes. I agree with you, and that is what most 
companies outside of the airframe industry in this particular period 
do, who have substantial renegotiable business. 

Mr. Gavin. I thought you said—— 

Mr. CoaGrsHatu. We are not bound by it. 

Mr. Gavin. No. I thought you said McDonnell was the only one. 

Mr. Coacrsuatyt. They have come in after the event. 

Mr. Gavin. Yes. 

Mr. CocarsHa.. Yes. 

Mr. Héserr. Do I understand your last statement, that you don’t 
know why the airframe industry doesn’t do it? In the other contracts 
which come under review of the Renegotiation Board, do you find 
the practice general? 

Mr. CoeGrsHa.t. It is quite general. 

Mr. Héperr. And it is just exclusive to the airframe industry that 
they do not do it? 

Mr. CoacesHatt. It has become so. They used to. I say they 
used to, they used to through the war, and some had begun doing it 
prior to 1951. 

Mr. Rivers. How about the big automobile corporations? 

Mr. Coacrsuaty. Yes. They don’t always disclose what it is, but 
they have reserves for contingency. When we go through the 
renegotiation process, it is usually developed. 

Mr. Rivers. They have a reserve for any kind of emergency? 

Mr. CoaacesHatu. Yes. 

Mr. Rivers. They put this under the overall—— 

Mr. CoGGrsHatt. Some spell it out and some put it right specifi- 
cally. Some say reserve for renegotiation liability and other con- 
tingency. 
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Mr. Barns. That was the question I wanted to address myself to. 

Mr. CoGGEsHALL, Yes. : 

Mr. Barss. Does the aircraft industry have any particular account 
which they label—that could be used for this particular purpose? 

Mr. CoGcGrsHA.u. I am not an accountant, but I have seen no one 
indicate—most of them are saying, ‘While our contracts are subject 
to renegotiation, we are confident we didn’t realize excessive profits.”’ 
I remember reading that statement in more than one. 

Mr. Batss. Do they have a contingency account that is used for 
this purpose? ; 

Mr. CoGGEsHa... It could be. 

Mr. Gavin. But it is not evident on their balance sheet or operating 
statement? 

Mr. CoGarsHALu. No. 

Mr. Courtnry. Mr. Chairman. 

Mr. Hépert. Yes. 

Mr. Courtney. I don’t want to get the record clouded up here 
until we get an answer from him. 

Mr. Hésertr. Did you atswer? 

Mr. CoaGrsHa.t. I said it could. But often the contingency is 
spelled out, what the contingency is. , 

Mr. Bates. I think I would be inclined to agree with Mr. Hess. 
If I was going to set up an account, I would have a general contin- 
gency account, rather than one applicable to a particular purpose and 
admit guilt in advance. 

Mr. Gavin. You are not admitting anything. It is merely a 
reserve 

Mr. Bares. I don’t yield, Mr. Chairman. 

Mr. Hépert. One at atime. Mr. Bates. 

Mr. CoaersHALL. We don’t treat it as admitting guilt. 

Mr. Rivers. Mr. Chairman? 

Mr. Héserrt. Yes, Mr. Rivers. 

Mr. Rivers. Just like they don’t have an account labeled lobbying. 
They don’t have everything labeled. ary 

Mr. CoGcGEsHALu. Yes. 

Mr. Rivers. But they have money in some convenient sock, 

Mr. Barss. Sure. 

Mr. Rivers. If the emergency comes. 

Mr. CoacrsHaALu. You know more about that than I. 

Mr. Rivers. You know more about that than I do. You have 
had more experience with that than I have. 

Mr. Hesert. All right. 

Mr. CoacesHatt. | will resume now. [Reading:] 





Adjustment of sales: The amount of excessive profits is always deducted from 
the renegotiable receipts or accruals, as well as from the profit thereon, for the 
purposes of determining the relation of retained profits to sales. 

1460.4 Overextended contractors: A contractor’s lack of adequate working 
capital will not be taken into consideration in determining excessive profits to be 
eliminated. 

That may sound harsh, but that is the law. When anyone is in 
“i ae? his terms are regularly agreed to by the Renegotiation 

oard. 


1460.5 Minimum refund: I don’t think you are interested in that. 
1460.7 Uncompleted portions of,terminated contracts. 


74721—56——-108 
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You are probably prepared to skip that. They come into renegotia- 
tion. Would you like me to read that, Mr. Chairman? It is not very 
long. I heard you had some questions about it. : 

Mr. Héserrt. Yes. 

Mr. CoaeesHa.u. All right [reading:]. 


(a) Separate consideration: When a segregation of the items allocable to the 
uncompleted portions of terminated prime contracts and subcontracts is made in 
accordance with the principles set forth in sections 1457.6 and 1459.1 (c) of this 
subchapter, separate consideration will be given to such items in the light of the 
applicable factors in determining excessive profits. The evaluation of the con- 
tractor’s performance with respect to the uncompleted portions of terminated 
prime contracts and subcontracts will be considered in connection with the 
evaluation of the contractor’s performance of the completed portions of such 
prime contracts and subcontracts and with that of other prime contracts and sub- 
contracts in determining the excessive profits, if any, for the period involved in 
the renegotiation. 

(b) Evaluation of performance: The evaluation of the subcontractor’s perform- 
ance with respect to the uncompleted portions of terminated prime contracts and 
subcontracts will be measured by the nature and extent thereof. The more nearly 
the nature and extent of such performance approximate the nature and extent of 
the contractor’s performance of completed contracts and subcontracts of the same 
type, the more nearly the evaluation of such performance will approach that given 
to the contractor’s performance of the completed prime contracts and subeon- 
tracts. On the other hand, if the contractor’s performance under the uncompleted 
portions of terminated prime contracts and subcontracts has consisted largely of 
the acquisition of inventory which it has processed only slightly or not at all, then 
the value placed upon such performance must be expected to be substantially less 
than the value of the contractor’s performance in processing such inventory into 
finished articles delivered under completed prime contracts and subcontracts. 


Mr. Courtney. Mr. Chairman. Could I ask a question of you 
there, Mr. Coggeshall? 

Mr. CoaersHaLu. Certainly. 

Mr. Courtney. You speak here of the valuation of a contractor’s 
performance. What type of an evaluation is made? 

. ; : 

Mr. CoaarsHaALu. That is the next section I come to under the 
factors. This precedes that. 

Mr. Courtney. All right. 

Mr. CoGGESHALL (reading): 

Application of statutory factors; general policy. Reasonable profits will be 
determined in every case by overall evaluation of the particular factors present 
and not by the application of any fixed formula with respect to rate of profit, or 
otherwise. Renegotiation proceedings will not result in a profit based on the 
principle of a percentage of cost. Contractors who sell at lower prices and produce 
at lower costs through good management, including conservation of manpower, 
facilities and materials, improved methods of production, close control of expendi- 
tures, and careful purchasing will receive a more favorable determination than 
those who do not. Such favorable or unfavorable determination will be reflected 
in the profits allowed to be retained by the contractor or subcontractor as non- 
excessive. Claims of a contractor for favorable consideration must be supported 
by established facts, analyses, and appropriate comparisons. This seetion and 
the following sections of this part apply to all contractors except those whose 
renegotiable contracts consist only of subcontracts described in section 103 
those are sales and commission agents. That is a different category. 

Now here are the factors. These factors—may I interpolate? You 
may be interested in the history of these factors. The 1942 Renegotia- 
tion Act, the first one, passed on April 28, 1942, provided—merely 
stated in its foreword of the act, that excessive profits to be eliminated 
are those which are found to be excessive under the terms of this act. 

No criteria were established whatsoever. Our boards were set up 
under the act: The War Department Board and Price Adjustment 
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Board in Washington, the Navy Price Adjustment Board, the Treasury 
Price Adjustment Board, Maritime Commission, War Shipping Ad- 
ministration, the—the RFC didn’t come in for another year. 

They called themselves the Joint Chairmen. When they got to 
work, it was a terrible job to get underway. By March of 1943 
when field offices had been established under the Army service forces 
around the country and the Army Air Forces and the Navy and others, 
the Joint Chairmen got together in March. They were men with 
vast experience in business and finance and law. You may remember 
Mr. Morris Karker. He had been the president or chairman or both, 
I think—he just died last year—of the Jewel Tea Co. He was the 
first Chairman of the War Department Board, serving with the very 
able men among them from the Bankers Trust Co. of New York. 
They were very gifted men. 

They put their heads together about March and felt they had to 
give some guidance to their field offices as to the determination of 
excessive profits rather than to say, ‘‘Excessive profits are those which 
are found to be excessive under the terms of this act.” 

And they drew up for the guidance of the field offices—this is the 
genesis of these so-called statutory factors—seven principles. 

The Congress, your Congress, did them the great compliment the 
next year when the 1942 act—which is pretty loosely drawn. It was 
improved very much under practice and experience of a year. The 
1942 act—it was enacted into law on February 25, 1942, as part of the 
Internal Revenue Act. The 1943 act incorporated in the act these 
7 factors they called them then, the 7 factors which had been drafted 
by the joint chairmen. There was no overall board under the 1942 
act. They just dealt with each other—each service handled its own. 
Under the 1943 act, you had the War Contracts Price Adjustment 
Board above them consisting of the chairmen of those six departments. 
The RFC had been added in the meantime. And the War Production 
Board had a representative on the Board. And those factors, again 
under the 1948 act—the 1948 act was very sketchy. It just directed 
us—it was aimed just at the aircraft industry as a matter of fact, 
aireraft and aircraft parts. The Secretary of Defense, Mr. Forrestal, 
could have extended it in the first instance to shipbuilding and con- 
struction overseas, but he didn’t. 

The first year it was purely aircraft and aircraft parts, negotiated 
contracts. Later Army contracts were added and so forth—general 
stuff, with the three military departments. 

But, again, though that act was very sketchy, directing us to the 
principles and procedure of the 1948 act, taking into account changed 
economic conditions, nonetheless they wrote in the seven factors again. 
They have been rephrased somewhat, but they have become something 
like the tablets of Moses laid down from on high. 

Mr. Courtney. You mean in respect of obedience? 

Mr, CoaGrsHaL.L. Yes—well, the contractors know what they are. 

Mr. Hésert. In respect to obedience, just as much lack of obedi- 
ence, 

Mr. CoGGEsHALL (reading): 

Efficiency of contractor. (a) Statutory provision. Section 103 (e) of the act 
provides that in determining excessive profits, favorable recognition must be 
given to: the efficiency of the contractor or subcontractor, with particular regard to 
attainment of quantity and quality production, reduction of costs, and economy 
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in the use of materials, facilities, and manpower. Now the comment of the 
Renegotiation Board on that provision of the statute is as follows: Favorable 
recognition must be given to the contractor’s efficiency in operations, with par- 
ticular attention to the following: 

(1) Quantity of production; for example, in relation to available physical facili- 
ties; meeting of production schedules; expansion of facilities; maximum use of 
available production facilities. 

(2) Quality of production; for example, maintenance of standards of quality; 
rejection record; reported mechanical or other difficulties in the use or other diffi- 
culties in the use or installation of the product. 

(3) Reduction of costs; for example, a decrease in costs per unit of production 
or per unit of sales as between fiscal years and as compared with other contractors 
producing the same or similar products when the operations are reasonably com- 
parable; a decrease in administrative, selling, or other general and controllable 
expenses; a decrease in prices paid vendors for purchased materials and subcon- 
tracted items or units. (See sec. 1460.10 (b).) 

(4) Economy in the use of materials, facilities, and manpower; for example, 
a decrease in quantity of materials used in relation to production and the number 
of employees in relation to production; reduction of waste. 


Next. 


Reasonableness of costs and profits: (a) Statutory provision. Section 103 (e) 
of the act provides that in determining excessive profits there shall be taken into 
consideration the following factor: 

(1) Reasonableness of costs and profits, with particular regard to volume of 
production, normal earnings, and comparison of war and peacetime products; 

(b) Comment: (1) Consideration will be given to the reasonableness or the 
excessiveness of costs and profits of the contractor. Comparisons will be made 
with the contractor’s own costs and profits in previous years and with current 
costs and profits of other contractors, if such information is available. In com- 
parisons, uncontrollable variations in labor, material, or other costs will be taken 
into account. Particular attention will be given to relative changes in controllable 
costs such as selling and general administrative expense. Low costs with relation 
to other contractors, when clearly established and shown to be the result of 
efficiency in management, are especially significant and must receive favorable 
consideration. 

(2) Consideration for comparative purposes will be given to profits of the con- 
tractor, and of the industry, on products and services not subject to renegotiation, 
especially in cases in which the renegotiable business involves products or services 
substantially similar to those not subject to renegotiation. In making com- 
parisons for fiscal periods before those subject to the act, profits during World War 
II years will not be regarded as determinative. If the renegotiable business is not 
fundamentally different from the nonrenegotiable business and if the product is 
sold and distributed by the contractor’s normal channels and methods, the profit 
margin on nonrenegotiable business is significant in renegotiation. 

(3) Favorable consideration will be given to an increase in volume of production 
for defense purposes. On the other hand, when the Government’s demand has 
enabled the contractor to increase his sales without exceptional effort and without 
corresponding increases in costs, decreased unit costs result, and the Government 
should normally get the principal benefit in more favorable prices, or in renegotia- 
tion. In many cases, the contractor may establish that factors related to the 
increased volume, such as developmental contribution, added risk assumed, or 
added investment of capital, entitle the contractor to claim a larger share of the 
benefit resulting from increased volume, but to the extent that this is not shown, 
the margin of profit on expanded renegotiable sales should be adjusted in reason- 
able relationship to the expanded volume. Increase in volume made possible by 
increased subcontracting may often not involve any cost savings, and will involve 
problems discussed under other factors. 

(4) When the contractor is engaged in more than one class or type of business, 
the varied characteristics of the several classes of business will be taken into 
consideration. 


Next we come to capital employed. Statutory provision is as 
follows: 


The net worth, with particular regard to the amount and source of public 
and private capital employed: 
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(b) Comment: The amount of net worth employed, as well as the amount 
and source of capital employed, will, as a general rule, be that existing at the 
beginning of the fiscal year. However, if significant changes, in either capital 
or net worth, occur during the year, they will be reflected in the determination 
of the amount employed during such year. 

(2) The amount of net worth employed in renegotiable business will be esti- 
mated and considered whenever a reasonable estimate of that amount is possible. 

(3) Capital employed is the total of net worth, debt, and any assets furnished 
by the Government or customers not contained in the contractor’s records. The 
source of capital will be established in order that a determination may be made 
of the extent to which capital employed in renegotiable business came from 
public sources or from customers, or was furnished by the contractor. 

(4) The relationship of profit realized on renegotiable business to the capital 
and net worth employed in renegotiable business will be used as one of the con- 
siderations in the final determination of what constitutes excessive profits. A 
contractor who is not dependent upon Government or customer financing of any 
type is entitled to more favorable consideration than a contractor who is largely 
dependent upon these sources of capital. When a large part of the capital 
employed is supplied by the Government or by customers, the contractor’s 
contribution tends to become one of management only and the profit will be 
considered accordingly. 


We move next to extent of risk assumed. Statutory provision. 
Extent of risk assumed, including the risk incident to reasonable 
pricing policies: 


(b) Comment: (1) the risks to be considered include but are not limited to 
risks incident to close pricing policies. For example, contractors in certain in- 
dustries may attain maximum production only at the risk of saturating post- 
emergency markets. Contractors may assume risks by guaranteeing delivery 
schedules notwithstanding possible inability to obtain needed materials or labor. 
Contractors may guarantee quality and performance of the product notwith- 
standing uncertainties as to the quality obtainable from their plants, particularly 
with respect to products which may be more or less abnormal to them. 

In some cases a substantial degree of risk will be found in thie temporary sacrifice 
of civilian markets to competitors, in order to accept more defense orders, or in 
the certainty of heavy reconversion expenses at the end of the emergency. 
Acceptance of contracts without escalation or similar protection may involve a 
risk that the cost of labor or materials may increase. 

Contractors who subcontract work, the performance of which they guarantee, 
in general assume a greater risk then contractors who retain performance entirely 
within their own control. 

In general, the Board will consider whether the contractor’s performance of 
renegotiable business is free from risk, or subject to it, on the basis of actual ex- 
perience and not more speculative or unlikely possibilities. The Board will give 
special consideration to evidence showing risks through actual realization of losses 
ineurred by the contractor in performing contracts in other years similar to the 
contracts undergoing renegotiation, and losses incurred in the same or other years 
by concerns other than the contractor, especially when connected with the 
contractor in any way, and in performing similar contracts. 

(2) The risk assumed by the contractor as a result of its pricing policy will be 
given particular consideration. A contractor, having initial prices calculated to 
vield a reasonable profit who revises such initial prices downward periodically 
when circumstances warrant, will be given more favorable treatment under this 
factor than a contractor who does not follow such policy. In order that proper 
consideration may be given, it is suggested that contractors, when making such 
periodic price revisions, notify the Board of the action taken in this respect. 

(3) Consideration of the pricing policy of the contractor frequently involves the 
question of refunds made before renegotiation under the act. As stated in part 
1462, such refunds may be made as an integral part of the repricing policy of the 
contractor or as prepayments of excessive profits. In either event, the effect upon 
the risk etc by the particular contractor depends entirely upon the facts of 
each case, including the manner in which the refund is made. 


For example, a contractor who executes a legally binding agreement 
to pay the Government a rebate on articles delivered during a particu- 
lar period of time, has incurred a greater risk than a contractor who 
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gives the Government a nonbinding statement of intention or state- 
ment of policy indicating that it will make refunds, even though the 


final profit position of the two contractors at the end of the fiscal year 
is the same. , 


On the other hand, a contractor who makes a refund pursuant to 
such a statement of intention or statement of policy may have incurred 
a greater risk than one who simply makes a refund. 

Similarly, a contractor who makes a refund near the beginning of 
its current fiscal year has incurred a greater risk than one who makes 
a refund near the end of its fiscal year. The effect of the refund must, 
therefore, be weighed in the light of all pertinent facts. 


The next: Contribution to the defense effort. The statutory pro- 
vision is as follows: 


Nature and extent of contribution to the defense effort, including inventive 
and developmental contribution and cooperation with the Government and other 
contractors in supplying technical assistance. 


It got engrossed, by the way, in the version as contactors and still has 
to appear as such. 


(b) Comment: This factor applies with continued force to contributions to the 
defense effort by prime contractors and subcontractors through their business 
subject to the act. Consideration will be given to the nature and extent of the 
contractor’s contribution. Favorable consideration for unusual contributions 
will be possible only when the contribution is exceptional. Experimental and 
developmental work of high value to the defense effort and new inventions, 
techniques, and processes of unusual merit are examples of special contributions. 
The extent to which a contractor cooperates with the Government and with other 
contractors in developing and supplying technical assistance to alternative or 
competitive sources of supply is a factor which will be given favorable considera- 
tion and the effect of such sharing of knowledge on such contractor’s future busi- 
ness will also be taken into account. 


We come now to the character of business. The statute reads as 
follows: 


Statutory provision: Character of business, including source and nature of mate- 
rials, complexity of manufacturing technique, character and extent of subcontract- 
ing, and rate of turnover. 

(6) Comment: (1) Consideration will be given to the character of the business 
of the contractor. The manufacturing contribution will vary with the nature of 
the product and the degree of skill and precision required in the work performed 
by the contractor. The relative complexity of the manufacturing technique and 
the relative integration of the manufacturing process are the basic considerations 
in evaluating this factor. 

(2) A contractor who uses customer-furnished materials generally is not en- 
titled to as large a dollar profit as the dollar profit to which such contractor would 
have been entitled had it furnished the materials itself. In the latter case, the 
contractor would have expended effort in finding or acquiring materials and would 
have assumed the risks of obsolescence, spoilage, or other loss inherent in owning 
such materials. Although the aggregate dollar profit allowed the contractor in 
the former case should not be as great as it would be if such contractor furnished 
its own materials, nevertheless the dollar profit allowed will usually result in a 
larger percentage of sales than the dollar profit which would have been allowed if 
the materials had been purchased by the contractor and, therefore, included in 
its sales and costs. 

(3) Maximum defense production and the policy of Congress require that sub- 
contracting, particularly to small business concerns, be used to the maximum 
extent practicable. In the renegotiation of a contractor, favorable consideration 
will be given to the extent to which such contractor, by subcontracting, utilizes 
in the defense effort facilities and services, particularly of small-business concerns, 
which otherwise have been overlooked or passed by. 

A contractor will be given favorable treatment when it has demonstrated its 
efficiency and ingenuity in finding appropriate opportunities for subcontracting; 
when the amount of subcontracting so accomplished is substantial; when the 





AIRCRAFT PRODUCTION COSTS AND PROFITS 2925 


amount or complexity of technical, engineering, and other assistance rendered by 
the contractor to the subcontractor is substantial; and when the price negotiated 
with the subcontractor is reasonable in view of the character of the components 
produced. 

However, it must be recognized that to the extent that the subcontractor’s 
facilities and production skill contribute to successful performance, it is, of course, 
such subcontractor who is entitled to consideration therefor in renegotiation. 
The portion of the renegotiable business which is subcontracted will be a part of 
the total sales and special consideration must be given in applying to this portion 
the factors of risks assumed, capital employed, and reasonableness of costs and 
profits. 

(4) The rate of turnover will indicate the use of plant, materials, and net worth. 
A low rate of turnover may indicate more complete integration in production or 
may be related to the type of the product and the nature of the manufacturing 
process. A high rate of turnover may indicate a relatively smaller manufacturing 
contribution or, by comparison with other manufacturers of similar products, a 
relatively greater efficiency. 


Additional factors. The statute reads as follows: 


Such other factors the consideration of which the public interest and fair and 
equitable dealing may require, which factors shall be published in the regulations 
of the Board from time to time as adopted. 

And it is in wartime and the 1948 act and at present. The state- 
ment follows: 

No additional factors have been adopted by the Board to the date of the publi- 
cation of the regulations in this part. 

Mr. Héserr. There are two specific questions I want to inquire 
into. 

Mr. CoaGrsHALL. Yes, Mr. Chairman. 

Mr. H&sert. One is the factor of the contribution in plants and 
facilities, where you say more favorable consideration is given to the 
contractor who supplies his own—I don’t know whether the language— 
it is my language, at least what I understood you to say, that favor- 
able consideration is given to the contractor who utilizes or owns his 
own facilities and equipment. 

Mr. CoGGEsHALL. Yes. 

Mr. Hépert. In preference. 

Mr. CoaaesHaLt. I have another paper. You asked me to discuss 
that particularly. We made a press release recently. Have you a 
copy of that, Howard? 

Mr. Courtney. Of the 14th. 

Mr. CoaGEsHALL. I would like to put copies before you of our press 
release. Also I have prepared the background which shows apse 
it is nothing new. The statement in the 1943 act factors, the 1948 
well as the 1951, in total. 

Mr. Héserr. In other words, in this statement or this release which 
you will discuss with us now you will indicate to what extent con- 
sideration is given those contractors who have more or less Govern- 
ment-operated, that is, Government-owned facilities? 

Mr. CoGGEsHALL. Yes. 

Mr. Hézert. In other words, in round figures, the testimony in- 
dicates, I think, that there are some $1 billion invested in facilities 
and plants. 

Mr. CoGGEsHALL. Something like that. 

Mr. Héserrt. A billion. 

Mr. CocGcrsHau. Yes. 
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Mr. Hésert. Out of that billion, $200 million represents the con- 
een ownership, as compared to $800 million Government owner- 
ship. 

Mr. CoaersHatu. That is right, that is approximately correct. 

Mr. Hépert. Approximately correct, in round figures. I would 
like for you to discuss what consideration is given in that area. 

Mr. CoaersHaLu. We are bound under our understanding of the 
law and the regulations—I have sent copies—which were adopted in 
wartime, in the 1943 act and in 1948—we are bound to see a contractor 
in that position differently, in a different position from a contractor 
who owns his own plant, if any did in that field. 

It is peculiar, particularly peculiar to the airframe industry. 

I might give you an example of contractors to show where we might 
start the extreme. We might take some of these great companies 
who have their own plant, but take a job on for the Government such 
as reactivating some of these ammunition plants, such as Remington 
Arms did, and Hercules Powder and Olin-Mathieson and Federal 
Cartridge Co. Those are contracts let by the Ordnance Department 
of the Army. They are known as GOPO, that is, Government owned, 
contractor operated. That is the extreme case. That is where the 
contractor steps in—he does an exclusive management job in a Govern- 
ment owned plant, contractor operated. Those contracts ran into 
several hundreds of millions of dollars in the Korean period. We have 
learned through renegotiation that the Ordnance Department in let- 
ting the contracts set a fee—calculated a profit, I would say, in no 
one of those cases in excess of 3 percent on sales, prior to taxes, down 
to the more complicated operations of 3 or a little above calculated to 
produce, the less complicated 2, down to 1 or 1% percent. They 
treated it as a management function. I mean there had to be a good 
deal of skill, they had to have trained men, and so forth. But the 
plant being 100-percent Government owned, the Ordnance sights we 
observed were somewhat lower postwar than they were during the 
war. There was a good deal of criticism in the wartime with these 
Government owned contractor operated plants being treated as if 
they were more or less a CPFF operation where the contractor might 
have a good deal of his own plant and a good deal of his own facilities. 
And there were substantial recoveries in renegotiation. 

Those that have come before us in renegotiation up to now we 
have found quite all right. They have done a very good job. And 
to the extent that the fee shows a slightly higher percentage on the 
sales, or the costs, whichever you want to use, than was contemplated, 
it has always been due to reduction of costs and efficiency, supported 
by the services. We have to turn to the Army or the Navy or the 
Air Force for such performance data. We don’t take just the con- 
tractor’s—— 

Mr. Hézerr. In other words, the Government paid a fee to the 
private contractor to administer the operation of the individual plant. 

Mr. CoaersHaLu. To do the production. 

Mr. Hféserr. Production; I mean production and operation of the 
individual plant. 

Mr. CoGGEsHALt. Yes. 

Mr. Hésert. Where it was totally, 100 percent, Government 
owned, 

Mr. CoaGcrEsHa.u. Yes. 
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Mr. Hésert. Which brings us to the questions which we have been 
raising. In the area of the airframe contractor where they are as 
high as 99.9 percent in some instances and the committee has been 
diseussing, as you know, with the witnesses the propriety of more 
Government control and more limitation because of the exclusive 
Government contract feature. 

Mr. CoaGrEsHatu. Yes. 

Mr. Hésert. The other area I would like for you to talk about is 
the administrative costs. 

Mr. CoaeesHatu. Yes. I say that was an extreme, over here. 
I am giving you the extreme. 

Mr. Héserrt. It gives us a pattern. 

Mr. CoaGEsHALL. Yes, sir. 

Mr. Hépert. Mr. Gavin. 

Mr. Gavin. I would like to have an expression of opinion from the 
gentleman. Do you believe that the Government should stay in 
the airplane manufacturing business, or as the financial structure of 
these corporations improve, that they should be developing financial 
programs for their own corporations, to relieve the Government of 
the tremendous investment that they have, or do you think that this 
overall airplane manufacturing business is too comprehensive for a 
refinancing to put them on a sound basis without the Government 
furnishing the plants, the materials, and the progress payments? 

The thought I have in mind: We were in the rubber business. We 
finally made disposition of those plants and we got out of the rubber 
business. 

Is this program too comprehensive, that these companies can’t 
finance themselves to such an extent that the Government may 
eventually be able to get out of the airplane manufacturing business, 
so we won’t be going through all of this comprehensive renegotiation 
programs? 

Mr. CoacEsHALL. You raise a very interesting question. From 
my banking background, I would say, no, to use that same phrase 
I used before—the desideratum. I think it is quite impossible under 
the present circumstances. I don’t think for a moment—these 
companies as a group, if they were one company, could go to the 
market and raise eight hundred millions of dollars so as to take these 
plants and facilities off the Government’s hands and own them scot- 
free. All the people who like to buy the airplane stocks in the last 
2 or 3 years would have no interest in doing that. 

What they would like—undoubtedly the people who bought the 
aviation stocks would like to see a rate of profit allowed which would 
enable the companies to plow back and pay it off. They would all 
become millionaires. 

Mr. Gavin. What I am interested 

Mr. CoccEsHa.u. I believe thoroughly in the private enterprise 
system. 

Mr. Gavin. Right. And therefore under the circumstances, how 
long is the Government going to stay in the airplane manufacturing 
business? 

Mr. CoacrsHatu. We see some little signs of some profits. And I 
read of one company that offered a debenture issue recently. I think 
the companies—there are two companies well known to all of you who 
have been before us who have already—or three, that are in the com- 
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mercial business, and with the arrival of jet transport—we read that 
Boeing and Douglas have been having a race with each other to sell 
airplanes. I mean it is the KC-—135, isn’t it—that is the commercial 
version of the Air Force tanker. And Douglas, with its DC-S8. 
Each one has told the world and all the possible buyers that they are 
better. They have been having a race for production and delivery of 
jet ransports. I think they begin in 1958 or 1959. They have orders 
on their books. I understand they are firm orders, mostly from this 
country, and some from abroad, close to a billion dollars. The last 
figure I saw was 950 million of dollars. And if Douglas and Boeing do 
as well—and Lockheed has done very well, of course, with its Super 
Constellation and with the turbocompound engine. If they continue, 
if they should continue to have that kind of business and do as well 
on it as we have done with the Government contracts, even after 
going through renegotiation—if they do so well I should say by degrees, 
they should be able to refinance themselves and acquire plants and 
facilities. 

Mr. Gavin. That is what I mean, over a period of years. 

Mr. CocGrsHa.u. There are only three—that is of the great com- 
panies, there are only three that count in the commercial field. 
Boeing tried it after the war and they had a very sad experience- 
what do they call it, their Super—what was their big plane called? 
I have ridden in it 3 or 4 times. It is the one where you can go down- 
stairs as well as up and have a drink downstairs. 

Mr. Hess. The Stratocruiser. 

Mr. CoaersHati. The Boeing Stratocruiser. The 707 was the 
number for it. It was a beautiful plane. But they didn’t make any 
money. They lost a lot. And Lockheed at one time lost a great 
deal on the Constellation. Glenn L. Martin made commercial 
planes at one time and they suffered heavily on the Martin 202. In 
fact, they went nearly broke doing it. 

Some progress—when I said profits, progress was the word. 

Mr. Héserr. Well, of course, as I understand the whole philosophy 
behind the renegotiation—I think we are in agreement on it. 

Mr. Coa@esHaL.. Yes. 

Mr. Héperr. And beginning with the genesis of the Renegotiation 
Act, it came about during the turbulent early days of the war. 

Mr. CoGGrsHaLt. Yes. 

Mr. Héserr. World War II. 

Mr. CogGrsHa.t. Yes. 

Mr. Hésertr. When small companies or individuals who bad a 
percentagewise profit motive in sales found their profits skyrocketing 
completely out of proportion to the effort which they put out, and 
naturally then came the renegotiation on account of these uncon- 
scionable and excess profit, 1 think that is correct. 

Mr. CoaGrsHa.t. Yes. 

Mr. H&éserr. Do I understand we are taking off to a level whereby 
we continue a desire to control these excess profits, and at the same 
time applying a more realistic yardstick in that control in accordance 
with the times and the era? 

Mr. CoacrsHatu. Yes. I think we have always understood that 
that was the intent of Congress. 

Mr. Héserr. And the intent then—you would read into the intent 
of Congress also the fact that recognizing in some of these war materiel 
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contracts, and in which is included the airframe, militarywise, is the 
fact that there can still be an open field for the accruement of excess 
profit. 

Mr. CoccrsHatu. Yes. We haven’t found it in all instances. 

Mr. Héperr. Oh, no. 

Mr. CoacrsnHau. The possibility exists. 

Mr. Héserr. I am talking about the basic philosophy and approach 
to the whole problem. 

Mr. CoacrsnatL. Yes, that is it. 

Mr. Hésert. Undoubtedly Congress in its own judgment realizes 
that the renegotiation board or renegotiation policy must of necessity 
continue in order to control what might be excessive profits. 

Mr. CoacrsHauu. We understand that is the view of the Defense 
Department. I heard them so testify, the Air Force and the Navy. 
We understand that is their view. 

Mr. Hésert. Now— 

Mr. CoaGrsHALi. Now we minister to an act. We don’t make it. 

Mr. Hépert. That is correct. 

The other area I would like for you to explore is the administrative 
costs. Can you break that down and give the committee the benefit 
of your policy a little bit more in detail, reflecting your comments on 
salaries, incentive bonuses, types of advertising, and contributions, 
which, of course, will all go through administrative costs, overhead? 

Mr. CoccrsHau. Through the years that we have renegotiated so 
far, namely, 1952, we have not been troubled in any way by the 
salaries and compensation. There were some bonus plans or incentive. 
The effect, except with one company, were quite small, 

It seems, gathering from the testimony made here and the tables 
you have drawn up, the incentive plan and increased salaries, to have 
grown like Topsy in 1953, 1954 and 1955. We have not yet had to 
face up to that problem. 

I will say in general—you wouldn’t expect us to prejudge and indi- 
cate just what we are going to do in that field. We can’t do renegotia- 
tion in a goldfish bowl, as I have heard mentioned. As you can see 
from our regulations, we are called on to study that very carefully. 

As a rule—you see, we are tied to the Tax Act, generally speaking. 
We have certain exceptions which I will mention. Those really cover 
advertising and contributions. Those are the two exceptions. 

On salaries, for basis of disallowance, that is put down as a cost 
against renegotiable receipts and accruals, and the only basis for dis- 
allowance provided in our regulations and our understanding of the 
law is that we must estimate that a salary or a portion of a salary 
or an incentive plan or bonus is not deductible for tax purposes. 

We can’t do that very well. We find often the tax return has been 
reviewed and approved. We also know that incentive plans and 
bonus plans before they are put into effect by a company are cleared 
in principle with the Internal Revenue. 

Mr. Héperrt. Of course, there we come to the fork in the road. I 
think we are all in common agreement, almost unanimously that the 
incentive plan is a good plan. 

Mr. CoaarsHa.u. Yes. 

Mr. Héperr. It is a good incentive. 

Mr. CocGrsHaLu. Yes. 
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Mr. Héserr. But then we come to the position of what shall it 
be charged to? Shall it be compelled to go out of profits which are 
earned by the contractor or shall it be charged against the cost of 
the product? 

Mr. CocecrsHaLy. With us, of course, it is charged against the 
profits, you see, in renegotiation. 

Mr. Hésert. You approach the problem? 

Mr. CoaGEsHALu. Yes. 

Mr. Hésert. Strictly from the profit motive. 

Mr. CoacesHa.u. That is right. 

Mr. Hésert. Therefore, you would say that this problem should 
be resolved on the level of the reevaluation by the several services? 

Mr. CoccrsHa.u. Exactly, sir, exactly. 

Mr. Hess. Wait. May I ask a question? The incentive plan—the 
incentive contract is a different proposition? 

Mr. CocersHaLu. That is something else. 

Mr. Hésert. We are not talking about the incentive contract. [ 
am talking about the incentive bonus payments. 

Mr. CoaGEesHatu. For executive compensation. 

Mr. Héserr. We are not talking about the incentive contract. 
We are talking about the executive and lower echelon compensation. 

Mr. CoaGrsHALL. But we do evaluate and we compare one con- 
tract with another. We will say now this contractor in regard to his 
executive compensation seems to be very low. It is a percentage of 
sales, individual salaries, compensation seeming to be restrained and 
modest. We will notice another, when we get to it, that seems to be 
very high in comparison with his fellows. And to the extent that 
comparable contractors in comparable industries, where we find costs 
and expenses either high or low consideration will be given in the 
determination of the amount of excess profits. 

Mr. Hépert. I think it is a very important distinction that the 
committee should understand there, in discussing this matter, that 
your approach is closely tied to the Internal Revenue Code. 

Mr. CoGGEsHALL. Yes, sir. 

Mr. Hésert. Because you are dealing entirely with profits. 

Mr. CoaGrsHALu. Yes, sir, that is right. 

Mr. Hézserr. So your approach is of necessity a limited approach? 

Mr. CoGGEsHALL. Yes, sir. 

Mr. Héserr. As compared to the services, who reevaluate the 
contract and make the allowances of whether the incentive bonuses 
or salaries shall be applicable to profits or to the cost of the product. 

Mr. CocGresHatu. Yes, sir, that is very clear. That problem 
doesn’t exist with us. 

Mr. Héserr. No, it does not exist with you all, that is right. 

Mr. Bates? 

Mr. Bares. Has that statement, Mr. Chairman, the press release 
on net worth, been inserted in the record? 

Mr. CoacrsHa.u. Yes, I would like that inserted. 

Mr. Courtney. It will be, Mr. Chairman, at the appropriate time, 
where I hope to include in the record all of the data that Mr. Cogges- 
hall has used here. 

Mr. CoaGrsHa.u. Yes. 

Mr. Courrney. In full. 

Mr. Bares. Mr. Chairman, I would like to follow up this question 
here. 
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Mr. CoaGcresHa.u. Yes, Mr. Bates. 

Mr. Bares. On the bonus. You don’t allow that as a charge of the 
contract? 

Mr. CoacresHaLu. We don’t—we allow it as a charge to profits. 
We don’t deal with the contract. We deal with the receipts and 
accruals under perhaps 30 or 40 contracts at various stages of comple- 
tion, inside of 1 year. 

Ours isn’t contract renegotiation. Ours is what we call statutory 
renegotiation, overall renegotiation. They set up the very first act 
in 1942 on that basis and it fell of its own weight. It had to be 
amended by October 1942. It just couldn’t be done. 

Mr. Bares. Yours is an overall evaluation? 

Mr. CoGGEsHALu. Yes. 

Mr. Bares. Established by these varied flexible criteria which are 
set forth and which you read? 

Mr. CoacrsHauu. They provide for exercise of judgment. 

Mr. Barss. So in the final analysis—— 

Mr. Coacesuau. Disciplined judgment, informed judgment. 

Mr. Bares. In the final analysis, when a contractor receives his 
check, he doesn’t know the specific items which were allowed or 
disallowed? 

Mr. CoacresHaLu. We never give him a check. He gives us a 
check or he gives the services. We either clear him or say, “You owe 
$10 million or $5 million.”” If it is $10 million, it be comes about $3 
million after tax credit. 

Mr. Bares. I mean when the business is settled and he has received 
payment for it and has already been cleared by your agency. He 
doesn’t know specifically what items were allowed or disallowed? 

Mr. CoacusHatu. Yes. He has a copy of our schedule A and our 
accounting report, and if it is a refund agreement there is an exhibit A 
attached to it which shows exactly where he stands. 

Mr. Barres. So when you disallow items and you renegotiate he 
knows specifically what has been disallowed? 

Mr. CoaecrsHautu. Yes. And there are some disallowances. We 
have either disallowed or reallocated. On advertising, for example, 
we have a very sirict provision in the regulation. Even though ad- 
vertising is a perfectly good tax deduction, for purposes of renegotia- 
tion it is deductible only to the extent that it is found to be allocable 
to renegotiable business. And in the case of prime contracts, that is 
limited to help-wanted advertising and advertising in trade and scien- 
tifie journals. 

The other advertising—for instance, when Mr. Boeing tells the 
world, or Mr. Douglas tells the world, or Mr. Lockheed, “We have 
got the best plane, we have the best jet plane, it is going to take you 
around the world in’”—what is it?—‘‘12 hours year after next’’—we 
don’t take any of that advertising. That is excluded as a charge to 
renegotiable business. It is thrown over in the nonrenegotiable 
column. 

Mr. Hésert. May I comment there, Mr. Chairman: Aren’t you 
putting yourself in the position now of making an exception there 
Because that advertising is certainly chargeable under the tax law. 

Mr. CoGGEsHa.u. Yes. 

Mr. Héserr. In the conduct of his business. 
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Mr. CoaGrsHaALu. We have spelled out in the regulations what we 
do. This has been a matter of public knowledge for 7 or 8 years. 
And most contractors accept it readily. We don’t have to disallow. 

I will give you an example. The Lockheed case passed before us 
recently and Lockheed had advertising for 1952 of $1,200,000. They 
allocate it under the terms of our regulations only $448,000 to renego- 
tiable business. The renegotiable business was 400 million sales, and 
nonrenegotiable 40 million sales. They allocated only 40 percent. 
The seven or eight hundred thousand they allocated to nonrenego- 
tiable business, as not coming within the purview of our regulations 
as regards allocation. 

Mr. Fensterstock. It might help, Mr. Chairman, if I pointed out 
that the Renegotiation Act of 1951, like the predecessor act, requires 
that all good tax costs be allowed in renegotiation as costs, but only 
to the extent allocable to renegotiable contracts and subcontracts. 
And in the case of advertising, the Board determines that the type 
of advertising Mr. Coggeshall has just described is not allocable to 
the performance of renegotiable contracts or subcontracts. 

Mr. Hésert. I was just making the point that while the basic 
rule was in adherence to the Internal Revenue Code, as a matter of 
fact in operation of the renegotiations you do make exceptions to 
what is allowed by the Internal Revenue Code? 

Mr. CoaarsHauu. Yes. It is specifically covered by regulation. 

Mr. Hess. The point Mr. Bates was asking you there, Mr. Chair- 
man: I am not quite clear on it. I believe you said that the companies 
are told when they are renegotiated and the finding is they must pay 
back to the Government a certain amount of money, that you itemize 
the amounts that should be paid back, I mean you itemize them 
according to salaries or—— 

Mr. CoaaesHatu. No. 

Mr. Hess. You don’t do that? 

Mr. CoacesHatt. No. But we do show—we show what costs and 
what expenses have been charged to renegotiable business. 

Mr. Hess. So you don’t say, then, for example, if you are paying 
your present $200,000 a year, you should only pay him $100,000? 

Mr. CoaarsHatyi. No. 

Mr. Hess. So the company never knows? 

Mr. CoacEsHALu. They may be told that we find that their execu- 
tive compensation is high in comparison with other members of the 
industry. 

Mr. Hess. But you don’t tell them how much—— 

Mr. CoacGEsHALu. Or we may well tell them it is low. As a rule, 
that would come up—if they didn’t agree with us and ask for a sum- 
mary of the facts and reasons on which the determination was made— 
if they ask for such a letter, they get it. 

Mr. Hess. That is taken into consideration in your renegotiation? 

Mr. CoccrsHauu. Certainly. 

Mr. Hess. The excessive salary that might be paid? 

Mr. CoccrsHauu. Certainly. 

Mr. Hess. But you do not notify them of the amount of excess of 
their salaries? 

Mr. CoaersHatt. No. Again we do not do it in an arithmetical! 
or mathematical way. The finding of excessive profits is an exercise 
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of disciplined and informed judgment, taking all the factors into 
account. 

Mr. Hess. So if they are paying one of their executives $200,000 a 
year they don’t know whether $100,000 is proper or $125,000 is proper 
or whether $150,000 is proper? 

Mr. CoGG@EesHALu. We can’t interfere in the field of management. 
We take much the same view as the Defense Department. " 

It was done occasionally, | must admit, as to some of the errors in 
the past, and—it was done occasionally. And on the basis it was 
estimated to be not allowable for tax purposes, that is, the amount 
would be too high, and if the case went to the Tax Court, if at any 
time there was a disallowance of salary, if it was at all significant, it 
became an issue and almost always resulted in the settlement roing 
to the Tax Court. : ch ion 

In other words, the Government was being sued. If in the mean- 
time the Internal Revenue Bureau had approved that settlement, that 
amount, the Tax Court invariably, or almost invariably, found the 
renegotiation authorities in error and restored the disallowance. They 
would hold to our level of settlement as expressed in sales. We say 
7 percent of sales, 8 percent. They would say the level was all right 
on that $500,000 refund, but that disallowance of $100,000 salary 
made by the renegotiation authorities, who don’t know as much about 
salaries and the proper level as the Internal Revenue—the Internal 
Revenue approved it. Therefore, the court restored the disallowance 
and made the refund $400,000 at the same percentage of sales. 

Mr. Bares. Now, specifically, you disallow bonuses? 

Mr. CoaGesHaALu. No. 

Mr. Bares. You do not? 

Mr. CoacGEsHALL. No. I say, that is the same as a salary—we do 
know that bonuses and compensation—before a company sets a plan 
of that sort up they have cleared the principle with the Internal Rev- 
enue Bureau. 

I mean we would be working against the interests of the Govern- 
ment. We would enable the company to go to the Tax Court, if 
there was a finding of the excessive profits, in which a disallowance of 
bonus was an element—they could go to the Tax Court and be prac- 
tically certain to get it back. 

Mr. Bares. If one of the services disallowed or disallows a bonus 
would these companies then have the opportunity to submit that 
figure to you? 

Mr. CoacrsHaLu. They give everything overall. .Yes. The prin- 
ciples, you see, under the law are different. You have two sets of 
rules. We will consider it under the factor. If we know it is dis- 
allowed by the Navy or the Air Force with whom they are dealing 
if that comes to our attention—they have only started doing this very 
recently, as we learned from yesterday’s testimony. We have had 
no ease yet where there has been any disallowance of any incentive 
type before us whatsoever. 

And as I said, there was not a problem through 1952. Generally 
speaking, I would say compared with other industries—and there are 
probably good reasons for it—that the level of executive compensation 
on the part of men heading these great airframe companies; I think | 
know practically all of them. I think they are a wonderful group of 
men and they do a wonderful job. There level of compensation was 
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somewhat below, generally speaking, that of men in other great com- 
panies and great industries in this country. 

From what I have seen in the record here recently, it seems that the 
last 2 or 3 lush years they have been trying to make up for lost time. 
I gather that is the view of the committee. 

Mr. Bares. You were about to say, if you examined into the matter 
and found out that the Air Force or the Navy permitted it or dis- 
allowed it, you would do such and such. 

Mr. CoacresHALL. We must take it as an expense, but we would 
evaluate it, no doubt, as an element of high cost or high expense, to 
be taken—under the factor of reasonableness, reasonableness of costs 
and profits. 

Mr. Bates. Doesn’t that present rather a strange situation for you? 

Mr. CoacesHaLt. No. FP mean—actually we have had to do it 
all along. Another example: As a rule—Colonel Thompson in his 
brilliant presentation told you as a rule the Air Force doesn’t allow 
interest as a charge, to take into account in their contract. We must 
allow interest as a charge. That is a perfectly proper thing. It is 
spread between renegotiable and nonrenegotiable business. They 
can’t do the business without borrowing money and pay for it. That 
is a proper tax deduction. As a rule they don’t allow overtime. In 
other words, they have a number of costs or expenses which may be 
disallowed in a contract, but in the end have been incurred in con- 
junction with performance only of the renegotiable business and as 
good tax deductions we must allow them as a cost and expense, 

Mr. Bares. Is this renegotiation only a one-way street as far as 
the Government is concerned, or do you ever send a check to the 
contractors? 

Mr. CoaersHaLit. No. We are in a one-way street business. 

Mr. Bares. One-way street? 

Mr. CoacrsHaLi. We don’t hand any money back. But if there 
is any loss, you gentlemen and the Congress and under the 1951 
act—if there is a loss in the prior years, that is carried forward. If 
there have been very low profits we give consideration to it. 

Mr. Bares. It seems to me a bit strange that one service would be 
permitted to count certain costs and the other service do not permit 
them to count certain costs. 

Mr. CoaGrsHaLL. It isa matter oflaw. The most striking example 
is on the treatment of depreciation, that is on amortization. This is 
a provision of Congress that under a certificate of necessity where you 
can charge off 20 percent of a $1 million plant or a $10 million plant, 
20 percent per year—if it is done, that is a perfectly proper charge in 
renegotiation. 

The Air Force and the Navy in making their contracts have not been 
allowing where a new plant is entered the amount of amortization. 
As Colonel Thompson explained yesterday, they take a look at what 
they think it would have been if it had not been for amortization, the 
special amortization. It it looks as if it had been a 20-year life, they 
just allow us a charge while they are making up their estimated price 
5 percent. When they come around to us for renegotiation, to the 
extent that they have 20 percent—now that was thrashed out in the 
Congress. I believe Representative Eberharter wanted to have it 
changed, but the view of the Congress, and I understand the view of 
the Joint Committee on Internal Revenue Taxation, was to the effect 
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that it would make the certificate of necessity meaningless, the 
amortization. 

The Government would be taking away with one hand what it has 
given with the other. 

Mr. Barss. So you just use these as offsets but never to the degree 
where you will actually send a check to the contractor? 

Mr. CoaGesHatu. We never send them a check. In other words, 
he either pays the refund or he is cleared. It so happens 4 times out 
of 5 they are cleared. 1 am not talking just on the airframe costs. 
But our percentage of recovery against completion has been roughly— 
what is it, Howard? I think we have had 16,000 completions. It is 
shown here. And the recoveries have been 2,300, something like that. 
The others have been clearances. 

Mr. Gavin. You talk about refund that is due the Government. 
Say the case happened back in 1952. On the refund that is due the 
Government, do you get—charge them a rate of interest on that, too, 
in view of the fact that you are allowing a certain percentage? 

Mr. CoaersHaty. No; that is not provided under the regulations. 
If the more than 2 years have passed, Mr. Gavin, if more than 2 years 
have passed—in other words, when we finish the 1952 year, when you 
get into 1955, if any contractor wished to have extended terms of pay- 
ment, he must pay interest then and there, if he isn’t prepared to pay 
within 30 days. 

Mr. Gavin. From the time he requests an extension. 

Mr. CoceresHauu. Yes; and he has to request it within 30 days. If, 
on the other hand, it is before more than 2 years has passed—and in the 
great many cases, not the airframe cases I grant you, but in the field 
which is much larger in number with us, in cases which are finished a 
vear and a half or a year and three-quarters after the close of the con- 
tractor’s year, if he wishes extended terms of payment, he can have it 
up to the end of the second year, free of interest. That is provided 
by law. 

Mr. Gavin. But you do allow him interest charges on the amount 
that he borrows to operate a contract in his business? 

Mr. CoccrsHau. That is charged. 

Mr. Gavin. What is that rate of interest that is allowed? 

Mr. CoaarsHatt. Whatever he pays. We allow what he pays, 
just as the income-tax people do. He pays the going rate. If we see 
transactions not at arm’s length and a very high rate of interest, that 
is explored. 

Mr. Bates. Do] understand, as you study the profits or the history 
of the company and the contracts for a year, you take into considera- 
tion all of the contracts—not each one individually? 

Mr. CoaGesHaALu. The performance—we study them under groups 
of contracts. First it is under the CPFF contracts, where only a low 
profit is anticipated. We will say 4 percent of costs. The fee is 
contemplated to produce 4 to 4% percent, in a typical case. So we 
will take that group. 

Then we examine the results under the redeterminable contracts, 
where they may have been shooting at 8 or 9 percent. Then on the 
incentive-type contract—that is the most difficult. We very seldom 
get any figures within a year to 2 years after the filing has been made, 
firm figures. Because the final determination on incentive—we would 
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just be shooting dice as regards both the Government and the con- 
tractor. 

I have 2 or 3—I don’t call them horrible examples. They are 
typecal, if you will give them to me, Mr. Fitch. 

want to show you what we are up against in some cases. Here is 
Lockheed for 1952. Here is a typical case showing extremely intricate 
accounting problems involved in large aircraft price redetermination 
contracts. In the case of Lockheed, 1952, despite repeated requests 
for an ultimate compliance with the furnishing of essential data, it 
was revealed by the contractor for the first time in March 1955— 
now, that was with our Los Angeles Board, oh, from the summer of 
1953—that Lockheed had experienced an overrun of costs affecting 
the 1952 year of $59 million. That was just coming out when they 
determined under this group of contracts these target-type contracts, 
incentive contracts, that there was an overrule of costs of 59 million. 
This revelation required completely new consideration of the case. In 
other words, the original filing meant nothing. It was just a piece of 
paper. 

his is an example of the nature of the price-redetermination and 
price-incentive contracts, the proper accounting for which frequently 
requires a final target price agreement with the military departments. 
Sometimes these changes which are necessary before the renegotiation 
board can deal with firm figures run into several millions of dollars. 

I will mention 1 or 2 others. Here is Douglas, 1952. Not playing 
any favoritism, it is just part of the complications of the aircraft 
industry, the contracting and for purposes of settlement of their con- 
tracts and renegotiation. 

The Douglas 1952 file shows that in September, September 23, 1953, 
the company submitted data which stated renegotiable sales for 1952 
as $449,200,000. On November 18, 1955, the company submitted 
final data for the year 1952, which stated renegotiable sales at $478,- 
177,000. That represented a difference, as you see, of $29 million. 

Here is Boeing for 1952. The Boeing Co. on March 30, 1953, 
reported renegotiable sales for the 1952 year of $757 million and 
profits of $49,400,000. A year later, or March 29, 1954, revised 
figures were submitted which reported renegotiable sales of $737 
million and profits of $54,500,000. Namely, increased profit of $5 
million on decreased sales of $20 million I am sure you will agree 
represents quite a different picture from what we started with. 

As long as this Government agency is charged with the responsi- 
bility of reviewing sales and profits, it is of the most elementary im- 
erenegaa that we make every effort to have all the facts and figures 
»efore us at the time of review. 

That is vital both for the Government and for industry. 1 say we 
would be shooting dice otherwise. 

McDonnell, in 1951, 1952, 1953: I touched on that earlier, but | 
will repeat this statement. This case presented an extremely difficult 

roblem because of the accounting difficulties the contractor found 

imself in when he reported to us his 1951 income. McDonnell had 
been keeping its books in what is called on the completed contract 
basis. In the 1951 year, the company asked the Internal Revenue 
Bureau for authority to change to a percentage-of-completion basis. 
Consequently, the 1951 report for renegotiation reported profits 
partly on one method and partly on another. There were many other 
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complications. Nevertheless, we found excessive profits existed. 
You had the figure put before you by the company and I don’t need 
to repeat it. The contractor agreed with this finding and very shortly 
thereafter we completed the 1952 and 1953 years which had been sub- 
mitted at the same time. In other words, they just held up the 
processing before we got the refund case out of the way. But they 
went through simultaneously. 

Mr. Bares. All I am trying to find out is this: At the end of every 
year, do you look at the overall Government business for a particular 
company? 

Mr. CoagesHauy. Yes. We have one overall schedule and it is 
broken into schedules—results on CPFF contracts, results on rede- 
terminable contracts that year, results on incentive type, and we 
examine the spokes of the wheel. 

Mr. Bates. Yes; so you get them as groups? 

Mr. CoaccresHa.u. That is it. 

Mr. Bates. You tell the company, ‘“‘Now, you had so many con- 
tracts in this particular group.”’ 

Mr. CoaGEsHALL. Yes; or so many sales. 

Mr. Barss. Yes. “This is what it looks like to us.” 

Mr. CoaassHauL. That is right. 

Mr. Batess. The overall figure. 

Mr. CoaGEsHaLu. Yes. 

Mr. Bates. But do you pull that thing apart so the company 
knows specifically what they got on each contract within that 
particular group? 

Mr. CoaersHatu. From time to time it is indicated. When under 
the factors there has been found to be excessive profits only in one 
section of the business, one of those groups of contracts, and no ex- 
cessive profits in the other and also no deficiency of profit—and that 
is the situation which very seldom arises—then we get down to that. 
In the end, generally speaking, we may find—I remember a case here 
recently, one of the big subcontractors to the airframe companies— 
| won’t mention the name, they haven’t been before you. But they 
came before us with what in our opinion looked on one section of the 
business, the fixed-price portion of the business appeared to be exces- 
sive profits of $2 million. The company had on the other hand 
research and development contracts totaling about $10 million, and 
a very tight ceiling was set by the Air Force on that, as they usually 
do in the research and development, and they ran into $1,100,000 
loss on that group of contracts. 

We got the story from them. We verified it through procurement. 
We found the performance was all right. It is just a very, very low 
ceiling had been fixed on research and development. 

Consequently—we didn’t make that an exact offset. We also felt 
the job was good enough to be entitled to some profit. We ended 
up with a profit of $750,000 in that particular case. 

Now, they knew from their discussion with us that those were the 
two ends. The others were just about right. They did know that 
we saw $2 million excessive profits here, we saw that they had $1,100,- 
000 loss, and we felt—we were obliged when there were excessive 
profits in this group of contracts to take the loss, clear loss, not 
through fault or error on the part of the contractor, into account and 
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ee in the final determination, when the gears mesh, a reasonable 
proht. 

Mr. Bares. Overall? 

Mr. CoeersHaty. Overall. 

Mr. Bares. Overall profit? 

Mr. CoagcrsHatt. We had a $750,000 profit refund overall. 

Mr. Bares. If you take that loss into consideration, that is not 
then given consideration the next year. 

Mr. CoacrsHauu. That is right. 

Mr. Barss. It is only when the overall—— 

Mr. CoeersHat.. It is only the overall loss that goes forward 
ees They didn’t have an overall loss. They had substantial 
profits. 

Mr. Gavin. Mr. Coggeshall, on the assignments and completion to 
December 31, 1955, percentage of completion is 83.8. 

Mr. CoGGEesHALu, Overall. 

Mr. Gavin. Yes, that would leave 16.2. Can you tell us approxi- 
mately the amount of money involved in that 16.2 of uncompleted 
renegotiation? 

Mr. CoaersHatL. Do you mean the sales or 

Mr. Gavin. Yes. The total volume of money involved in the 16.2 
percent that remains to be completed. 

Mr. CocGesHALuL. You mean profits? 

Mr. Gavin. No. 

Mr. CoacEsHA... Sales to be reviewed? 

Mr. Gavin. Yes, sales to be reviewed. 

Mr. CoacrsHaLi. No; I don’t think we have compilation of that 
sum. 

Mr. Gavin. I say approximately. Could you 

Mr. CoacersHaALu. Well, let me see. We usually—what comes 
before us in renegotiation—I am trying to think—and what goes to 
the field. I would say it represents up to—do you hazard a guess? 
Five billions, ten billions? 

Mr. Fensterstock. I wouldn’t want to hazard a guess. 

Mr. Gavin. You might give us an approximate figure and put it 
in the record. It would be interesting to know what amount of money 
is involved in the 16.2 that remains. 

Mr. CoaarsHA.u. It should be taken, of course, against the amount 
which has already been done. 

Mr. Gavin. Yes. 

Mr. CoaeesHa... If the total figure—and I will hazard a guess. If 
the total figure that had been before us is 80 billions of sales receipts, 
receipts and accruals, as the sales are really called under the act, 80 
billions, and we have completed five-sixths, or 83 percent, if we have 
completed 83 percent, we have reviewed and made final determina- 
tions involving 65 billions of receipts and we have to work on 15 
billions ahead of us. 

Mr. Gavin. That is all right. 

Mr. CoaersHALu. Because that 15 billions is always being added to. 

Mr. Gavin. Yes. 

Mr. CoeeEsHaAL.u. It is always being added to. 

Mr. Gavin. It is a lot of money. 

Mr. CoeersHALy. Some are being closed out and others coming in. 

Mr. Gavin. You are making progress. 
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Mr. CoccrsHauu. We are. Two years ago I may say, Mr. Gavin, 
I find when I looked over the records of this Board after assuming the 
acting chairmanship in November, only in November—lI found that 
2 years ago the open assignments, uncompleted, stood at 6,000, on the 
fiscal 1954. 

We whittled that down—lI put a drive on. We stood around 3,200 
then. I had quite a drive in November and December to clean up 
everything that could be cleaned up. I like a good closing inventory. 
And we got it under 3,000. It was 2,983, I think, or 2,963. You 
have the figure before you, at December 31. That figure today stands 
about 2,750. But it means we are sending out—we will send to the 
field every month about 250 new assignments, but they are getting 
more—we have about, in the whole, Mr. Gavin, as you can see, a 
year’s backlog. 

Mr. Gavin. Yes. 

Mr. CocersHatu. About a year’s backlog. You can’t do much 
better than that. It has been concentrated in this aircraft field you 
have seen. 

Mr. Gavin. I fully realized you were working under great difficul- 
ties when this renegotiation setup was initiated. But now you have 
the mechanics set up pretty well. 

Mr. CoaGcEsHaLu. Yes. 

Mr. Gavin. And you did say you are working in a small shop and 
in a good fishbowl, with some 50,000 contracts before you. 

Mr. CoaGcEsHALL. Yes. 

Mr. Gavin. Five hundred employees. What can we do to expedite 
this whole program, or how can Congress be helpful, to be helpful to 
you, in—if there is $15 billion yet to be renegotiated, that is a 
considerable sum of money, and it is my opinion it ought to be 
expedited. 

Mr. CoaGrsHALu. We will always have that amount ahead of us, 
Mr. Gavin, as I see it. We will have about that amount ahead of us 
so long as renegotiation goes on. In other words, about 15 billion so 
long as the present rate of procurement—the defense budget is 35 
billions and I think they say 16% billions represents hardware. Well, 
that is only prime contracts. Of course, we have to deal not only with 
the results under prime contract but the host of subcontractors there- 
under. And that brings the 16 billion figure up perhaps to 30 billions 
a year. So we are always going to have—we can’t be—they don’t 
have to file until 5 months after a year is over. We can’t commence 
all cases at once and do them all at once. 

I think we have them in pretty good shape. If I didn’t, I would 
have squealed more than I did to the Budget Bureau when we applied 
for a budget for fiscal 1957 of $4 million, the lowest we have had, and 
they told me a month or two later that they saw no more than $3 
million. We had to do our share toward balancing the budget. 

I said to the gentleman in charge, ‘‘Now our share in the budget, 
that proposed cut of $500,000—yes, the budget, you could save 
$500,000 for the budget in the first instance.”’ I said, ‘‘Our recoveries 
are going along at the rate of 12% to 15 millions of dollars a month, 
gross. If we had to do that, being a small agency and mostly going to 
salaries, if we hadn’t the $500,000, it means dropping 50 men, and in 
my best judgment dropping 50 men would slow us up to the tune’”’— 
I said we would get the job done, but it would slow us up to the tune of 
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reducing recoveries from 12% to 15 million dollars a month, to no more 
than 10 millions. In other words, what you save at the spigot you 
would lose at the other side, at the bung. In other words, to save 
$500,000, we would have 25 million less recovery. And I said I would 
like to see us doing our share toward balancing the budget. They 
raised it to $3,770,000. And the House Appropriations Subcommittee 
was so nice when we appeared before them and seemed to be so im- 
pressed with where they stand now—it didn’t look as though they 
always had been—they reduced the budget only about 3 percent. 
That is $75,000. We concluded we would live with that, even though 
Senator Magnuson was kind enough to invite me to submit a protest 
if we wished to. I said we could live with the $75,000 cut, but if they 
wanted any further cut I would ask to appear before them. 

Mr. Hépert. You can always trust the Senate to restore what the 
House cuts. 

Mr. CoaGrsHatt. Yes, but we didn’t go to the Senate to do it. 

Mr. Gavin. Mr. Chairman, I just want to comment: I think Mr, 
Coggeshall and his entire department are making progress. They de- 
serve our hearty commendations for the very fine work they are 
doing and the very complex and perplexing problems that they are 
called upon to solve. I certainly appreciate having been here this 
morning to hear the gentleman and his associates present the case of 
the Renegotiation Board. 

Mr. CoaersHa.y. I am very happy you were here, Mr. Gavin, and 
I appreciate that very much. I tried to introduce some light where a 
great deal of heat had been generated. 

Mr. Gavin. Well, we are making progress on that. 

Mr. Courtney. Mr. Chairman, I would like to incorporate, Mr. 
Coggeshall, all of the data that you presented here as a part of the 
record. I have particular reference, however, to the document which 
is dated March 1, from which you read certain excerpts. 

I noticed you have some reservations about the contents. Will you 
be able to furnish the committee through your office 

Mr. CoaarsHauu. Mr. Fensterstock and | will indicate what we 
are perfectly willing to have go into the record. 

Mr. Courtnry. Very good. But the others may remain so far as 
the files of the committee are concerned? 

Mr. CoaersHauu. Absolutely. 

Mr. Courtney. I have just one question as a matter of curiosity 
and as illustrative of the field of disciplined judgment. 

Mr. CoGGrEsHa.u. Yes. 

Mr. Courtney. Take, for example, your efficiency of contractor 
consideration, which you state under the act must be given favorable 
recognition. Let us go down to item 4. You say, ‘Economy in the 
use of materials, facilities, and manpower will be given favorable 
consideration.”’ 

Could you illustrate for us the information which you have upon 
which you could form such a judgment and the sources from which 
you will get it, and how you would translate that into dollars? 

Mr. CoacesHa._. In the case of the contractors that you are par- 
ticularly interested in, I think each and every one of them gives us a 
very exhaustive analysis. I saw one of my good friends in the audience 
this morning. I know they always did a beautiful job. And we 
naturally undertake to check it with the procurement department 
concerned ; that is, either the Army, Navy, or Air Force. 
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Mr. Courtney. In other words, the company tells its own beautiful 
story in unrestrained terms? 
Mr. CoaGEesHa.u. Yes. 


_ Mr. Courtney. And then you compare that information with the 
information from the service involved? 


Mr. CoccrsHaLu. Yes, that is right. We have to stand—often we 
find ourselves between the two. 

In a little speech I delivered last fall, I said we were in the position 
of the peacemaker. As I remember, the gospel according to St. 
Matthew, the peacemakers—‘Blessed are the peacemakers, for they 
shall be called the children of God,” and in some versions I believe it 
is ‘the sons of God.” We have never found ourselves called either 
“children of God” or “sons of God’’, but we have been called other 
“sons” occasionally. In other words, we have to strike a balance. 

Mr. Héserr. You want to put in the record 

Mr. Hess. Let’s put these things in the record. 

Mr. Courtney. I have requested it of all hands. 

Mr. Héperr. All right. 

(The material released by the Renegotiation Board is as follows:) 


[For immediate release, February 14, 1956] 
THE RENEGOTIATION BOARD 
WASHINGTON, D. C. 
RELEASE No. 1-56 
STATEMENT ON Net WortH Factor 


Because some misunderstanding apparently exists in certain quarters respecting 
the Renegotiation Board’s interpretation and application of the so-called net worth 
factor (sec. 103 (e) (2) of the Renegotiation Act of 1951, as amended), the Board 
today issued the following statement: 

Section 103 (e) (2) of the act provides that the Renegotiation Board shall, in 
determining excessive profits, take into consideration: ‘““The net worth, with 
particular regard to the amount and source of public and private capital em- 
ployed * * *.”’ In discharging its responsibility under this section, the Board 
does not regard any particular rate of return on net worth or capital employed as 
excessive per se. The Board does not attempt to equalize its determinations 
respecting the members of any given industry from the standpoint of return on 
net worth or capital employed, insamuch as renegotiation obviously is not a 
ratemaking process. The Board does not place special emphasis on the net worth 
and capital employed factor as distinguished from the other statutory factors. 

The Board desires to reemphasize the fact that reasonable profits are determined 
in every case by an overall evaluation of all the statutory factors, and not by the 
application of any fixed formula with respect to rate of profit on sales or rate of 
return on net worth or capital employed, or any other formula. 

That is not to say, however, that the return on net worth can properly be ignored 
in an appropriate case. Excluding those industries where capital is not a sig- 
nificant income-producing factor, the relationship of profit realized on renegotiable 
business to the capital and net worth employed in renegotaible business is, and 
properly should be, one of the considerations (though not the sole consideration) 
in the final determination of excessive profits. 

The Board’s determinations must permit the retention of profits sufficient to 
provide a proper incentive for the investment of equity capital. Where borrowed 
capital is involved, the retained profits must reflect the additional risk to whieh 
equity capital is thereby subjected. 

With respect to contractors who receive Government financial assistance, the 
regulation under the 1951 act (RBR 1460.11(4)) expresses a basic policy which 
was first enunciated under the 1943 Renegotiation Act (RR 412.2) and again 
under the 1948 act (MRR 424.412-2 (d) (1)): “A contractor who is not dependent 
upon Government or customer financing of any type is entitled to more favorable 
consideration than a contractor who is largely dependent upon these sources of 
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lied by the Govern- 
ment or by customers, the contractor’s contribution tends to become one of 
management only and the profit will be considered accordingly.” 

An example of the application of the foregoing policy is to be found in a case 
where an increase in Govenpeedibenn facilities enables a contractor to 
achieve substantially expanded volume for defense purposes. In such a case 
there will often be a significant increase in contractor’s rate of return on net worth 
over the immediately preceding years, which generally will evidence in a concrete 
way the effect of increased volume and increased Government assistance. Cer- 
tainly the Board must consider this fact, together with all other relevant factors, 
in determining whether contractor’s profit on the expanded renegotiable sales 
bears a reasonable relationship to the expanded volume. 


capital. When a large part of the capital employed is pe 


II. BRIEF OUTLINE OF RENEGOTIATION PROCESS 


The act requires every contractor to file a report with respect to its renegotiable 
business for a fiscal year. All reports are examined by the headquarters Board 
in Washington. Those which show aggregate renegotiable sales below the 
“floor” (i. e., the minimum amount prescribed in the statute) are set aside. In 
cases above the floor if the profits are obviously not excessive, no further action 
is taken and the contractor is so notified. All other cases are assigned for renego- 
tiation to a regional board, usually on a geographic basis. 

The regional board commences renegotiation, accumulates all additional in- 
formation that it needs, and then determines whether the contractor realized 
excessive profits, and if so, in what amount. The Board has delegated to the 
regional boards final authority to make agreements in cases involving aggregate 
renegotiable profits below a certain amount. If in any such case the contractor 
accepts the determination, an agreement is made for the payment of the amount 
determined. Otherwise, the regional board issues an order directing such pay- 
— From this order, the contractor has a right of appeal to the Statutory 

ard. 

In the larger cases, in which the regional boards do not have final authority to 
make agreements, the determinations of the regional boards must be approved by 
the statutory board before agreements can be executed. If a regional board 
determination is not acceptable to either the statutory Board or the contractor, 
the case is transferred from the regional board to the statutory Board for further 
processing and completion. On any final order of the Board with which the con- 
tractor does not agree the contractor may obtain a judicial review by filing a peti- 
tion in the Tax Court of the United States. 

* * * * * * * 


E. Allocation of costs 


In determining the costs of renegotiable business, the renegotiation law has 
always been closely linked to the Internal Revenue Code. By express provision 
in the act, all items estimated to be allowable as deductions or exclusions under 
the code must, to the extent allocable to renegotiable contracts and subcontracts, 
be allowed as items of cost in renegotiation. nerally, the method of accounting 
employed rg the contractor in determining net income for Federal income-tax 
purposes is followed for renegotiation purposes. It is not followed when, in the 
ogfmce of the Board, such method does not clearly reflect the renegotiable profits 
of the contractor. In such cases, by special accounting agreement with the 
contractor or, if necessary, by unilateral action, a different method of accounting 
is employed to determine the costs and expenses of the contractor allocable to the 
fiscal year under review. 

Specific provision is made in the regulations for the renegotiation treatment of 
selected items of cost. Costs ‘allocable to nonrenegotiable business, including 
exempt business, are not allowed as a charge against renegotiable business. 

The 1951 act, unlike the earlier statutes, provides that the contractor generally 
shall be allowed as a cost, in the year under review, the amount of any loss sus- 
tained by the contractor on oe business in the immediately pesmeine 
fiscal year. Except to this extent, losses in other years are not allowed. owever, 
by mqulstion, in connection with the statutory factor of risk, the Board gives 
special consideration to evidence showing risks through losses incurred by the 
contractor in performing similar contracts in other years. 

* * * * * * * 
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X. RENEGOTIATION ACTIVITY AND RESULTS 


A. Extent of filings made 


The total number of contractor filings received by the present Board through 
December 31, 1955, was 144,161. Of these, 103,441 filings were below the 
minimum amount prescribed in the act and 40,720 were above the statutory 
minimum.! 

Through December 31, 1955, of the 40,720 filings above the statutory minimum, 
approximately 24,400 were screened out. Approximately 16,320 filings remained 
for assignment to the field. 


B. Field assignments and results 


1, Through December 31, 1955, total assignments to the regional boards 
aggregated 17,187. These included the 16,320 filings not screened out, plus 
assignments made without filings when required to protect the interests of the 
Government, and other special cases. 

2. Assignments completed through December 31, 1955, aggregated 13,972. Of 
these, 11,667 assignments resulted in clearances or similar disposition. The bal- 
ance of 2,305 completed assignments resulted in determinations of excessive 
profits, as follows: 





Excessive 
profits deter- 
mined 


Renegotiable 


Number sales 





| 
(a) Agreements 2.195 | $10,051, 478,343 | $351, 945, 363 
(b) Orders 110 1, 226, 456, 355 28, 086, 637 

2, 305 11, 277, 934, 698 380, 032, 000 














C. De novo review in Tax Court (see pt. VIII, par. M) 
As at December 31, 1955, proceedings in the Tax Court with respect to orders 
issued by the Renegotiation Board were as follows: 


(a) Petitions filed under 1951 act 
(b) Petitions dismissed 


(c) Pending 
D. Recoveries attributable to renegotiation 


During the period from October 3, 1951, through December 31, 1955, aggregate 
gross recoveries attributable to the operation of the renegotiation law amounted 
to the sum of $642,963,508, as follows: 


1. Refunds pursuant to renegotiation agreements or orders_____. $380, 032, 254 
2. Voluntary refunds and price reductions (based on renegotiation 
data submitted by contractors) 262, 931, 254 





642, 963, 508 


The Federal income and excess-profits tax credits applicable to virtually all of 
the refunds included in item 1 above, have been computed by the Internal Rev- 
enue Service. Based on these computations, the net recoveries remaining after 
Federal income and excess-profits tax credits, as applied to the total recoveries of 
$642,963,508, are estimated at $223,672,604. These figures necessarily reflect 
the effect of the excess-profits tax law in force, generally speaking, from 1950 
through 1953. 

To the above recoveries, in the interest of completeness, may be added the sum 
of approximately $70 million, representing excessive profits determinations made 
before December 31, 1955, but not yet formalized at that date. 


* * * * * + ~ 


' All figures set forth in this statement, including these figures, reflect the experience and activities of the 
Renegotiation Board only, during the period from its creation and organization under the Renegotiation 
Act of 1951 through December 31, 1955. Unless otherwise indicated, all such figures relate entirely to cases 
arising under that act, except for a small number of cases arising under the Renegotiation Act of 1948 and 
an almost negligible number of cases arising under the Renegotiation Act of 1943. Authority to conduct 
renegotiation in cases arising under such other acts was vested in the Renegotiation Board by the 1951 act. 
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KI. RELATED EFFECTS OF RENEGOTIATION 


A. Completion progress 


Since statutory renegotiation is conducted on the basis of overall results for a 
fiscal year, it must necessarily await the close of such year and the submission of 
the contractor’s report with respect thereto. This report is not required to be 
filed until the first day of the fifth month following the close of the fiscal year 
under review. The act, recognizing the vast number of filings made with the 
Board and the preliminary work that must be done thereon before it can be 
determined in which cases actual renegotiation proceedings are necessary, provides 
a period of 1 year for the commencement of renegotiation; 2 years, following such 
commencement, are prescribed for completion. 

Following is the record of case completions of the Board, tabulated according 
to contractor fiscal years: 


Assignments and completions to Dec. 31, 1955 





Total Total com- | Balance at Percent of 
assigned pleted Dee. 31, 1955 completion 
1 





1, 490 . 100. 0 

6, 073 f 

5, 986 5, 41 f 

3, 427 * 1, 122 

1, 394 338 1, 059 
103 98 











18, 473 ‘ 2, 979 





Legislative and other delays and resulting uncertainties have beset the Board 
from the outset. The act, although effective from January 1, 1951, was not 
enacted until March 23, 1951. The Board was not appointed and organized 
until October of that year. The first extension of the act, which continued 
its coverage from 1953 through December 31, 1954, was not enacted until 
September 1, 1954. The second extension of the act, through December 31, 1956, 
was not enacted until August 3, 1955. Each of these delays necessarily compelled 
the Board to grant substantial blanket extensions of time for all contractors to 
file renegotiation reports for the affected years, until the act could be renewed 
and filings prepared to reflect the effect of the substantive amendments made with 
each extension. Beginning with 1954 fiscal years, further delay has been occa- 
sioned by the standard commercial article exemption made applicable to such 
years. The cases of contractors who claim that exemption for only a part of their 
renegotiable sales, or whose exemption claims are denied, obviously cannot be 
completed or even satisfactorily processed until Board action on their exemption 
claims has been concluded. 


Mr. Héserr. Thank you very much, sir. 

The committee will stand recessed subject to the call of the Chair, 
but the committee will meet tomorrow morning on another subject 
matter revolving around an investigation of insurance. 

Mr. Courtney. Insurance sales. 

Mr. Hépeurr. Insurance sales. Thank you very much, sir. 

(Whereupon, at 12:05 p. m., the subcommittee adjourned, subject 
to call of the Chair.) 


x 








